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Introduction

The financial state of many countries is very serious. In the UK, the government has just announced a massive program of cuts in public expenditure that is expected to lead to the loss of at least half a million jobs in the public sector as well a major cutbacks in spending on welfare. The situations in Greece, Spain and the Irish Republic are all very serious, with reductions in pay and deep cuts in spending. The origin of these harsh cutbacks lies in the financial crisis in 2008 that led to a massive bail--out of the financial system involving an enormous injection of funds, funds that will presumably have to be paid for by tax payers in the years and decades to come. Given the huge debts that many governments now have to cope with, and the fact that few people are arguing for increases in taxes to cover the costs, the consequence is almost everyone assumes that the only real option is massive cuts in public expenditure.

But are massive cuts the only option? In recent years, more and more people have been arguing in favour of some form of Financial Transaction Tax (FTT), of which the so-called Tobin tax is one of the most well known examples (for an up to date review see http://en.wikipedia.org/wiki/Financial_transaction_tax). For example, both Nicolas Sarkozy and Angela Merkel have recently been heard supporting such schemes, and they are by no means alone. When such schemes have been presented, they have almost invariably been talking about very low rates such as 0.005% --just enough to slow down the currently frenetic rate at which financial transactions are taking place in the world's financial markets. The amounts of tax revenue that would be generated might be enough to allow for the constitution of a fund to reduce the risk of global bank failures of the type seen in late 2008 (see for example, the proposals outlined in the report "Taxing Banks" [START_REF] Murphy | Taxing Banks : A report submitted to the International Monetary Fund[END_REF]). However, so far, there has not been any real question of using this sort of financial transaction tax to replace other forms of tax revenue, and more specifically, the possibility of using an FTT based taxation system to solve the current crippling debt problems faced by many countries. One notable exception is Brazilian Economist Marcos Cintra [START_REF] Cintra | Bank transactions: pathway to the single tax ideal. A modern tax technology; the Brazilian experience with a bank transactions tax[END_REF], who has argued for many years that a Bank Transaction Tax could potentially replace other traditional forms of taxation.

In this paper, I will look at the arguments in favour of a radical reform of the current tax system in which all the main sources of taxation (VAT, income tax, taxes on profits etc) are replaced by a single flat rate Financial Transaction Tax that would apply to everyone, traders and consumers alike.

In order to assess the potential for generating revenue with a Financial Transaction Tax, it is clearly necessary to have detailed data on the total volume of financial transactions in the economy. One reputable source of information is the Bank for International Settlements (http://www.bis.org ) that publishes regular reports on the financial activity in participating countries. The latest annual report, published in December 2009, provides details of financial transactions for the period from 2004 to 2008, based mainly on figures from a set of 13 representative countries. Table 1 provides a summary of the different types of transactions detailed in the report.

Together, these different financial transactions total nearly $9000 trillion per year. Is this a realistic number for the 13 countries that are analysed in the report? One factor that is difficult to control reflects the fact that some values for trading could be counted twice when a transaction includes two different countries in the group. On the other hand, there are also a number of places in the report where the numbers are simple not available, meaning that the actual value may be substantially higher. Even so, the values are very impressive. Financial transactions within the United States total over $3500 trillion, followed by the UK with around $2200 trillion and Germany with over $1500 trillion. These very high values no doubt reflect the high levels of financial activity associated with Wall Street, the City of London and the Frankfurt Stock Exchange.

The table also includes a column with the total amount of tax revenue for each of the 13 countries. The top five countries for tax revenue are the USA ($2524 bn), Japan ($1429 bn), Germany ($1249 billion), France ($1060 billion) and the UK ($881 billion), and the total tax receipts for the 13 countries adds up to $8960 billion. The comparison between the two figures, namely the total value of all the financial transactions, and the total amount of tax is revealing, because it demonstrates that financial transactions currently exceed income for taxation by a factor of more than 1000. It follows that if a flat rate financial transaction tax was introduced at a level of just 0.1%, it would generate the same amount of revenue as all the other taxes combined! Before discussing whether or not such a move is desirable, we need to ask whether the same sorts of ratios between the levels of financial transactions and tax income would apply outside of the 13 countries covered by the BIS report. According to the Wolfram database, even when we take the total tax receipts for all 231 countries in the world, we still only reach a total of $13.78 trillion -about 50% more that the 13 countries on their own. The reason for this is that many of the other nations have relatively small economies, although it should not be forgotten that some major economies are not in the list -countries such as China, India and Brazil. It seems likely that if we included financial transactions for the other 218 countries, that the picture would remain similar. Indeed, given the very strong trading position of countries like China and India, and the relatively low wages paid to their workers, it is even possible that the ratio between financial transactions and tax revenue could even exceed the value of 1000 seen for the 13 selected countries. As a consequence, it seems highly likely that an FTT well below 1% and possibly as low as 0.1% could generate as much revenue as all the other sources of taxation combined, even when applied globally.

Most discussions dealing with the possibility of introducing an FTT have steered clear of using values as high as 0.1%--1%. Typically, the values that have been proposed have been much smaller -for instance 0.005%. One argument for using such low values is based on fears that such a tax could seriously reduce the amount of trading and that this would not only reduce the amount of tax that could be derived, but could also have negative effects on the economy itself. There are several reasons for believing that this would not be a real problem. While it is likely that there would be some reduction in activity in key locations such Wall Street, the City and the Frankfurt finance centres, it seems reasonable to suppose there is enough activity elsewhere in the economy to provide the necessary revenue. For example, a closer look at Table 1 suggests it is clear that even in countries that are not very strong players in global finance, an FTT of 1% would be plenty to allow existing taxation mechanisms to be replaced. Only one of the 13 countries would require an FTT above 0.3% and even that country (Sweden) which is well known to have a particularly strong social services and welfare arrangements, is still well under 1%.

To make the argument clearer, I will therefore work on the hypothesis that we could introduce a flat rate FTT of 1%, a value that in principle would generate 10 times as much revenue as existing taxation systems, and which would still generate very large amounts of revenue even if there was a severe reduction in the quantity of financial exchanges.

The choice of a 1% value is also interesting for another set of reasons. 1% is already substantially less than the transaction charges imposed by credit card companies for handling card payments. Thus, even if the credit card companies directly transferred the additional costs to consumers, this would have little direct impact on costs. Remember that the proposal would be to remove all other forms of taxation, including VAT, meaning that for many purchases the net effect of the move would be a reduction in prices of as much as 20%. 1% is also very close to the sorts of bank charges that most consumers have to pay every time that they transfer money between banks, and it has become increasingly common for banks to charge a flat rate fee of $2 or more for withdrawing cash from a cash machine. Of course, many operators in the financial services industry are used to paying no fees whatsoever when performing a transaction, and this is indeed one of the reasons why traders (and their computers) will happily make literally hundreds of operations per second. There can be little doubt that such players will object strongly to the idea of having a transaction fee to pay for each operation, even at a modest rate of 1%. However, there is no obvious reason why, when banks charge ordinary consumers large transaction fees every time they transfer money from one place to the other, banks themselves should be able to avoid paying anything at all.

The argument that an FTT of 1% might cripple the economy seems completely fallacious. If the operation is really worth doing, it will be still worth doing even if 1% of the transaction was paid to the government. More to the point, since everyone would have to pay the same fee, the system would allow for true competition within the financial markets. Furthermore, there have been numerous cases of transaction taxes for particular situations in the past that have clearly not resulted in disaster. One obvious example is the 0.5% Stamp Duty on purchases of shares, introduced in the UK in 1986 and has clearly not prevented the development of the financial services industry in that country.

In the rest of this paper, we will discuss some of the advantages and disadvantages of this radical change to the way government spending is financed. First, we will look at the basic question of how such a Flat Rate FTT might be implemented. Then we will examine some of the advantages of such a scheme.

Implementing a Flat Rate FTT

Until relatively recently, a Flat Rate FTT would have been technically very difficult to implement, but with the introduction of electronic banking the percentage of economic transactions that can be directly monitored through the banking system has become increasingly high. Importantly, imposing a levy on each transaction would be extremely simple to implement -far simpler than the vast majority of taxation methods that are normally used.

With the simplest implementation, the tax raised within a particular country would go directly to the government of that country. In the case of a transaction involving the transfer from one country to another, a simple solution would be for each of the countries involved to receive half the amount raised. Thus, with a 1% FTT, the source country would receive 0.5% and the receiving country's government would receive the other 0.5%. However, as can be seen from Table 1, the concentration of financial activity in three major players (the US, the UK and Germany) means that these countries would benefit much more from such an arrangement, and that could clearly be considered unfair. A similar situation exists in the case of Belgium, where the ratio between financial transactions and tax revenues is also very high (around 2400:1). Various possibilities can be considered, such as diverting a substantial proportion of the excess revenue from these sorts of financial transaction into an international fund. But it is also possible that some of these distortions would diminish as a result of the reduction in excessive trading that would probably follow the introduction of an FTT. Nevertheless, it can be seen that in most countries, the level of FTT required to completely replace all the existing sources of tax revenue is always well below 1%.

Another important question would concern the situation where not all countries have implemented the Flat Rate FTT. It has been calculated that roughly 97% of all financial transactions occur within states that are part of the G20 group. As a consequence, if the G20 nations were all to implement the scheme, the percentage of financial transactions that would escape the tax would already be low. However, it is clearly important to discourage countries outside the G20 nations from gaining a competitive advantage by not implementing the scheme. This might be achieved by imposing a higher FTT rate (for example 2%) for all transactions towards a country that was not involved in the scheme. Obviously, the precise value of this charge could be fixed such that individuals would not be tempted to make such transactions.

One area of the economy that would clearly be difficult to integrate into the system would be those transactions involving cash, because it is obviously difficult if not impossible to keep track of transactions that do not pass via an electronic payment mechanism. However, given the relatively low transaction value being proposed (1%), it is likely that the vast majority of users will naturally prefer to use electronic means rather than cash for reasons of security. Even today, it is often possible to obtain lower prices by paying cash rather than using a credit card. And yet this does not prevent people from preferring to use electronic payment. Carrying large amounts of cash around is clearly very risky, and this is even more obviously a problem with larger sums.

Nevertheless, it will clearly be important to encourage more people to opt for electronic payment rather than cash, and new methods including top--up cash cards and mobile phones are coming on stream that are likely to make the use of cash less and less common in the next few years. One additional mechanism that could potentially be used to discourage the use of cash could be to impose an additional surcharge for withdrawing cash from a cash dispenser. For example, suppose that the charge for withdrawing cash was 2% instead of the 1% charged for making an electronic transaction. This would no doubt substantially reduce the attractiveness of using cash for payments.

Advantages of a Flat Rate FTT.

In this section I will consider some of the key arguments for preferring a Flat Rate FTT mechanism over conventional taxation methods.

A Flat--Rate FTT is fair.

For many people, the most important characteristic of any tax system is that it has to be fair. Imposing a 1% tax on all financial transactions, irrespective of who is performing the transaction, is by definition fair in that it would affect everyone in exactly the same way, irrespective of who they are, where they live and what their income is. Compare this with the current system in which the average man in the street will typically have to pay VAT at around 20% on everything that they purchase whereas traders in the financial industry can freely buy and sell currencies, bonds, derivatives and so forth at essentially no cost whatsoever. In many places, the tax burden for the least well off in society can be even higher. In Brazil for example, the government has imposed a tax on locally produced goods such as sugar and coffee that can be 40--50%. Surely, on the grounds of simple natural justice, such a system is not defensible. The natural instincts of any right--minded person would surely favour a taxation system where particular groups are not given favourable treatment.

A Flat--Rate FTT is cheap to implement

As already mentioned, with the advent of electronic banking, the imposition of a flat rate FTT would be remarkably easy and also very cheap to implement. In the end, it only requires a small modification to the software used by the banks and clearing systems to handle the transactions. Furthermore, it is far easier to check the operation of a system because much of the necessary monitoring system is already in place. For example, the Bank for International Settlements already has a detailed record of the vast majority of transactions that are currently being made. The difference with more conventional taxation methods could not be more obvious. For example, conventional income tax is particularly onerous to implement and it has been calculated that 3--4% of all the revenue raised by income tax is wasted in collecting it. And where there is deliberate tax evasion, the costs rise to 7% or more [START_REF] Cintra | Bank transactions: pathway to the single tax ideal. A modern tax technology; the Brazilian experience with a bank transactions tax[END_REF]. This is clearly money that is just being wasted in the current system, money that would be used far more efficiently under the proposed mechanism.

A Flat--Rate FTT would be virtually impossible to avoid

With conventional taxes based on income tax, VAT declarations and so on, a great deal of effort and investment is spent on trying to minimise taxation. Indeed, there is an entire industry built around advising clients about the best way to avoid paying tax. In the case of an FTT based system, this sort of tax avoidance would essentially disappear because there would be no practical way of avoiding the taxes. Furthermore, the effort that would need to be invested to avoid paying 1% on a transaction would rarely be worthwhile.

Removing conventional taxes would make tax--havens largely irrelevant

Replacing conventional taxes on company profits would make the existence of tax-havens irrelevant. Since companies would no longer need to pay tax on their profits, there would be little point in transferring funds to off--shore tax havens. Money is only of any use when it is used to purchase goods and services or to make investments. Having money in off--shore accounts would therefore be of little use and would probably become irrelevant.

A Flat--Rate FTT would provide a level playing field

Competition between companies would operate with a truly level playing field. In the current situation multinational corporations have an unfair advantage over locally based companies because they are able to use devious accounting procedures to avoid paying taxes involving complex investment schemes in which profits are circulated from one location to another in order to reduce the amount of tax paid. Such methods are clearly not an option for companies that are based in just one country. As a consequence one of the very positive spin--off effects of switching from a profits based taxation system to one that only depended on the level of financial transactions is that it would greatly reduce the huge disparities between different actors in the economy.

A Flat--Rate FTT taxes those actors in the economy who can pay

Above all, it seems clear that a flat--rate FTT at 1% would target those actors in the economy that are using money in direct proportion to their ability to pay. In the present system, invented at a time when a transaction tax was impossible to implement, the tax revenues typically depend mainly on people (and companies) filling in declarations of revenue, or on simple sales taxes. This results in a system in which the consumer has to shoulder a completely unreasonable percentage of the total taxation revenue, whereas the multinationals and the financial markets are left untouched. The astonishing numbers that are generated by just using a flat rate FTT of 1% demonstrate just how unfair and outdated the current system is.

Other advantages related to the switch from conventional taxes

The abolition of taxes on profits would be a major incentive to the economy. The current tax system actively discourages companies from making large profits since large profits are invariably followed by large tax bills (unless, of course, the company is able to take advantage of the numerous loop--holes that allow them to avoid paying the taxes). In contrast, with an FTT based tax system essentially all the profits that the company makes can be used to improve salaries, make investments and pay dividends to shareholders. This would surely provide a very strong boost to the economy by directly linking pay levels to the company's success. Indeed, for this reason, it is conceivable that even a single country acting independently to replace profit--based taxation with a transaction tax could benefit because of the added incentive for industry to move production to that country.

Increased incentives to short production supply chains

Value added taxes of the type used within the European Union are not only complex to implement -they also have additional disadvantages compared with a simple FTT based mechanism. When the production of a particular commodity involves a large number of different stages, VAT--based mechanisms mean that in the end the total amount of tax recovered does not change, irrespective of the number of production stages because at each stage, the producer can recover tax paid at earlier stage. The consumer will pay the basic rate of VAT, irrespective of the number of steps involved. In contrast, under the FTT based scheme, the 1% transaction fee will need to be paid at each step in the sequence, every time money is paid from one person to another. For foods that have a VAT rating of (say) 5%, the total amount of tax would only be more for an FTT based system if there were more that roughly 5 steps in the sequence. However, for many other goods, the effective VAT rate is often 20% or more. This means that the cost of the goods would often be lower using an FTT based system.

But there is another positive feature of the system. Imagine the effect for goods that are produced locally with very short supply chains. For example, consider a farmer who grows his own crops, grinds the wheat to produce his own flour, bakes his own bread and transports the goods to a local market using his own transportation. In that case, only the final purchase of the bread at the market would be subject to tax with the result that the effective tax rate would drop to just 1%. This sort of price advantage for locally produced goods would greatly reduce the tendency of supermarkets to supply goods that are flown in from the other side of the world (with all the ecological consequences involved) simply because the current VAT based taxation system fails to penalise long supply chains.

Increased incentives for local exchanges

A related positive spin--off of using an FTT based approach comes from the fact that one area of the economy that would not be subject to such taxes would be local exchange systems (L.E.T.S. Local Exchange Trading System). These are locally initiated, democratically organised, not--for--profit community enterprises which provides a community information service and records transactions of members exchanging goods and services by using the currency of locally created LETS Credits. While some might claim that such systems would gain a competitive advantage relative to more conventional money--based systems, the abolition of excessive VAT rates and their replacement by a low 1% transaction tax would mean that the advantage would in any case be very slight. But, in any case, it could easily be argued that such systems have a number of highly desirable features including the increase in local collaboration between neighbours, which is politically very positive.

Perspectives

We have seen that, given the incredibly high levels of financial transactions within the world economy, even a modest financial transaction tax (between 0.1% and 1%) would be sufficient to completely eliminate the need for the conventional tax systems that concentrate on taxing income, profits and sales. Nevertheless, it is not because one could in principle eliminate all existing taxes that one should. For example, there are numerous taxes that have other functions beyond that of simply raising revenue for governments. For example, high taxes on tobacco and alcohol can easily be justified on health grounds, and likewise taxing petroleum products can also be useful for ecological arguments. Nevertheless, the vast majority of taxes are typically seen as a necessary evil and few people would oppose their abolition.

One of the critical factors that determine whether a level of taxation is deemed acceptable is the level of taxation. When up to 50% of income is taken in taxation, many people find this excessive, even (and perhaps particularly) when the person in question is a high earner. This is no doubt one of the reasons why right--wing conservative parties can easily convince voters that taxation is a bad thing. However, if we lived in a world where there was a flat rate 1% fee on all transactions, would it still be possible to argue that this is excessive? I believe that few people would have any objection to such a modest level of taxation, especially when they know that that money will be used for financing areas that are chosen by the government that they have voted for.

If we take a country like France, the data from table 1 imply that a 1% FTT would generate at least 4 times as much tax revenue as is currently achieved. This is a colossal amount of additional income, and it could be used to do things that currently seem totally inconceivable. For example, within a short time France would be able to repay the national debt and thus avoid paying the crippling interest charges that are currently eating up an increasingly large proportion of the nation's resources. But the government could also use these resources to pay decent levels of pensions to all their citizens, as well as providing improved levels of health care and education.

Obviously, one potential criticism is that since the FTT mechanism means that the bulk of the income would go to the developed G20 nations that account for much of the transactions in the economy. However, there would be no reason why a substantial proportion of the revenues could not be used for third world development and solving global problems like the development of renewable energy sources that are important for climate control. It seems likely that many people in rich countries would be happy to see a substantial proportion of the revenues diverted to such highly deserving projects. Of course, whether or not a particular country will make such contributions will depend directly on who has been elected to the government in that country.

In this respect, it is interesting to note although the proposition of replacing the existing tax system with a single flat rate FTT is a radical reform, it is not obvious whether the mechanism should be described as either left wing or right wing. Obviously, the idea of abolishing all income tax will only affect those already paying income tax. However, the removal of VAT would mean an immediate increase in the buying power of even the poorest members of society. At the other end, the abolition of taxes on company profits will presumably appeal to every pro--business lobby and defender of free enterprise. So, who could possibly object to the proposal? For the vast majority of people, the effects will be clearly very positive. For anyone being paid a salary and using their income to pay for buying somewhere to live, food and clothes and leisure activities, the cost of the scheme will be just 2% of their income: 1% that would be deducted when their pay arrives on their bank account, and 1% again when they use that money to buy things or to move it to a savings scheme. This would be an immense improvement over the current situation where they may be paying 25% of the income to the government in the form of income tax, and paying 20% again when they buy things. There are of course a small number of people who would clearly lose out. They are the people who are currently buying and selling stocks, shares, and currency very regularly, and in the case of banks the traders who are using computer technology to buy and sell hundreds of times per second. They are the people who are being paid "obscene" bonuses for siphoning money out of the system.

Would the world be a worse place if this sort of frenetic gambling were reduced? Looking at the numbers generated by the Bank for International Settlements, it seems clear that although a substantial proportion of global financial trading involves this sort of speculative gambling, there is nevertheless a very large amount of trading that corresponds to the real economy and which involves trading of real products and services. This real economy would certainly survive even if the superfluous and risky speculative trading were to disappear.

It could be argued that in a world where the only transactions that take place are those that have some real utility, the economy would be much more closely matched to the real requirements of humanity.

How can we achieve this change?

It is clear that there is currently considerable opposition to the idea of a FTT from the banking industry, for obvious reasons. They will clearly have little reason to want to support a change to the tax system that would reduce their profitability. However, if the proposal goes beyond merely adding an extra tax to the already bewildering array of taxation mechanisms, to a radical reform in which the entire system changed, it is less clear that the opposition would be maintained. But even if there was resistance from within the financial and banking industries, the fact is that for the vast majority of the voting public the benefits would be enormous and direct. At a time when many people are facing redundancy and cuts in their pensions together with drastic cut backs in public services, a system that would allow up to $100 trillion to be poured into government finances would probably be very popular. Currently, voters have not been offered the option, but it seems likely that the first political parties to include such radical tax reform in their policies would obtain massive support. Governments voted in with a very strong mandate to introduce such a scheme would be able to implement it even in the face of resistance from the financial sector.

In conclusion, I would call on all political parties, be they on the left or right wing of the political spectrum to seriously consider this proposal, that I believe could provide a simple and fair solution to many of the worlds problems.

Table1: Financial transactions for 13 selected countries (billions of USD) in 2008 (source http://www.bis.org "Statistics on payment and settlement systems in selected countries", published December 2009). The table also provides the average tax revenues for each country (source http://www.wolframalpha.com/input/?i=Total+Tax+Receipts ), together with the ratio between transactions and tax revenue.