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Ah, the siren song of easy money—that is what the idea of a financial transaction tax (FTT) conjures
up for legislators. After all, the reasoning goes, a small charge added to every securities transaction
cannot possibly cause any harm and can only do good. Yes, it is indeed an alluring dream.

Fuzzy Math

Unfortunately, as we have previously written, the stark reality is much different. Those small
charges add up to a tremendous amount of real-world dollars, impacting long-term investors, retail
traders, as well as the security professionals that provide liquidity to the markets.

In the steps of the FTT tango, individual states are putting their names on the dance card. Back in
July, a bill was introduced into the New Jersey Assembly looking to impose a quarter of a cent per
transaction[1] on firms that process 10,000 or more financial transactions per year through
infrastructure in N.J.

Center of Gravity

Today, much of the U.S. equity market is processed in datacenters located in NJ.

However, the exchanges, the brokers, and the associations that represent them were quick to point
out several factors.

First, the mechanics of the markets are far more portable today than at any time in the past. Partly
due to the requirement that they have redundancy (with geographic distance), exchanges and other
significant market participants have devoted substantial resources towards having the ability to run
in disaster recovery centers. Thus, if N.J. were to impose such an FTT, it is highly likely that the
industry could move their operations elsewhere.[2]

Although a move would not necessarily be overnight for the industry, other states are likely to
actively seek the business that would be driven out by a state-level FTT. Moreover, any imposition of
an FTT is likely to accelerate a trend toward moving matching engines to the cloud. When
transactions are consummated in the cloud, trying to assign a state-level FTT to individual
transactions will become even more of an exercise in futility.

Second, that these taxes do not raise nearly the amount envisioned (because they cause volumes to
drop, as well as often causing volatility and costs to increase). As such, it is nearly impossible to
plan for the use of proceeds from these taxes because they do not meet the forecasts.
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Third, the legality of a state imposing a tax on all security transactions that are processed within
their borders would be challenged. For example, if traders in South Dakota and in South Carolina
have their trades matched and processed in N.J. and then have a N.]. tax assessed and apportioned
completely to N.J., that tax could run afoul of the Commerce Clause and Due Process Clauses. For
N.J, in particular, this was sufficient to cause them to drop the FTT from their 2021 budget.[3]

Haven’'t We Been Here Before?

Of course, in particular in this election year, the other possibility for an FTT would be imposition at
the federal level. The question remains—who pays for such a tax?
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As you can see, when the music stops, and the party is over, the investing public is the one left
bearing the brunt of the FTT. So, while states may be thinking about giving the FTT tango a whirl,
the data shows that in practice it really has two left feet.

[1] Or possibly per share, depending on how the math gets calculated.

[2] NYSE and Nasdaq have both indicated they would run one of their exchanges from backup
datacenters in Illinois. Of course, Illinois has also flirted with the idea of its own FTT.

[3] Although the FTT may be revisited as part of a supplemental revenue proposal.
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Disclaimer and Copyright

This Document is prepared by Crisil Coalition Greenwich, which is a part of Crisil Ltd, a company of
S&P Global. All rights reserved. This Document may contain analysis of commercial data relating to
revenues, productivity and headcount of financial services organisations (together with any other
commercial information set out in the Document). The Document may also include statements,
estimates and projections with respect to the anticipated future performance of certain companies
and as to the market for those companies’ products and services.

The Document does not constitute (or purport to constitute) an accurate or complete representation
of past or future activities of the businesses or companies considered in it but rather is designed to
only highlight the trends. This Document is not (and does not purport to be) a comprehensive
Document on the financial state of any business or company. The Document represents the views of
Crisil Coalition Greenwich as on the date of the Document and Crisil Coalition Greenwich has no
obligation to update or change it in the light of new or additional information or changed
circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and
should not form basis of any lending, investment or credit decision. This Document does not
constitute nor form part of an offer or invitation to subscribe for, underwrite or purchase securities
in any company. Nor should this Document, or any part of it, form the basis to be relied upon in any
way in connection with any contract relating to any securities. The Document is not an investment
analysis or research and is not subject to regulatory or legal obligations on the production of, or
content of, investment analysis or research.

The data contained in the Document is based upon a particular bank’s scope, which reflects a bank’s
data submission, business structure, and sales revenue Reporting methodology. As a result, any data
contained in the Document may not be directly comparable to data presented to another bank. For
franchise benchmarking, Crisil Coalition Greenwich has implemented equal ranking logic on
aggregate results i.e., when sales revenues are within 5% of at least one competitor ahead, a tie is
shown and designated by = (where actual ranks are shown). Entity level data has no equal ranking
logic implemented and therefore, on occasion, the differences between rank bands can be very close
mathematically.

The data in this Document may reflect the views reported to Crisil Coalition Greenwich by the
research participants. Interviewees may be asked about their use of and demand for financial
products and services and about investment practices in relevant financial markets. Crisil Coalition
Greenwich compiles the data received, conducts statistical analysis and reviews for presentation
purposes to produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES CRISIL COALITION GREENWICH BELIEVES TO
BE RELIABLE. CRISIL COALITION GREENWICH DISCLAIMS ALL REPRESENTATIONS OR
WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO THIS DOCUMENT, INCLUDING AS
TO THE VALIDITY, ACCURACY, REASONABLENESS OR COMPLETENESS OF THE INFORMATION,
STATEMENTS, ASSESSMENTS, ESTIMATES AND PROJECTIONS, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF
ALL OR ANY OF THIS DOCUMENT. CRISIL COALITION GREENWICH ACCEPTS NO LIABILITY
WHATSOEVER FOR ANY DIRECT, INDIRECT OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY
KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS DOCUMENT.
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