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Introduction
Since the Cold War era, the notion of a ‘New World Order’ has been driven by optimistic ideals of
peace and good governance, typically associated with democracy. These ideals run alongside other
aspirations as identified by the United Nations (UN) Millennium Development Goals (MDGs) and
ensuing Sustainable Development Goals (SDGs) that seek to eradicate poverty worldwide and
mitigate climate change (among various other ambitious goals and targets). The rise of globalization
and modernization has brought with it opportunities for greater global integration, such as in the
economic and civil society sectors. However, globalization has also created global imbalances and
negative consequences that disproportionately impact the developing world. In response to the
global and asymmetric problems that have arisen from globalization, the UN has responded with
providing welfare solutions, humanitarian aid, and sustainable development strategies. Not only
limited by the lack of enforcement ability, or “teeth,” the UN is also incapacitated by lack of
sufficient funding to address these challenges, particularly in parts of the world unable to financially
support themselves – both predicaments a result of the entrenched premise of state sovereignty.
Since the UN is not an independent governing body, the organization requires the agreement and
willpower of individual states, especially the powerful permanent members on the Security Council,
in order to resolve global issues.
Although pure altruism is not absent from the willingness of UN member states to take action in
some circumstances, whether towards voluntary financial aid or contributing troops to peacekeeping
efforts, altruism should not be relied upon nor is it the prevailing reason why states take action in
the first place. If an effective international scheme is to be adopted that can empower the UN to
tackle global issues, such as the aforementioned ones, then the collection of funds and financial
tools used must appeal to the self-interest of member states more so than altruism. A Currency
Transaction Tax (CTT), or Tobin Tax, named after Nobel Prize laureate economist James Tobin,
would provide the UN the ability to generate an independent revenue towards fulfilling its various
agendas and functions, including those of UN agencies and departments, without merely depending
on member states’ assessed and voluntary contributions. Therefore, a Tobin Tax would offer greater
global solidarity starting with financial stabilization in the foreign exchange market, which could then
spill over into fostering stronger democratic practices and shift the exercise of power from the state
to the international level without the state losing autonomy.
This essay begins with a discussion of the Tobin Tax as it was initially envisioned by James Tobin in
his 1972 lecture at Princeton University (later published in 1974) and reiterated for the Eastern
Economic Journal in 1978 titled, “A Proposal for International Monetary Reform.” In what follows,
there will be a brief discussion of the differences between the original Tobin Tax and its evolution
into current proposals of a CTT within the larger realm of financial transaction taxes (FTT) as
differentiated by Matheson (2011) in an International Monetary Fund (IMF) Working Paper.
The next sections explain some of the primary arguments for and against a Tobin Tax/CTT with
proponents arguing that such a tax will bring stability to the foreign exchange market and raise much
needed revenues for international organizations, while opponents claim that such taxes are not
feasible due to political, technical, administrative, and enforcement problems as well as economic
uncertainties. Both arguments for and against the Tobin Tax have been increasingly debated since
the 1970s, influenced by the abandonment of the Bretton Woods system and the continued
economic crises in subsequent years described in numerous scholarly papers, academic studies, and
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collections, such as the seminal collection of papers edited by Haq et al. in 1996, The Tobin Tax:
Coping with Financial Volatility. Among arguments made between proponents and opponents, many
arguments fall under the grey area that generally agree with the need for a Tobin Tax, but express
different opinions concerning specific characteristics of the tax, including: (a) the percentage of
taxation, where most academics argue for a tax lower than Tobin’s initial idea of 1%;1 (b) the scope
of taxation to include derivatives;2 (c) and the implementation and collection of the tax using
preexisting settlement infrastructure.3
The last portion of this paper is concerned with the UN’s need for a Tobin Tax/CTT in light of
waning financial resources and budgetary constraints due to the failure of member states to meet
official development assistance (ODA) targets and annual payment deadlines as expressed by Bosco
(2019) and by Mendez (1995). This section also covers some of the other alternatives to the Tobin
Tax, such as those put forward by Mavrotas (2005) for an International Finance Facility and by Paul
and Wahlberg (2002) for environmental (carbon) taxes. Whether a Tobin Tax, CTT, or a tax on
airline travel, a global taxation scheme continues to be internationally debated and recommended for
use by the UN to achieve future endeavors and to cope with persistent global problems.

The Tobin Tax as Argued by James Tobin
From his initial lecture at Princeton University in 1972, calling for “sand in the wheels of
speculation,” to his reiteration of this idea in “A Proposal for International Monetary Reform,”
James Tobin (1978) found that his proposal “fell like a stone in a deep well” (p. 155). Recent
financial crises during the 1990s at the national, regional, and international levels in Latin America
and Asia, as well as the more recent 2008 recession, have sparked renewed debate over the need for
a Tobin Tax. Tobin’s original proposal for a global financial transaction tax was a result of the close
of the Bretton Woods era typified by a strong United States (US) dominance of the post-World War
II financial system, pegged currencies to gold and the US dollar, dollarization, and the rise of the
IMF and open markets. The close of this era was met with a shift to floating exchange rate regimes
and excessive inter-currency and capital mobility susceptible to international volatility and shocks
(Tobin, 1978). Although Tobin did not disagree with floating regimes, he did stress the need to
resolve some of the negative consequences of global economic integration that central banks and
governments could not resolve alone.
Given the unlikelihood of the adoption of a universal currency and economic policy in favor of
further integration, Tobin (1978) favored more financial segmentation and national autonomy
through:
an international uniform tax on all spot conversions of one currency into another, proportional to
the size of the transaction. The tax would primarily deter short-term financial round-trip excursions
into another currency…The impact of the tax would be less for permanent currency shifts, or for

Several of the authors in M. U. Haq et al. Kaul, I., & Grunberg, I. (Eds.). (1996). The Tobin Tax: Coping with financial
volatility. New York: Oxford University Press, expressed this opinion, such as Felix and Sau (1996). Nissanke (2004) also
put forward this idea.
2 For example, Grahl and Lysandrou (2003) and Kenen (1996) explored this topic.
3 See Schmidt (2008) as well as Schmidt and Bhushan (2011). Although discussed later in this paper, Mendez (1995)
argued that a taxation system should be established under the UN organization, while Spahn (1996) promoted a different
plan of attack using a two-tier taxation system.
1
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longer maturities. Because of exchange risks, capital value risks, and market imperfections, interest
arbitrage and exchange speculation are less troublesome in long maturities. (p. 155)

The premise of Tobin’s proposal is to avoid market volatility and shocks resultant from short-term
speculation in favor of more efficient and less risky long-term investment and trade without
governments having to forego floating regimes in favor of protectionism and capital controls.
Moreover, he offered the example of a 1% tax on all currency transactions and equity securities to
be uniformly adopted (with exemptions for common currency areas and least developed countries
upon IMF approval) and initiated by national governments whereby tax revenues could then be paid
to the World Bank (Tobin, 1978, pp. 155-159). At the time of his initial publications and lectures,
Tobin did not place much emphasis on the revenue-generating feature of the tax, but only
mentioned its potential in passing, nor did he explicitly say that the revenue would be used to fund
UN initiatives.
In the conclusion of his 1978 publication, Tobin admitted that there would be numerous obstacles
in administration and enforcement of the tax, including ingenious ways of evasion. Providing the
“Prologue” in Haq et al., Tobin (1996) revisited his original idea for a universal tax on currency
exchange in response to the other authored chapters in the book. First, Tobin (1996) expressed his
gratefulness for the other authors’ understanding in Haq et al. that the tax would penalize short-term
round trips and only negligibly affect trade and long-term investments, as exemplified using a 0.2%
tax, which would cost 48% a year if transacted daily, 10% every week, and 2.4% every month (p. xi).
Second, given that 80% of round trip foreign exchange transactions occur within a week, he agreed
with the thoughts of Eichengreen and Wyplosz (1996), as well as Frankel (1996), in their chapters in
Haq et al. concerning the tax’s ability to disrupt short-term speculation caused by ‘noise traders’, that
in turn, impede the more rational choices of traditional fundamentalists (Tobin, 1996, p. xii). Besides
providing global financial stability, another use of the tax was to increase policy autonomy of
individual states (Tobin, 1978; 1996). To this end, Tobin (1996) found that the authors in Haq et al.,
among many others, do not agree with the autonomy objective. This disagreement is rooted in the
growing acknowledgment that, in order for a Tobin Tax to be feasible, it must be lower (arguably,
significantly lower) than Tobin’s initial 1%.
Next, Tobin (1996) addressed the issue of evasion in two ways: using tax-free jurisdictions and
substitution. Reassured by the authors in Haq et al., he agreed with the idea of penalty rates for
transactions made via tax-free jurisdictions and taxing at the dealing site. Despite Garber’s (1996)
warning in his chapter that expanding the tax base could be a never-ending process, Tobin also
agreed with Kenen’s (1996) advice to expand the scope of the tax from only spot transactions to
include derivatives, such as swaps, options, and forwards (also advocated by other scholars)(Tobin,
1996, p. xv). Yet, Tobin (1996) disagreed with some of the fears of the authors that a non-universal
tax will result in a significant shift of transactions to tax-free jurisdictions, such as the infamous
Cayman Islands.
Furthermore, Tobin (1996) agreed with the need to reduce the percentage of the tax from 1% to
between 0.1%-0.25% instead. In this regard, he explained that even a tax as low as 0.1% could reap
significant revenues. If, for example, there were $312 trillion in foreign exchange transactions in a
year as reached in 1995, then a 0.1% tax could earn about $312 billion in revenue (Tobin, 1996, pp.
xvi-xvii). Finally, Tobin (1996) closed the prologue by stating that, while the IMF could administer
the tax as a condition for membership, the actual collection of the tax would be the responsibility of
member states of which they could also retain a portion of the revenues.
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Overall, as exemplified by Tobin’s “Prologue”, the authors in Haq et al. (1996) believed that a Tobin
Tax is necessary, or at least useful in relation to alternatives, such as the carbon tax, and provided
reassurance that his proposal was being taken seriously. Now years after Tobin’s original work and
the collection of papers provided in Haq et al. (1996), the concept of global taxation to garner funds
for international endeavors through intergovernmental organizations (namely, the UN) has steadily
become an increasingly debated topic.

A Point of Clarification
Tobin was not the first economist to propose such an idea for a tax that would promote stability in
economic markets by reducing the incentives for trading in short-term time horizons. Rather, as
Raffer (1998) pointed out, Tobin adopted this idea from John Maynard Keynes, who argued that
increased costs and risks upon enacting a transaction tax would decrease short-term transactions
thus decreasing speculation caused by excessive trading motivated by profit (p. 530). Tobin then
updated Keynes’ idea by suggesting that a tax should be levied only on spot transactions involved in
currency exchange. However, as described in the previous section and specified by Kenen’s (1996)
chapter, persuaded by the opinions of the contributing authors in Haq et al., Tobin (1996) revised
his original proposal to include other derivatives: swaps, options, forwards, and futures.4
The evolution of the comprehensiveness of the Tobin Tax has made it imperative to understand the
differences in the categorization of such a tax in the realm of other tools. As Matheson (2011)
explained, the Tobin Tax is a specific form of tax within the realm of FTTs. Since the broadening of
Tobin’s original vision for the tax to include derivatives and a lower taxation rate, the current
terminology of the Tobin Tax has evolved to it being called a CTT. Matheson (2011) highlighted
that a CTT is a specific form of a securities transaction tax (STT) rather than an FTT (which also
expands to long-term transactions), but nonetheless, within the same larger picture. Other FTTs he
included were registration taxes, bank transaction taxes (BTT), insurance premium taxes, and real
estate transaction taxes. Through analyzing the use of FTTs by individual countries, Matheson
found that most use some type of FTT already (as of 2011).
Many G20 countries impose a STT on secondary trading of company shares, but so do other major
financial centers that are not G20 members. Hong Kong, Switzerland, Singapore, and Taiwan still
impose a stock transaction tax; India and the United Kingdom (UK) operate STTs and stamp duties
on equity derivatives; Greece, Spain, Cyprus, Austria, Poland, and Portugal impose capital levies; and
even the US Securities and Exchange Commission issues non-tax charges on listed shares
(Matheson, 2011, pp. 7-9). Of the G20 countries, Brazil is the only one that has imposed a CTT on
foreign exchange transactions at an average rate of 0.38% and 2% tax on foreign purchases of stocks
and bonds (Matheson, 2011, p. 9-10). Nevertheless, a true CTT has yet to be broadly implemented,
which has made real-world analysis difficult to come by and left for academics to study in theoretical
and experimental evaluations.
These other derivatives are mostly variations of spot transactions: while “spots” occur immediately with the exchange
of one currency for another, “forwards” are settled in the future using pre-agreed fixed amounts; “futures” are very
similar to forwards, but are more standardized; “options” operate in the same manner as forwards and futures, but the
buyer has the option to buy or sell a currency/security under no obligation to trade with the seller depending on the spot
price; and “swaps” combine a spot and forward using the same currency/security (Feenstra & Taylor, 2014, p. 353).
4
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The Tobin Tax Debate
This section of the paper analyzes the main arguments for and against the Tobin Tax, including
some of the specific characteristics, or grey areas, of the tax. As previously mentioned, there has
been no real attempt to impose a CTT internationally despite the need for some type of global
scheme to be put into action to combat the instability in the current economic system as a result of
repeated crises. In Haq et al., Agosin and Ffrench-Davis (1996), as well as Park (1996), analyzed the
response of various Latin American countries and South Korea, respectively, to economic crises and
the countries’ reaction to an increasingly liberalized and interdependent market.
In Latin America, Brazil, Chile, and Colombia have levied certain taxes other than the Tobin Tax
and pushed for policy requirements to curb unstable short-term investment without discouraging
stable long-term ones, such as foreign direct investment (FDI). For example, while Brazil imposed a
capital gains tax on domestic stocks in 1995 (as well as FTTs), Chile and Colombia implemented a
reserve requirement system in the 1990s (Agosin & Ffrench-Davis, 1996, p. 183). However, the
system used by Chile was more comprehensive, and thus not easily evaded compared to the one
instituted in Colombia. Unlike these countries, Mexico opted to forego most capital controls and
endorsed less restrictive policies, which eventually resulted in unemployment, exchange rate
fluctuation, and low economic growth (Agosin & Ffrench-Davis, 1996, p. 184). Likewise, South
Korea has steadily liberalized its financial institutions and loosened capital controls in order to join
the Organization for Economic Cooperation and Development (OECD), but has retained some
controls, such as prudential policies, limits on the ownership of firms’ capital by non-residents, and
reserve requirements (Park, 1996).
Both aforementioned authors came to the same conclusion that a levy on foreign exchange
transactions, or CTT, would be a better alternative to decrease volatility without undermining
market integration and liberalization because a CTT would be broader and not only target specific
capital inflows. Since 1995, when these studies were conducted, Brazil has instituted a CTT on
foreign exchange as noted by Matheson (2011). Besides that, there has yet to be any substantial
move for other countries to follow suit due to concerns over the feasibility of a CTT as argued by
opponents. Therefore, the arguments for and against a Tobin Tax need to be assessed.

Overview of the Proponents’ and Opponents’ Arguments
Although generally opposed to the Tobin Tax, Randall Dodd (2003) presented most of the key
points for and against the Tobin Tax and FTTs (with the list of opposing arguments being
substantially longer). On the one hand, some of the points he highlighted in favor of the Tobin Tax
were:5
1) Reduction in the volume and thus volatility of foreign exchange.
2) Reduction in speculation and speculative attacks on currency regimes due to reduction in
returns to short-term speculative behavior.
3) Reduction in the volume of speculative flows.
4) Reduction in the volatility of international capital flows, price volatility in foreign exchange
markets, and related financial instruments.
5) Encouraging long-term investment and transactions relative to short-term ones.
5

See Dodd (2003, p. 176).
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6) Raising large revenues for development, national, and global purposes.
On the other hand, Dodd (2003) provided many arguments against such a tax, including political,
administrative, enforcement, and policy outcome uncertainties:6
1) To avoid leakages and free-rider problems, the CTT needs worldwide acceptance and
cooperation.
2) There is lack of willpower to implement a CTT, such as by the US.
3) There will be a disproportionate collection of revenue by wealthy countries.
4) Enforcing the tax across borders.
5) Enforcing the tax across markets, such as derivatives, to avoid substitution.
6) Maintaining consistent records.
7) The likelihood of a reduction in liquidity, which would then cause an increase in volatility.
8) The inability to avoid speculation and speculative attacks, as well as interest rate arbitrage.
The following subsections will cover some of the main viewpoints on each side of the debate in
relation to the aforementioned arguments and claims.

Market Liquidity, Volatility, and Speculation
The overarching debate concerning the Tobin Tax/CTT encompasses uncertainties about the
relationship between liquidity and volatility, and speculation as both a cause and consequence of
liquidity and volatility problems. For example, Hinman (2003) summarized that the aim of
proponents of the Tobin Tax is to reduce short-term foreign currency flows, thereby reducing trade
volume to remove access liquidity needed for speculators to act, which would then reduce price
volatility. The opponents argued the opposite by claiming that, “price volatility creates trading
volume as traders react to new information and changes in prices. Speculators are seen as enhancing
the market by providing short-term liquidity, which may contribute to greater volatility” (Hinman,
2003, p. 162). Thus, the decrease in volume of trade and liquidity will cause greater volatility.
Frankel’s (1996) chapter in Haq et al. explained the significance of different types of traders in the
market: fundamentalists and noise traders.7 In the absence of noise traders, fundamentalists would
be able to make rational choices that would avoid speculation. However, noise traders influence the
decisions of fundamentalists due to their tendency to follow misinformation, fads, and the herd.
With that said, opponents believe that this relationship between fundamentalists and noise traders
concerning speculation is necessary for market efficiency. In this view, although speculators (mainly,
noise traders) act rashly on new information that can cause price overshooting from the equilibrium,
as more market information is revealed, overshooting is expected to be corrected in the long-run
(Hinman, 2003). Therefore, a Tobin Tax would be more likely to impede market efficiency by
interfering with the balancing activities of different types of traders and their speculative behavior.
See Dodd (2003, pp. 176-178).
Fundamentalists are guided by macroeconomic fundamentals, such as the equilibrium exchange rate, and tend to favor
trading in the long-term. Hinman (2003) defines ‘fundamental trading’ as the, “buying and selling of financial assets
based on the underlying determinants of the value of the asset” (p. 170). Noise trading involves trading based on
speculation, which often leads to market volatility, and typically act in the short-term. Noise traders buy and sell
“financial assets based on price dynamics, using technical analysis or private information” (Hinman, 2003, p. 170). See
also Nissanke (2004) and Damette and Goutte (2015).
6
7

10

Taking this viewpoint into account within their study of swaps in money market transactions, Grahl
and Lysandrou (2003) argued that a CTT “would be less like sand in the wheels than a spanner in
the works” (p. 599). Grahl and Lysandrou (2003) differentiated swaps from other derivatives
because, rather than being similar to foreign exchange instruments, swaps are more similar to money
market instruments – necessary for daily operations in the global financial system. Swaps, in their
view, function as an instrument for both hedging and speculation in the foreign exchange market, as
well as to manage liquidity and interest rate risk in the money market. Then, if a CTT were to
encompass swaps, it could negatively impact liquidity and volatility, especially given that the usage of
swaps has drastically increased compared to spots of which have decreased as found for 2001 (Grahl
& Lysandrou, 2003). Furthermore, Kenen (1996) made the point that swaps, as a derivative
combining two other transactions, should only be taxed once due to their sensitivity to price
changes. Nonetheless, they should be taxed along with other derivatives to avoid substitution.
Regarding the opposing belief that markets are naturally efficient (compared to inefficient as
proponents of the Tobin Tax believe), speculation, arbitrage, and hedging are necessary functions of
the market in relation to the liquidity noise traders provide when engaging in these activities
(Matheson, 2011). In this sense, a CTT that would drive noise traders out would result in volatility.
However, a double standard arises on the proponents’ side of the argument. By reducing volume
and volatility (Raffer, 1998), a CTT would then reduce settlement risk and the need for hedging
(Felix & Sau, 1996). Additionally, Erturk (2006) also made this conclusion:
If traders on average think that the Tobin Tax will diminish the unpredictability of trader sentiment
in currency markets, it will also have a stabilizing effect by reducing the time horizon at which the
elasticity of expectations…is reduced by price deviations. This means that market perceptions of
systemic risk…is reduced by the transaction tax itself, undercutting the intuition that reduced
trading volume and lower liquidity would increase market volatility. (p. 76)

Moreover, Frankel (1996) made the case that speculation is not necessarily destabilizing but can be
so in the short-run. Therefore, a Tobin Tax would contribute to stabilizing extrapolative
expectations for speculation in reference to transaction instruments and investments active in the
long-run.
Damette and Goutte (2015) similarly claimed that a Tobin Tax would mitigate the effects of
speculative trading and risk-sharing behaviors by noise traders and chartists,8 and thus reduce
turbulence and exchange rate volatility when examining the elasticity tied to low and high volatility
periods. Although a market driven by chartists may be more persistent than one dominated by
fundamentalists, chartists are more likely to be influenced by noise trading in the short-term.
Therefore, since fundamentalists are less reactive to transaction costs, they will be less impacted by a
Tobin Tax, and thus reduce market turbulence by dominating market activities over chartists
(Damette and Goutte, 2015, p. 3138). Similarly, in making the case for a seller-only Tobin Tax, Chen
(2016) found that the reduction in portfolio risk would cause the demand by both buyers and sellers
to increase because of increased elasticity, while demand by short sellers remains more static or
inelastic.9 In turn, a Tobin Tax would favor the trade of less risky assets compared to the high
risk/high reward trading style of short sellers.
Chartists, or technical analysts, favor predicting market and foreign exchange trends in the short-term using
extrapolation. This type of trader sets forecasts dependent upon “past behavior of the exchange rate” (Damette and
Goutte, 2015, p. 3137). For further information, see Frankel and Froot (1990).
9 Elasticity pertains to the sensitivity to the demand of goods relative to changes in other factors (most commonly price)
whereby “elastic” means the demand for goods changes with price, while “inelastic” means the demand does not change
8
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The next argument in the debate over the Tobin Tax pertains to the percentage or basis points of
taxation. The authors in Haq et al. (1996) theorized a tax between 0.05-0.25% or 5-25 basis points.
Felix and Sau (1996) studied the effect of rates at the lower bound of the spectrum with no “sand in
the gears” at 0.03-0.05% (p. 243), while Kaul and Langmore (1996), including Felix and Sau,
observed a ceiling of 0.25%. Meanwhile, Nissanke (2004), in Atkinson (2004), supported a tax
between 1-2 basis points (0.01-0.02%) that would still provide efficiency and feasibility. To this end,
there has been general agreement by scholars and economists that a Tobin Tax would have to be no
more than 0.1% to avoid liquidity loss, reductions in volume, and excessive transaction costs that
would trigger derivative and locational substitutions (Nissanke, 2004). In the same vein, a lower tax
of approximately 0.1% is more practical because the international community would be more likely
to agree to its implementation.
However, a dilemma arises regarding the capacity of a low CTT to curb speculative attacks and
bubbles, thus undermining the main intention of the tax – to bring stability and efficiency to this
market. The predicament is potentially remedied by Spahn’s two-tier Tobin Tax structure. Initially
proposed in his 1996 Finance and Development article, Spahn’s vision was for a compromise between
high and low tax rates which he separated into an “underlying transaction tax” and “exchange
surcharge” (p. 26). The former would be the regularly functioning tax base that would also be used
to raise revenue, while the latter would only be activated in times of exchange rate turbulence that
would tax negative externalities associated with speculative attacks when the currency trading price
moved outside a predetermined threshold associated with a crawling peg. Additionally, Spahn
specified that the underlying transaction tax could also be expanded to include derivatives but
should be taxed at half the normal base of the tax in order to avoid evasion.
Spahn (2002) specified his two-tier system further by calling it a “Tobin-cum-Circuit-Breaker Tax”
consisting of a politically feasible transaction tax and an exchange rate normalization duty (p. 15).
Although some economists and scholars agree with Spahn’s (1996, 2002) idea, such as Nissanke
(2004), others do not. For example, in a rebuttal to Spahn’s (1996) article, Stotsky (1996) questioned
the feasibility of a two-tier tax (beyond the scope of a regular Tobin Tax): (a) variable rate taxes
result in uncertainties over market prices; (b) variable rate taxes complicate burdens on taxpayers
and administrations; and (c) it would create confusion between monetary, fiscal, and tax policy.
Furthermore, although Damette and Park (2015), in their study of the Tobin Tax’s impact on
volatility in different regimes and quantiles, concluded that an adjustable tax could be more
beneficial, they disagreed with Spahn’s two-tier tax because “such a policy would be
counterproductive…the tax would have a positive effect on volatility in turbulent periods and a
negative effect in normal periods” (p. 1019). When comparing currency pairs of low and high
volatility regimes – euro/dollar and won/dollar, respectively – Damette and Park (2015) found that
a Tobin Tax would do better at coping with foreign exchange volatility in non-turbulent times
and/or in efficient markets.
Hanke et al. (2010) found that the levying of a Tobin Tax on all countries does not reduce volatility.
First, a unilateral tax on large markets decreases volatility, but when levied on small ones, increases
volatility due to a number of reasons, such as corruption and instability. Second, when considering
(if perfectly inelastic). In general, elasticity measures how proportionally a variable changes in response to another. There
are also different types of elasticity.
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two markets, a Tobin Tax on one market decreases volatility in the untaxed market due to a shift in
trading volume to the untaxed one. Third, a Tobin Tax will cause short-term speculation to shift to
tax havens.
Finally, in support of a Tobin Tax, Becchetti et al. (2014) made the case for the feasibility of a
French FTT upon France’s anticipated adoption (for 1 August 2012) of the FTT (on stocks) after
negotiations in the European Union (EU) in favor of phasing in an FTT. The French FTT’s three
distinct traits – exemptions for money makers, taxation only on end-of-day holdings, and
exemptions for capitalization stocks – make this FTT better tailored to mitigate negative influence
on liquidity and volatility as intended by such a tax (Becchetti et al., 2014). From Spahn’s (1996,
2002) two-tiered vision to Becchetti et al.’s (2014) French-tailored FTT, the Tobin Tax remains
hotly debated and continues to be studied to improve optimization for implementation.

Feasibility of Implementation, Collection, and Enforcement
Some of the arguments made by opponents of the Tobin Tax fall under issues of multilateral
adoption, substitution and evasion, and collection systems. Beginning with the dilemma of
multilateral implementation, although scholars advocate the ambition of universal adoption of a
Tobin Tax, they also understand that the reality makes such an endeavor almost impossible. For
instance, Spahn (2002) explained that an FTT must be “unilateral and partial, not multilateral and
universal” from the outset of his report (Summary section). Spahn (2002) also mentioned the idea of
a cross-border capital tax (CBCT) on cross-border transactions as proposed by Howell H. Zee. Zee
(2003) offered his CBCT as an alternative to a CTT of which he explained would act as a
“withholding tax on all private financial inflows…with a tax refund on all current inflows,” thus
leaving outflows untaxed and the tax burden varying inversely with the time horizon (as a Tobin Tax
should function) (p. 114). Zee (2003) made the additional point that a CBCT would not encounter
the same technical feasibility problems as a traditional Tobin Tax because it is a national tax that
does not require universal approval and can be administered through preexisting financial
institutions and infrastructure.
In both the Tobin-cum-Circuit-Breaker Tax and the CBCT, transactions would not require a
universal implementation and collection system, but instead rely on the coordination between central
banks, domestic settlement systems such as the US’s Clearing House Interbank Payments System
(CHIPS), and possibly a multilateral clearing house such as the Continuous Link Settlement (CLS)
(Spahn, 2002). A third taxation collection arrangement was advocated by Schmidt (2011), who
explained that a CTT can be enacted unilaterally via the same systems identified by Spahn (1996,
2002) above, among other systems, such as Real Time Gross Settlement (RTGS) and the Society for
Worldwide Interbank Financial Telecommunication (SWIFT).
Although these schemes provide an alternate route to implementing a universal CTT, this is only in
the absence of world agreement and international architecture for a global Tobin Tax. For instance,
Schmidt and Bhushan (2011) developed a theoretical governing structure and allocation mechanism
that would include a secretariat, executive board, consultative group, and independent evaluation
office (modeled after the IMF). Another proposal for an international governing structure for a
Tobin Tax was made by Ruben Mendez (1995) who explained the idea of a “Foreign Currency
Exchange” that would:
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aptly be established as a specialized agency or subsidiary organ of the United Nations. Its governing
board could comprise developed and developing countries in equal numbers, as well as
international organizations such as the UN, the…(UNDP), the World Bank, the regional
development banks, and possibly the IMF and the Banks for International Settlements and even
representatives of the private sector. The presence of nongovernmental members would help depoliticize the exchange. (p. 25)

Although Tobin (1978, 1996) initially proposed using the IMF and World Bank, Mendez’s (1995)
proposal to go through the UN might be viewed as more reassuring and agreeable to the
international community. Concerning the IMF and World Bank, international support may not be
favorable of these institutions as Patterson and Galliano (1998) pointed out, given controversies
over democratic practices, conditionality, and development particularly concerning poorer countries.
Nevertheless, it remains questionable whether global financial architecture could be readily
established.
Taken from the arguments made by the various authors in Haq et al. (1996), such as Kenen, Tobin
(1996) agreed with the assumption that the Tobin Tax would not have to occur universally (or not at
first), but at least would need to be adopted by the G7 (Kenen, 1996). Today, adoption would most
likely be extended to include the G20. Griffith-Jones (1996), in Haq et al., further explained that the
UK stamp duty sets a precedent for CTTs and FTTs because despite a 0.5% rate (higher compared
to the ideal CTT), the tax did not trigger massive evasion, nor did it incite substantial derivative
substitution. Therefore, if such unilateral taxes were not too high, then evasion and tax havens
would become unnecessary arguments against a CTT, as corroborated by Raffer (1998).
Furthermore, arguing in favor of a comprehensive CTT to include derivatives, Baker (2003) asserted
that the EU and US are unlikely to be dissuaded by tax havens from instituting a tax policy that they
are committed to pursuing. Nevertheless, the adoption of any type of Tobin Tax unilaterally is
dependent on the willpower of wealthy countries and blocs, while keeping in mind that universal
application of a CTT is the end goal. In the meantime, it is also a possibility to start small by
implementing a tax in a few countries, such as the G7 or the G20, and then phase in the tax
gradually to cover more countries (Felix & Sau, 1996) and/or increase the tax base if starting small.

Tobin Tax Revenue and Why the UN Needs a Tobin Tax
Revenue Estimates and Allocation
Although the primary purpose of the original intentions behind the Tobin Tax was not to raise
revenue, the ability to amass substantial funds has been the concern of civil society and international
organizations since Tobin’s initial proposal. Taking into account different tax rates, pretax
transaction costs, and elasticities of trade, Felix and Sau (1996) reported that a phased in 0.25% tax
rate (using estimates from 1992) among major trading center countries, would raise revenues
upwards of $200 billion by the fourth year (p. 236). Advocated by Nissanke (2004), at a lower rate of
1 and 2 basis points, CTT revenues would be $17-19 billion and $30-35 billion, respectively (pp. 8283). Schmidt (2008) estimated that a CTT (in 2007) of 0.5 basis points applied to all major currencies
would generate annual revenue of $33.41 billion; on USD alone the revenue would be $28.38 billion;
on euros alone it would be $12.29 billion; on yen alone, $5.59 billion; and pounds alone, $4.98
billion (p. 14). All in all, a Tobin Tax would raise either considerable revenues, or just enough to be
useful not only to fund UN initiatives and global development projects, but also domestic ones.
Ultimately, it is the partial use of the revenue from the Tobin Tax towards funding domestic projects
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that makes the tax more attractive compared to ODA, which will be discussed further in the next
section.
Before CTT revenues can be used towards international projects linked to social and human
development, among other purposes, national governments must be able to take a piece of the pie
because the CTT needs to appease the self-interest of taxing states. Since the revenues raised from a
CTT would be unequal between states, there should be a mechanism to even the playing field, such
as proposed by Kaul and Langmore (1996). Developing countries with lower incomes could retain
100% of the proceeds, developing countries in the middle-higher income bracket could retain 90%,
and high-income countries could retain 80% (Kaul & Langmore, 1996, p. 267). Even with this plan,
a 0.1% Tobin Tax would still generate $27 billion in funds annually for international projects (p.267).
Cassimon (2001) suggested that there could be conditions for use of national revenues to be put
towards maintaining the welfare of the CTT and financial system itself, such as allocating funds for
monitoring capital flows and investment in social safety nets. For example, in 2013, 11 EU countries
were in agreement concerning the proposal of a micro-FTT (or Robin Hood Tax) at a rate of 0.010.1% to raise $47.5 billion in revenue to finance development (McClauley, 2013) in countries
negatively impacted by the 2007 financial crisis (Seda, 2015). Schmidt and Bhushan (2011) argued
that there are many ways that funds from a CTT/FTT could be used, including:
1) The UN High-Level Advisory Group on Climate Change Financing suggested that 25-50%
of tax revenues be put towards climate change mitigation and adaption.
2) Long-term financing of global health architecture and filling finance gaps and addressing
emergencies.
3) At the 2010 G20 Summit in Seoul, South Korea proposed the idea of CTT revenues to be
used to finance global safety nets and insurance.
4) The UN, World Health Organization, and International Labor Organization’s Social
Protection Floor Initiative to help provide social guarantees and development for the 80%
of the world population that do not enjoy basic social protections and services (pp. 24-27).

The Needs of the UN
The UN budget for 2018-2019 was $5.8 billion (A/74/606, 2019). In short, the UN system funding
is divided between “assessed” (mandatory) contributions by member states towards the UN regular
budget, specialized agencies, and peacekeeping operations, and “voluntary” contributions for special
funds, programs, and offices (Blanchfield, 2020). As described by Cassimon (2001), the shift to new
sources of global finance, such as a Tobin Tax, is necessary because:
the basic concern is that (some) sovereign states default on the contribution to the global effort, in
the expectation that others will act first and save them the trouble and cost (the so-called freeriders), and that this leads to collective inertia on these matters of global interest (p. 161)

Mendez (1995) also found it problematic that late payments and unpaid debts contribute to the
UN’s growing financial crisis. David Bosco (2019) reported that only 34 of 193 UN member states
paid their dues within the allotted 30 days; 100 others paid late; and 60 still owed dues, including the
US which owed $600 million (22%) of the budget not accounting for peacekeeping. By the end of
2019, unpaid assessments amounted to $711 million contributing to the UN regular budget deficit of
$520 million (A/74/501/Add.1, 2020).
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Another problem arises with overreliance on large contributors to the UN budget and of ODA,
namely the US. In 2018, President Trump threatened to cut more than half of US funding for the
UN, including all funding associated with climate change, as well as slashing voluntary contributions
and foreign aid (Hillard & Shendruck, 2019). Furthermore, most member states have systemically
failed to reach the promised UN target of 0.7% ODA/GNI, with the average at 0.3% for 2019 as
reported by the OECD Development Assistance Committee (DAC) (OECD, 2020, p. 2). While the
US was the largest DAC donor contributing $34.6 billion, this only represented 0.16% ODA/GNI
(OECD, 2020, p. 6). The only DAC countries that met or exceeded the 0.7% target were Denmark,
Luxembourg, Norway, Sweden, and the UK (OECD, 2020, p. 2). As reaffirmed by the UN’s Addis
Agenda for financing the SDGs, ODA is vital to support least developed countries. Donor countries
are encouraged to allocate at least 50% of their ODA, if not 0.2% ODA/GNI, to the poorest and
most vulnerable of countries (Inter-Agency Task Force on Financing for Development, 2016, p. 1).
In doing so, emphasis is placed on multilateral ODA rather than bilateral to avoid aid bias and the
UN serves as a place for coordination and planning. While the Tobin Tax cannot raise nearly
enough yearly revenue to match ODA, which amounted to $152.8 billion by DAC members alone
for 2019, the tax can still be a useful contribution to the UN budget as noted previously (OECD,
2020, p. 1). Although it is intended that a Tobin Tax would not take the place of ODA, but serve to
compliment preexisting sources of funding, the reaction of donor countries is uncertain.
The UN must look to other sources of stable revenue, such as a Tobin Tax, which should be
“reliable, adequate, and assured,” as well as be more proactive in seeking funds (Mendez, 1995, p.
23). However, the UN could face two other problems concerning the US: the 1999 Helms-Biden
Act of which bans the UN from levying any kind of tax or fee on the US in order to raise revenue,
and the 2006 Protection Against United Nations Taxation Act, “which would withhold 20 percent
of assessed contributions to the United Nations and other international organizations” if they
imposed taxes for revenue purposes (Rickman, 2006, p. 4). In this case, the UN must also factor in
the possibility of losing significant funds from the US when considering alternate revenue-raising
methods. Regardless, civil society groups – the Association for the Taxation of Financial
Transactions for the Aid of Citizens (ATTAC) in France; World Economy, Ecology and
Development (WEED) in Germany; War on Want in Britain, and others – will continue to push for
a CTT and more democratic global financial architecture to help provide funds for the global
commons, as Brasset (2010) identified in Cosmopolitanism and Global Financial Reform.

Alternatives to the Tobin Tax for the UN
There are many innovative ways that global taxes can be levied with the most prominent being the
CTT, carbon tax, and aviation tax; however, other forms of global taxes are email/internet taxes,
taxes on world trade, taxes on the international arms trade, and fines for ocean dumping (Paul &
Wahlberg, 2002). Other ideas for global sources of finance can be found in Atkinson’s (2004) book,
New Sources of Development Finance: an International Financial Facility (IFF), repurposed Special
Drawing Rights for development, private donations, a global lottery, and remittances by emigrants.
However, this section will only cover aviation taxes, carbon taxes, and the IFF.
The International Financial Facility, discussed by Mavrotas (2004), was intended to be a new
institutional arrangement for ODA and innovative sources of funds to achieve the MDGs through:
• increasing ODA to $100 billion;
• making pre-commitments for funds;
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•
•

increasing annual commitments by 4% yearly starting at $15 billion; and
limiting duration in relative to the timeframe of the MDGs.

The IFF would accrue funds by leveraging “in additional finance by borrowing through bonds
issued in the international capital markets against long-term commitments for aid by donor
countries” (Mavrotas, 2004, p. 112). Rather than raise new revenues, the IFF would enhance ODA
for the MDGs (Schmidt, 2008). Although the IFF is somewhat inactive given the expiration of the
MDGs (beyond the fact that the concept never quite took hold among the international community
in the first place), the IFF proposal can be extended to the SDGs. In recent years, the IFF for
Education (IFFed) was proposed to provide funding assistance to fulfill SDG 4 – to ensure
equitable quality and inclusive education for all – and the establishment of an administrative office in
the UK is set to mark the IFFed’s launch for 2020 (Education Commission, 2020). While the IFF
offers insight into the development of an (quasi-) independent organization, such as the one offered
by Mendez (1995), this idea comes with reservations. A few of the main problems associated with
the IFF are that donors may disagree on the conditions of aid outflows from the IFF (dispersed via
existing bi- and multi-lateral aid-delivery methods), it requires significant organizational costs, and a
new international treaty (Mavrotas, 2004). This is why Schmidt (2008, 2011), Spahn (1996, 2002),
and Zee (2003) envisioned a CTT that utilizes preexisting institutions to process the collected funds.
Next, a carbon tax is another prevailing global tax initiative. A carbon tax would be levied in
proportion to a fuel’s carbon content (with coal being the highest), which would then be paid by
companies, in turn passing it along to consumers in the form of a price increase (Paul & Wahlberg,
2002). The relatively sensitive elasticity of fuel prices will make the carbon tax a deterrent for
consumers to use high-carbon fuel, and in turn incentivize a transition of reliance from
unsustainable energy sources to cleaner and more sustainable ones. According to a 2001 report by
the Intergovernmental Panel on Climate Change (IPCC), a “$100 per ton tax on carbon could
reduce emissions up to 5 billion tons by 2020” (Paul & Wahlberg, 2002, p. 4).10 Besides criticisms
concerning collection arrangements, the primary problem is political due to legislative blockage by
large companies that use high-carbon content fuel, such as General Motors and ExxonMobil (Paul
& Wahlberg, 2002). Although countries have instituted a carbon tax unilaterally, such as several EU
ones, neither the EU nor UN has an official carbon tax. However, it is the next best revenue raising
tax to a CTT and similar to one but is better understood and less complex. A carbon tax also offers
a “double dividend,” whereby it simultaneously raises revenue and benefits the environment
(Sandmo, 2004).
Finally, aviation taxes – on tickets and/or fuel – may not be as profitable as a CTT or carbon tax,
but their smaller scope also makes them an appealing alternative over national concerns about
implementation and negative consequences. Although air travel only accounts for about 3% of
global emissions today, the IPCC predicts that this will increase to 15% by 2050 (Paul & Wahlberg,
2002, p. 9). Accordingly, Paul and Wahlberg (2002) estimated that a tax of 1% would earn $3 billion
in revenue with $1.2 billion on international flights alone (p. 11). On 1 January 2006, France adopted
an airline ticket tax following debates in the EU (Rickman, 2006). France’s air-ticket solidarity levy
seeks to redistribute revenue to those who benefit least from globalization by “charging 10-40 euros
and 1-4 euros tax on business and economy class passenger fares, respectively” (Ivaldi & ToruDelibasi, 2018, p. 46). The revenues are then used towards improving treatment access of diseases,
10

See IPCC (2001, pp. 297-298) for more figures and estimates.
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such as HIV and malaria, to the poor through Tous Unis pour Aider (UNITAID) – the tax’s governing
mechanism (Ivaldi & Toru-Delibasi, 2018). Furthermore, in their examination of the impact of the
air-ticket tax, Ivaldi and Toru-Delibasi (2018) concluded that the competitive impact between
airlines from the tax is minimal and would not affect competition. Ivaldi and Toru-Delibasi (2018)
found that the tax has increased European airline prices by 0.08% and could increase prices by 1% if
applied to all European airlines, and if implemented by all countries, Air France prices would
increase by 0.17%, while other airline prices would increase by 1.05% (p. 48). Yet, when looking at
the change in the ticket price for passengers, the tax reflected in the ticket price only increases by a
dollar or two (Ivaldi & Toru-Delibasi, 2018). On the one hand, aviation taxes would face little
criticism compared to CTTs, carbon taxes, or other schemes requiring entirely new institutional
architecture or acceptance from large companies. On the other hand, the revenue would not be as
substantial, would offer little “double-dividend,” and could be negatively impacted by demand
fluctuations as demonstrated by COVID-19.

Conclusion
Ultimately, both the global financial system and the UN need a Tobin Tax and the stability such a
global tax offers – whether to impede exchange market volatility, or to provide an alternate source
of revenue for the United Nations. This essay has provided the historical background of the Tobin
Tax as envisioned by James Tobin, a discussion of the primary arguments by proponents and
opponents, explained what a tax would entail if and when it were implemented both for the global
financial system and the UN, and some alternative solutions. Although there are some economists
and policy-makers who staunchly oppose any form of a Tobin Tax, many are generally open to the
idea, but have concerns about how it would work and what it would mean for the international
community, such as the tax’s implementation or percentage. These concerns are justifiable given the
absence of sufficient data to be studied because a Tobin Tax (or other CTT/FTT) has not been
substantially put into action, yet.
A Tobin Tax/CTT ideally, though not necessarily, requires universal implementation, but selfinterest and state sovereignty pose significant obstacles to a Tobin Tax acutely demonstrated by the
US’s coercive power and legislative threats. Therefore, a Tobin Tax may first have to be
implemented by other G7 countries and Security Council Members before the US will agree to do
the same. A global CTT will require the eventual approval of the US, nonetheless. To this end, the
EU would be a good starting point given the EU’s more open attitude of global taxes and France’s
success in levying the airline ticket tax. The agreement of a Tobin Tax may actually tie the global
financial system and the UN together within the context of establishing new institutional structures
and programs that can provide for the common good.
Nevertheless, alternative sources of funding should be better studied, innovated, and created.
Besides the Tobin Tax, this essay considered the alternatives of the IFF, carbon taxes, and airline
taxes in order to demonstrate different aspects of global taxes, specifically ones that create separate
institutional structures, ones that offer double-dividends, ones that are less controversial, and ones
that can be practiced unilaterally and on a smaller scale. As it stands now, with global societal
problems becoming more costly heading into the future, it is unlikely that the UN will be able to
even begin to address these problems without an independent and reliable source of funding such as
could be provided by the Tobin Tax.
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