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Regulation and taxation of international capitai as an instrument of global governance.
Second draft, December 2608

by Henrik Plaschke, Aalborg University

1. Introduction - sustainable and non-sustainaloleadjzations

Globalization is not a well defined notion and thes widespread disagreement among
observers about its definition. | shall not tryelaborate on the issue of definition. | shall rathe
start by noting the a process of globalization wstded in a rather loose manner, i.e. as a
process of intensification of global social linkagenay unfold in rather different ways
depending on the articulation between a numbeifigrent political, institutional, economical,
cultural etc. elements.

In order to simplify matters let me start by digtirsshing between two forms of globalization
which | shall denote as respectively sustainablé mon-sustainable globalization. There is
obviously a rather simplistic starting point whiehl believe — may nevertheless serve as a
heuristic starting point for further analysis.

As is well known the term sustainable may take mmaegnings such as ecological, budgetary or
financial sustainability. In the present contexeler to sustainable globalization to denote a
form of globalization which implies a reasonablyldoeed and fair form of globalization
implying a certainglobal sharing of the economical benefits deriving frolobglization and
therefore also a general acceptance of globalizai®e an ongoing process. Sustainable
globalization undoubtedly requires reasonably stfmmms of international political and social
organisation in order among other things to balahee effects of unregulated competition
between uneven partners and to support the provisim financing of international public
goods.

Similarly I may refer to a non-sustainable globatiian to denote a form of globalization where
the benefits deriving from globalization are highlyevenly distributed between macro-regions,
countries and social classes - some win and otbees - and where ongoing processes of
globalization therefore may be regarded as unjustgsses to be resisted. As a result non-
sustainable globalization is likely to lead to Haskes, to social conflict and to various forms of
resistance which may emanate from governments,alsooovements, NGOs, business
organisations etc.

If we depart from the two notions briefly presentdmbve we may characterize the present form
of globalization as basically non-sustaindbleis accentuating international inequality,sitriot
allowing poor countries and social groups to begrdated in the global economy in a fair and
balanced way, it is systematically creating andkinforcing global instability, and it is

! An early draft of the present paper was writte@@03 for a workshop at Aalborg University. It hhswever,
been updated in 2008. Sad to say the main conaiseached in 2003 regarding the need for ratlzestidr
reforms of the international financial system apphgn more today than five years ago.

See the works of e.g. Milanovic (2003) and Wad@43@nd for a somewhat different perspective Marfil&y
(2007).



2

weakening democratic accountability in the glolmitigal economy.

Let me underline that | am talking abotlite present forms of globalization not about
globalization per se (what ever that could be).il&ny | am not talking about the degree of
globalization or about more or less globalizatienifathis could be measured in quantitative
terms. | am talking about forms of globalizatiorhisI point may be clarified be shifting the
emphasis to considering the role of global finaenue capital movements in globalization.

If we approach the study of globalization from atseal starting point it seems rather obvious
that finance occupies a key role. As is well knothie last decades have witnessed drastic
changes in this sector — changes which furtherimasehad a huge impact not only on the rest of
the economic systems but also on politics and rufitu more general terrsRestrictions of
capital movements have been lifted in most countifehe world, international capital mobility

- whether short-run or long-run - has grown muchentban international trade (not to speak of
international labour mobility which remains ratmeodest), the foreign exchange markets have
grown tremendously, the political and cultural fiosi of finance and the financial sector has
changed considerably from occupying a relativelyosdinate role to filling a politically and
ideologically dominating role, the economic role tbe stock exchange, the importance of
financial innovations, and the fashionable ideaaking central banks independent of govern-
ment which has meant important modifications in pioditical position of central banks. All
these factors among others testify to the incregséitical and economical importance of the
financial sector in the international political econy.

At the same time international financial instapilteems to have become an almost endemic
feature of the international financial system (L€t that instability is ubiquitous - it is notuB

it is present all the time - somewhere and in séone. A number of so-called third world
countries have experienced important forms of funcrises in recent years (including
countries like Argentine, Turkey, a number of As@untries, Russia, Mexico etc.) and since
2007/8 a serious financial crises has developderJS — rapidly spreading into other parts of
the world.

Let us, however, before entering into the terrdirinternational finance add a few general
remarks about financial systems.

2. A note on financial systems

A financial system basically fulfils — or shouldlffui- the following functions: firstly it
constitutes the institutional infrastructure tramsfing savings into investments, secondly it
supplies economic actors with means of paymentjqudity, and thirdly it provides means for
preserving the purchasing power of assets over time

In addition to these tasks the financial systero &lsictions as an instrument evaluating in its
own way the profitability of different sorts of ewamic activities via the financial markets.
Finally the financial system may be seen as a sefteconomic activity producing a certain
number of outputs such as information and liquidig in other forms of economic activity

% Correspondingly the theme of financialisation hasome increasingly prominent as an area of relseSee
e.g. Palley (2007) and Toporowski (2008).



profits may be made via this production.

Domestic as well as the international financiatesysmay be analyzed according to the above
mentioned characteristics. However, when focusimghe international financial system two
specific aspects must be emphasidedtly the international system feagmenteddue to the
existence of separate national currencies andnsgsbé payment. This fragmentation manifests
itself e.g. in the imperfect substitutability ofsats denominated in different currencies or in the
lack of a perfect international capital mobility: @mpirical terms it seems reasonable to assume
covered interest parity but uncovered or real @dieparities do not hold (Blecker 1997).

Secondlythe notion of liquidity must be linked to the rastiof an international reserve currency
which in reality denominates a national currencyirtig a significant international circulation
and usadgk Hence a country issuing a currency which is aecepoth as a national and as an
international means of payment occupies a partiqodsition in the international monetary
system. Conflicts between the national and thenatenal role of the same currency may arise
e.g. if the need for international liquidity is sublinated to the domestic monetary requirements
of the country issuing international currency.

Thirdly the transformation of savings into investiteemay assume a particular character in the
international financial system to the extent thanplies a transfer of savings between countries
as a way of financing investment in case of insigffit domestic savings. Saving rates may
differ between countries for a variety of reasategfee of economic development, demographic
structure, financial structures etc.) which may lyrthe need for long-run transfers of savings
between countries. Empirical research initiated-blgstein & Horioka (1980) and pursued by
numerous more recent writings (e.g. Blecker 199Z@ndfeau & Riviere 1999, Obstfeld &
Taylor 2004) however, tends to show that natioa&ings-investment correlations tend to be
rather strong implying only limited transfer of says between countries. Recent research,
however, also indicates that national correlatamsslowly weakening and hence that net inter-
national mobility of capital (i.e. transfer of sags) is increasing - possibly as a result of the
financial deregulations of recent decades.

In view of the fact that financial systems fulfiffdrent functions as indicated above it is not
surprising that financial systems may be organigédterently in time and space. Such
differences may be assessed in different wayshdnptesent context the interlinkage between
the three functions of the financial system memtbabove will be the point of departure.

Transforming savings into investments, creatingitldy and preserving the purchasing power
of assets over time are three different sortssistavhich may be more or less easily combined.
Hence a certain balance between them should charsch well-functioning financial system.
Historically speaking, however, the self-regulatadriinancial systems seem to have a tendency
to privilege the preservation - and sometimes rdte increase - of the purchasing power of
assets over time to the potential detriment ofiteetwo tasks. Why?

Financial markets are radically different from caatifpve markets as these are often depicted by

“In principle a reserve currency does not necegsadked to be a national currency. In the Brettoroid¢o
negotiations the British delegation advocated teat®on of an internationally issued form of inegfanal currency
to be issued by an international organization.Heurhore the euro constitutes an international nayreven if it
hardly occupies the role of an international resewrency.
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economic theory — at least in its textbook versimformation and power relations between
creditors and debtors tend to be asymmetric, tcdiosaand enforcement costs may be signifi-
cant in international financial relations, speed ambility of funds tends to be extraordinarily
high and flexible (e.g. compared to labour), thale@ation of quality may depend on prices
leading to 'perverse’ market reactions, self-fulfjl prophecies and cumulative dynamics may
emanate from the combination of radical (i.e. nmeisastic) uncertainty and herd-like
behaviour etc. (see e.g. Epstein & Gintis 1995¢&r11999, Stiglitz 1987). Or to put it in a
slightly more simple way: after all it is no wondbat creditorsll other things equaprefer to
offer loans to seemingly good borrowers whose riee@dditional credits is perhaps not that
urgent rather than to seemingly bad borrowers winesel for additional credits may be rather
urgent. This may imply a rationing of credit accéssbad’ borrowers in need for credit and
hence difficulties in compensating insufficient destic savings by means of external finance.

As it is usually the casall other things are not equaFinancial systems are embedded in social
structures shaping their mode of functioning (Pgld®57[1944]) which may provide more or
less space to long-run investment finance or toptbtential short-termist features of mobile
finance in search not only of preserving but alEmoreasing the purchasing power of assets.
The liberalisation of short-run capital movememtsdcent years, financial innovations and the
explosive development of investment funds seemate meinforced the speculative and short-
run aspect of finance to the detriment of long{finance.

3. The unbearable rigidities of the internatiomaducial system

While political and scientific analyses regardihg thode of functioning of the IFS diverge, it is,

| believe, difficult to maintain that the presegstem works well Hardly any serious observer
of international finance would claim this to be tt#ese. Ideas of and debates about reforming the
architecture of the IFS are reasonably widesprédmvever, in practical terms very little
progress has been obtained.

What are the main problems in the current IFS?all stot attempt to present any sort of
comprehensive and exhaustive list of the main probl It seems, however, reasonable to list
some major issues and | shall concentrate on feyrgoints in the problematic mode of
functioning of the IFS.

Firstly, the IFS tends to generate and/or reinforce syternstability.

Secondlyinternational short-run capital movements tenbenefit wealthy countries more than
poor countries thus aggravating problems of unelexelopment and global inequality.

Thirdly, the liberalisation of international capital mowemts has reinforceshort-termismas a
basic feature of economic practice.

Fourthly, the existence of unrestricted international e@hpihobility raises a problem of
democratic governance.

® While such a point may appear to be rather sétfet in the context of the 2008 global financiasis, it is
worthwhile recalling that serious and well-foundgicism of the IFS were also formulated by infaun
observers in the years preceding 2008.
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3.1 The history of the IFS in the last few decade®my be seen as a series of mutually
independent financial crises - hitting occasionblye and there. It may also, however, be seen
as a history of a structurally unstable system wlmstability manifests itself in different ways
and places at different moments of time. As a maiteact it is rather difficult to identify
prolonged periods of stability in the IFS since stert of the breakdown of the Bretton-Woods
system in 1971. This is not the place to discussotigins of the different financial crises of
recent years - but it is useful to note that thelenof functioning of the IFS tends to aggravate
financial crises whenever these arise and for wieateeason. There are at least two reasons for
this.

Firstly, short-run capital movements tend to be-gydical: if a country for some reason is
suffering from economic and/or political instalyilihis is likely to lead to out-flows of capital
which again is likely to imply restrictive monetgoplicies in order to limit outflows of capital
but with the by-effect of depressing economic aigtiv

Secondly, situations of international financialtaislity tend to be politically handled by a
consortium of among others strongly organised twegli in particular the IMF and the US
Treasury, favouring creditor interests via so-chlructural adjustment policies which may
facilitate the re-establishment of short-run macoo@mic and monetary stability but at the
expense of long-run priorities (growth, social pess, education etc.). The 2008 US financial
crises is different in respect. While the treatmehtredit-interests is still remarkable, it is
equally striking that a financial crisis hittingetlsentre of global capitalism cannot — and is not —
handled in the same way as a crisis in a weakettgou

The combination of economic and financial crisidjuatment policies to save the interest of
creditors, pro-cyclical economic policies and foagital flows tend to hit hard! A point which
should only surprise economic observers blinded thy fancy assumptions of current
macroeconomic theory. It is, however, enough tirdeel Keynes or current works combining
Keynesian theory with the assumptions of imperfewrkets (asymmetric information,
asymmetric power relations, transactions costxreafent costs etc.) to get a more realistic
understanding of the role of unregulated capitakets.

3.2 Short-run capital movements tend to be higtdiatie. While long-run direct foreign
investments tend to be relatively stable - largagnational corporations don't just move around
from one day to the next as a consequence of galicircumstances - the case of short-run
capital movements is different. It is impossibleehs summarize even the basic tendencies of
short-run capital movements but a few significasbfs may be noted.

i) short-run capital movements tend to be conegedrto few countries, the so-called
emerging economies, while other countries in paldicmost of poor countries tend to be net
exporters of short-run capital.

ii) even in the case of the so-called emergingketarvolatility is very significant.
While certain periods have been marked by veryifsignt inflows, drastic turn-abouts
implying dramatic and highly concentrated outflaway subsequently be observed.

iif) while the internationagrossmobility of capital is highly significantjet mobility is
considerably less so. Another way of making thisnjpas to say that the international
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redistribution of savings to allow for the finangiof investment is relatively limited - although
increasing. Domestic investment remains basicaignced by domestic savings and not by an
international redistribution of savings.

iv) a certain international reallocation of sa\rdpes, however, take place: the rest of
the world is systematically financing the US dé$iailleriving from the low rate of American
savings. Hence it is not surprising that the USdtas been and remains an ardent supporter of
free international capital movements. As long asit ‘persuade’ the rest of the world to finance
the excessive spending of the US economy theittlésieed to impose structural adjustment
policies on the US economy. One may, however, degéimately ask whether this situation
can be maintained much longer in view of the unstabture of the US financial system, the
rise of Asian capitalisms, the prospects of the etxt.

3.3 The high volatility of short-run capital moveni® is related to the increased roleshbrt-
termism as an increasingly important principle governirg tallocation of funds in the
contemporary international political economy. SHerinism aims at a rapid pay-off of funds
and implies a persistent search for gains derifiagn marginal differences in the pay-off of
different assets. It is related to speculationhm $ense of this term originally given by Kaldor
(1960[1939)): speculation may be defined as thehmase (or sale) of goods with a view to re-
sale (or re-purchase) these same goods at a &&emtiere their relative price is expected to be
changed compared to its present price without inrglany use or transformation of the goods
in question. Speculation therefore implies thatlibging and/or selling of goods is motivated
exclusively by expectations of price changes. Tgread of investment funds and institutional
investors, particularly mutual funds and trust feinbas stimulated the reinforcement of short-
termism.

While short-termism may appear perfectly reasonfibla the perspective of the individual, it
has important systemic or macro implications whalst not be neglected.

i) Short-termism systematically favours instapiltiue to herd behaviour. If the
behaviour of all agents on a particular market wemonverge towards a known and commonly
accepted equilibrium point, speculative short-termicould be stabilizing. However, such an
assumption is totally irrelevant in a world chaesizted by uncertainty, strategic interaction,
important externalities, asymmetries in terms ddnmation and power, etc. In such a world
speculative market reactions may not only exacerhastabilities, it may also generate
instability e.g. via the development of self-fuifig prophecies. Speculative market reactions
may furthermore have irreversible effects e.gshidts in the distribution of income, the transfer
of property rights e.g. from domestic to internasibcapital owners, the closure of plants due to
economic hardship etc.

ii) Considerations of long-term socio-economicopties is perhaps not what we
should expect from short-termism. Hence countmasiavestment projects in need for reliable
and stable sources of long-term investment fundsheadly rely on foot-loose short-run funds.
This needs not pose major problems provided thia¢rosources of investment funds are
available. The problem, however, is that the spngaof short-run investor norms tend to exert
contagious effects on other sources of finance yimgl that the short-run is increasingly
becoming the norm required by investors. The ineersttructures (the possibility of gains) built
into the financial markets, particularly the mut@ahds, tend to generalize itself unless it is
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compensated by other forces. Pensions funds cantt-(perhaps - should!) favour a more long-
term based investment strategies.

i) All economists are familiar with the idea ththere is no such thing as a free lunch.
However, when listening to the neo-liberal econouxligcourse one sometimes may get the
impression that this beautiful piece of imaginatiche free lunch - has finally been located in
real life! It is obviously possible to identify @swhere the systemic search for short-run gains
has produced clear-cut benefits - if not for evedybthen at least for some... The drawbacks of
short-termism should, however, not be neglectel. ulertainty and deteriorating workings
conditions may be the price of the systematic purdfushort-run financial gains: all markets
cannot be equally flexible all the time. Hence stee claims for high short-run profitability in
some sense requires adaptation and/or flexibisgvehere, e.g. on the labour market. Similarly
the unrestrained search for short-run gains tendveaken the bonds of social solidarity
necessary to maintain and finance social cohesigemeless it is compensated by strong social
institutions and/or public intervention.

3.4 Last, but not least, the existence of unresttimternational capital mobility raises serious
problem of democratic governance of the internaligoolitical economy. Governance by

democratic vote (‘'one man = one vote') is radiddifferent from governance by economic force
(‘one mint = one vote'), and democratic rule is mgnother things strongly rooted in the equal
rights of all human beings - whether rich or paBonsequently democracy has provided a
strong instrument for modifying the balance of poemanating from the uneven distribution of

economic power.

In the international political economy a high degoé capital mobility implies the option ekit
rather tharvoice (Hirschman 1970) for capital-owners. In polititeélms a high degree of capital
mobility without strong international political itigitions with democratic accountability
therefore implies a relative strengthening of goasece by economic force rather than by
democratic vote.

To some observers this may be seen is a virtherrgéihan a vice. If markets and/or capital-
holders are seen as rational and impartial obsenfeeconomic reality, it could be argued that
economic decision making should be left to impheia anonymous market forces rather than
to elected politicians with their own partial irgsts at stake. This argument, however,
presupposes that market forces - or to be more:exaatal-owners and investors - are neutral
and impartial observers without interest in infloieiy the distribution of economic and political
resources. It remains to be demonstrated why tioigld be the case.

A democratic steering of the economy starts froenghemise that contradictory interests with
regard to basic economic interests and prioriteeexist. Such differences have to be managed
and a first premise for such a management shouldobéo conceal the reality of diverging
interests. Subsequently the diversity of intereséy be managed via negotiations, subsequent
compromises and redistribution of income both tmpensate economically weak groups and to
finance the provision of common or public goodsisTtas been the foundation of the European
welfare states after World War Il, and hence it bs® been the foundation for one of the
longest and most stable period of economic grows ® exist.

Could we imagine such a model to be developed nigtfor single countries but for a global
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context? This among other things raises the is$ult@rnational taxation as a basis both for
redistribution of income and for the financing ddlgal public goods. Nobody likes to pay taxes.
But the payment of taxes may also be seen as asaggerecondition for civilized life since it
allows for solidarity and the maintenance of inf&secommon to mankind. While necessary it is
obviously not a sufficient precondition. | shaliuen to the issue of taxation below.

4. Reforming the international financial architeet

As noted above there is an increasingly widespceadensus among observers that the present
IFS is not functioning particularly well. For a nber of years this issue has been extensively
discussed in international fora under the headihgeforming the international financial
architecture. The recurrent financial crises inrL&merica, Asia and now in the US have given
this discussion an increasingly urgent charactiee fresent financial crisis in the USA indeed
reinforces the sentiment of urgency.

Yet, it may also be noted that very little progréss been achieved so far and the ongoing
discussions on reforming the IFS within the Westgwernments and the international financial
institutions such as the IMF, BIS etc. are faraoambitious.

Current discussions on reforming the IFS tend todydred on issues like more transparency on
the financial markets (in particular among debtmurdries), increased private sector sharing of
the costs of financial crises, and increased damtfuirements for certain forms of lending.
These issues are certainly not to be dismissedtHgytare insufficient and in certain respects
somewhat problematic.

4.1 Let me start with the issue of transparenayelsed transparency could certainly be a good
thing and it sounds appealing. However, two impuaneints need to be noted:

Firstly it is striking that the demand for incredseansparency is mainly directed towards
debtors and not towards creditors, the internakibnancial institutions such as the IMF or the
large international investment funds. The practmfethese latter are not very transparent. Why
this highly selective approach to transparencyhdfer because major economic and political
interests are at stake? If this is the case we raabrze that the combination of transparency for
debtors and non-transparency for creditors, Tréasuhe IMF and the investment funds simply
equals a political strengthening for the latterhwigéspect to the former! Perhaps this is a good
idea (although | doubt it), but let us then be rckead outspoken about what is at stake rather
than try to conceal the real issues behind a teahls@inguage that very few people will grasp. Or
perhaps, it is not such a good idea. In that catsasl rather advocate a more symmetric form of
transparency not only implying transparency amegiebtors!

Secondly it is rather unlikely that increased tpamency will solve the underlying problems of
the IFS. Behind the emphasis for more transparemcyind a conception telling us that if the
same information were available to all relevanbectincluding both policy makers and market
participants) uncertainty would be strongly reduaad financial markets would be much more
stable. This conception, however, assumes thattdrs willassesshis information in the same
way. Such an assumption is hard to justify. Thegenaany ways of e.g. ranking the importance
of different economic indicators which again magddo differing assessments of the same sort
of economic indicators and consequently also téemiht ways of coping with the intrinsic
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uncertainty characterizing the financial marketgrdHbehaviour does not only derive from
differences in available information but also frdifferences irassessin@vailable information
in a state of uncertainty.

4.2 Other issues debated in current discussioneefonming the IFS include e.g. increased
private sector sharing of the costs of financiaes and increased capital requirements for
certain forms of lending. Regarding the idea ofreased private sector sharing it seems
increasingly likely that such a practice will beesigthened by the current financial crisis — at
least in some countries. However, it also seemdf asiportant creditors will be well
compensated for their sharing of costs... Otherwisenay simply note that such a scheme - if
it were to function - could have positive and dtainig effects in terms of a more prudential
behaviour from the side of creditors. Whether itldamprove the situation for debtors is more
guestionable.

The idea of increasing capital requirements fotagekinds of loans, including inter-bank loans,

is less controversial in political terms and aaarprogress has also been made in this respect. It
is, however, also a much more modest step whidlkely to have a positive but not very
substantial impact on the issues at stake in t&e IF

More radical steps are needed.
5. Premises for a more radical reform of the IFS?

A reform of the IFS should indeed include much mmadical steps than what has been briefly
discussed above. However, in reality they are hat tadical - to a large extent they simply
imply a return to the spirit of Keynes — and Keymes not particularly radical. A return to the

spirit characterizing the compromisesershbedded liberalisniRuggie 1982) established after

the end of World War II.

At least four aims should guide such a reform:
i) Greater stability on the financial markets;

ii) Better allocation of capital flows and savirigglying better growth possibilities for
3rd world countries plus the creation of meandif@ncing international public goods;

iif) Limitations on the present form of speculatibased short-termism in favour of
long-term aims of sustainable economic development;

iv) Reinforced democratic governance and accoiityalin the global economy
connected to an empowerment of democratically atdable international institutions vis-a-vis
financial interests;

Or to put it in different terms: the last decadasehwitnessed a shift of power favouring the
financial sector and global capital interests. émilts are hardly encouraging. The trend needs
to be reversed in order for finance to become #wasit rather than the master of social,
economic and political development.



10

Reforming the IFS along the lines mentioned abdxaowisly relate more to power interests and

politics than to technicalities - even if the latespect cannot be ignored. In this sense the
guestion of who benefits and who loses from desggdlfinance and free capital movements is
important.

An extended discussion of this question is not iptesssn the present context. Let me just
emphasize that important interests are at stakeh-dit the state level (the USA in particular),
within states (central banks in particular) and aghprivate interest groups particularly related
to the financial sector. If we turn our attentian dther private economic actors, including
'normal’ holders of bank deposits trying to maleehibst out of their savings and trying to make
a living from working rather than from engagingsipeculative activities, matters become more
complicated. It is, however, my basic convictioattmost 'normal’ savers would most likely be
better off by a reformed IFS than by the presemdrfce-driven system with all its drawbacks.
The great cultural and political task facing usrasearchers and citizens, however, is to
demonstrate this so as to turn it into public kremigie.

6. Steps towards a more radical reform of the IFS

A more radical reform of the IFS along the prinegtiiscussed about should at least include the
following elements:

i) A reform of the international institutions — wher formal (e.g. the IMF) or informal
(G2/G8/G20) and their linkages to regional bodie€ldding regional development
banks);

i) The development of currency blocks — includiregional monetary unions as an
alternative to dollarization;

iii) The introduction of a tax on short-run intetiomal capital movements and/or
financial transactions in general;

iv) Other sorts of international taxation;

V) Better possibilities of capital controls;

vi) The abolition of off-shore tax havens allowitagx evasion for capital-holders.
The present text will not deal with all of thesgpexds. Rather it will be attempted to discuss
whether and to which extent a taxation of currénaysactions may contribute to the realisation
of such a reform. The focus on the present textius on iii)). Some of the other mentioned

aspects will be touched upon when pertinent fodteeussion of taxatién

6.1 In view of the relatively high degree of intational financial and monetary integration it is

® The role of the IMF will not be discussed in tiresent context — even if could play a potentiatiportant role
related to a possible form of international tadextion. A discussion of the potential and/or lenif the IMF in
this connection, however, is not necessary for regus$sion. Furthermore the present does not dishass

questions of capital controls and off-share taxemsvalthough both could be linked to the discussfdaxation.
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hard to escape the conclusion that for many camuf the world the real choice in terms of
money and finance is between some sort of currdiogk and/or monetary union and

dependence on the dollar and/or dollarization efdbonomy as it is increasingly seen in Latin
America. The perspective of national monetary amtonappears as rather unrealistic.

The experience of the European Monetary Union (EMKt the common European currency
represents an attempt towards a collective manageofgoint monetary autonomy in an
increasingly globalized world economy. There aredgoeasons to criticise the current form of
the EMU and similarly it is unlikely that the moagt union will be maintained unaltered in its
present incarnation. The badly conceived Stahjiityd Growth?) Pact has been reformed, but
the economic policy regime of the EU is still napportive of growth and employménihe
institutional architecture of the EMU is characted by important democratic deficiencies
related to the status of the European Central Bah&.basic priorities of the EMU are biased
towards a unilateral emphasis on price stability.

In spite of these criticisms - and others couldatided to the list - the EMU does represent an
attempt to cope with Europe's monetary dependehdkeodollar. This attempt remains too
timid and defensive and European decision makems $e be far from thinking in terms of the
monetary and political potential that could be dedtifrom a common currency. A potential that
could be used for asserting greater Eurogmsitical autonomy in the global system and hence
also a greater autonomy regarding the social chdicebe made regarding the future social
structures of the European continent. Taking intcoant the present (?) form of American
unilateralism as well as the economic and finandgpendence of many poor countries on
Western economic interests it is hardly surprigiveg the European common currency also has
attracted attention outside of Europe. We may atkb— and this point brings us directly to the
next point of the discussion — that the existerfaaanetary unions and/or currency blocks may
favour the possible imposition of a currency tratisa tax for the very simple reason that the
unilateral imposition of a currency tax may be ea®ir a larger group of countries as perhaps
unified by a common currency than for individuates which are vulnerable to instabilities in
the international economy.

6.2 The idea of a currency transactions tax hasdent times been forwarded by the American
economist James Tobin who launched it in 1972etemt years the idea has gained increased
interest following the international financial aodrrency crises of South East Asian and other
countries. Furthermore the idea has been takery apnomber of NGO-movements advocating
a tax on speculative capital movements and a nurmabeeports from governments and
international organisations have also assessedpdibential of some sort of a currency
transactions tax in positive terms. Following thiéial idea of James Tobin such a tax has often
been referred to as a Tobin tax, but following enbar of more recent propositions it presently
seems more appropriate to go beyond this termigaogd to refer to a currency transaction tax
(CCT) or to the broader notion of a financial tect®ons tax (FTT) including all sorts of
financial transactions and not only transactionslving the foreign exchange markets.

While thesetermsare quite recent it may be added that currencys#i@tion taxes have been
attempted previously. Thus according to FlandreaRiere (1999) the three major financial

" As noted by the Commission “while not fully eraatied, pro-cyclical fiscal policies, have also beedass
common” (Commission 2008, p. 4).
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centres of the world economy (England, France aadn@ny) practised a kind of 'Tobin Tax'
(obviously named differently) in the period up ®@14. Even if we have rather little knowledge
of this early 'Tobin Tax' it is a least worth ngfithat it co-existed with a relatively high degree
of net international capital mobility as measumterms of savings-investment balances. Causal
analysis should be avoided on such a fragile bhsisit seems possible to conclude that this
version of the Tobin Tax' at least did not preellmhg-run capital flows and access to external
savings.

The basic idea of the Tobin Tax is quite simplecsicurrency markets are destabilized by
speculative capital flows emanating from margin#ietences in the yield of different assets, in
particular currencies, or from anticipated chanigesurrency values, a very modest taxation
(e.g. 0,1 %) of all transactions involving morerth@ane currency could exercise a stabilising
effect on currency markets by cutting speculatiragactions dependent on equally small
differences in (expected) yield. Tobin basicallppgmsed this taxation in order to stabilize
currency markets. Subsequent analyses, howeveg &lso pointed to potentially positive
effects in terms of revenue generation (e.g. ul Efagl. 1996). There is a trade-off between
stabilization and generation of revenue: the moxe stabilize the less revenue and vice versa.
However, stabilization and generation of revenug beacombined in many different ways even
if total stabilization will exclude income genemati

The last few years have withessed a number of eitvibutions to the debate on currency and
financial transaction taxes (e.g. European Parlr2602, ul Haq et al. 1996, Jégourel 2002,
Jetin & Denys 2005, Landau 2003, Patomaki 2001ulgaister et al 2008, Spahn 2002). Let
me, however, try to summarize some main pointeerdiscussion:

I) The feasibility of a CTT. When assessing thesiiility of the CTT it is necessary to
distinguish between thtechnica) thelegal and thepolitical feasibility of the Tax. The technical
and legal problems involved in a CCT can be solifeae are to believe the conclusions of a
very thorough recent study (Jetin & Denys 2803he real problem is that of the political
feasibility.

The political feasibility of a CTT involves divergj political interests. The basic question to
discuss, however, seems to be whether the imposifia CCT requires the participation of all
countries of the world or whether it is possibleddimited number of countries to introduce the
tax unilaterally. In this respect the conclusiongadbe that it is obviously an advantage if many
or all countries participate in a CTT, but thasipossible for a smaller group of countries (e.qg.
the EU countries) to introduce a unilateral CTToldkems of tax evasion can be countered in
various ways (imposing requirements on banks opegratn a given territory, mandatory
deposits etc’) In addition to this sort of political problemist also rather probably that a CTT
may encounter political resistance emanating frdeology rather than from feasibiffy We

8 And following the recent work by Schulmeister E2@08 we may add that the imposition of a FTTeathan a
CCT in principle would be less complicated becaus& T does not require any sort of discriminatietwzen
different markets.

% In this context we may also refer to the demotisinanade by Schulmeister et al (2008, pp. 24-B8&) the
British “stamp duty” on stock transactions is ratheccessful. A comparatively high tax rate onlstoc
transactions is compatible with the attractiverefdhe London stock exchange. The authors notkisncontext
that “the importance of the tax design cannot beri@ted” (p. 27). This point may also apply in atbentexts.
1 The opposition to a CTT voiced by the Europeart@eBank (2004) is revealing in this regard. Siee detin &
Denys (2005, pp. 184-228) and Wahl (2005).
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may also add to the question of political feadipilhat the degree of political acceptance of or
resistance to ideas of regulating global finangiarkets — via a CTT or otherwise — may to a
certain extent reflect the general economical ameblogical “mood” of our time and
surroundings.

By making this claim | do not wish to rely on amytof crude materialism (“financial instability
leads to a retreat of the forces of global cagitail) but on the other hand it is for instance rathe
unlikely that the present financial crisis and/medk-down will have no effect whatsoever on the
balancing of power between forces advocating anceforesisting a reinforced regulation of
global finance along the lines advocated Here

ii) Originally the Tobin Tax was conceived as astiument for limiting currency crises
by making international capital movements lessifaiolie. One may also say that the purpose of
the tax was to curb the power of capital ownersxiercise exit power on national governments
by capital flight. Subsequently a number of observgave pointed out that a CTT may be
effective only in countering rather small fluctwais of currency markets, while it is rather
useless in case of major speculative attacks becafists modest size. This criticism is
undoubtedly correct regarding the traditional Tobax. However, a consistent way of coping
with this issue has been proposed in the reportntaamded by the German Ministry for
Economic Cooperation and Development (Spahn 2006@)moposed a ‘two-tier" tax where the
'normal’ (very low) Tobin Tax is combined with ggrsficantly higher tax rate which is
automatically activated in case of excessive exghaate volatility”.

i) stabilization versus generation of revenus.entioned previously there is a trade
off between the generation of revenue to resuthfeotax and its impact on flows: the higher the
impact on flows, the lower the generated incomen#stioned previously the original Tobin
Tax proposal was meant to stabilize markets and tootgenerate revenue. However,
subsequently the possibility of generating revenas raised, and furthermore debates on how
to counterbalance the uneven effects of globatisaind on the need for sources for the
financing of global public goodlead to a search for adequate sources of fundintpése new
needs. A number of attempts to quantify the effefta CTT have been madeWhile these
should obviously be treated as highly tentativés tevertheless noteworthy that all the quoted
studies conclude that a CTT (or a financial tratigadax) does have a significant economic
potential in terms of generated revenue.

iv) how to use the revenue from taxation. The @Gi&i§ sometimes been criticised for a
certain vagueness regarding the possible use attlemue generated from a CTT. In view of
the fact that reforms policies are often critici@dbeing too costly, it is in a certain senséeat

1 Or to put it in different terms: we may say thgpexiod of global financial instability and crigisay open a
window of opportunities for social and politicalré®s aiming at curbing the power of capital ownershe
global system. Whether this window of opportunittually will be used and exploited by political ¢es is
another question.

2 The two-tier scheme proposed by Spahn (2002Yikdudiscussed and developed by Jetin & Deny (2005
especially pp. 46-60).

13 possibly linked to the so-called Millennium Devgigent Goals.

14 E.g. by Jetin & Denys (2005, pp. 130-151) and biyulimeister et al. (2008). Jetin & Denys also pieva
useful summary of previous estimates of the paténtif a CTT while the study by Schulmeister dbals on
the potentials of a general financial transactaartot only related to currency transactions.
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refreshing — not to say amusing - to encountersihiisof criticism: what are we going to do with

the money! Yet, the question of how to use the magefrom taxation is a very real issue

meriting debate. A first issue concerns the distiim of revenue between national and
international (or regional) bodies. A second issaacerns the question of whether revenue
should be used (earmarked) for particular purpose@ghether it should provide general income
for recipients (whoever they are: national, regiamanternational).

The question of how to distribute tax incomes betweecipients recalls the classical link
between taxation and representation. Or in othedsvdaxation requires legitimacy in order to
be justifiable. In principle states enjoy a cert@gitimacy — a fact which is not necessarily the
case of international bodies. It could on the otfaerd be problematic simply to allocate revenue
to states since this would run counter to the rHeedhe financing of global projects. Could
these different considerations then be combined® Ways of doing it would be on the one
hand to earmark funds for purposes enjoying a reddyp high popular legitimacy and/or
acceptance: the Millennium Goals could be an examplore specific cases could also be
thought of, e.g. linked to the provision of cheapdmine to developing countries as in UnitAid
which is financed by taxation on air tickets andahitherefore can be considered as a form of
taxation of globalisation. On the other hand aatersplitting of revenue between national and
international recipient could also be developeds Mmwould provide an incentive to national
governments for supporting such schemes. Othes ebrhcentives could also be developed: it
would for instance be possible to link the recagviri funds from an international tax collection
body to the fulfilment of different criteria sucls #he living up to various standards of e.qg.
human and/or social development.

V) The discussion above has focused on the CTWeMer as hinted at above the CTT
may be further extended via a general financiahsgations tax (FTT) as analyzed by
Schulmeister et al. (2008). While there are difiees between the CTT and the FTT in various
respect¥ it is equally clear that there are important pelsirelated in particular to the fact that
both tax forms involve a taxation of financial tsantions — and hence also an attempt to limit
the effects of financialisation and financial lagien economic and social logics. In this regard
the CTT and the FTT are parallel and may be muytweihforcing. Similarly both the CTT and
the FTT may possibly be combined with other softaneasures meant to curb financial
instability if appropriat®.

vi) If we briefly return to the question of molsiing financial resources for the funding
of various sorts of public goods it may also beeatdithat the discussion of the CTT as outlined
above is only one aspect of a larger discussiaragemic and political — about global taxes and
about the governance of globalisation. This disonssill not be discussed any further here but
it worthwhile mentioning that different sorts oteénnational taxes are presently being discussed
(environmental taxes, emission taxes, taxationffo§twre banking centres efé.)Furthermore
the last few years has seen the launching of teedifectively functioning form of a tax on
globalisation: an air ticket tax financing the slyppf cheap medicine for developing countries
via UnitAid"®.

15 |n particular because the FTT applies to all soffinancial transactions whether related to autyemarkets
or to markets and whether involving cross-bordangeactions or all sorts of financial transactions.

16 E.g. limits on capital inflows and capital congrol

Y For a brief survey see Wahl (2006).

18 To my knowledge no research has yet been cartiedroUnitAid and its results (web site:
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7. Concluding remarks

For the last couple of decades the global polits@nomy and a vast number of national
economies have been experimenting with variouss safrtneo-liberal policy strategies. Free
capital movements, the predominance of financetl@dogics of financialisation have set the
framework for global economic developments. Thexe Ibeen no shortage of warnings against
these developments of a finance based globalisatiamd more generally speaking against
ungoverned globalisatibh — but since the outbreak of an open financialisris the late
summer and autumn of 2008, the seriousness ofttlaian has been acknowledged by a great
number of observers, including writers previousfyipg tribute to the virtues of neo-liberal
globalisatioi’. Unregulated financial globalisation is even sasra threat to globalisation in
more general terms and there is a growing anxietlyunless better and more effective forms of
governance of globalisation can be put in placergently — the crisis may imply a major
backlash for the global economy.

The issue of global taxes discussed in the pregguiges is linked to this set of issues. It has
been argued that there is a need for a comprelgeregivm of the international financial system
and various elements in such a reform have beefiyodentified. Some of these elements have
been discussed somewhat more and it is perhapdl as¢his moment of time to insist on the
need for the development of international taxesrascrucial issue out of several for the present
and future forms of globalisation — and why notglebal society. Why? Global taxation is no
panacea but it does provide potential solutionsvtorather crucial issues in the current global
impassefirstly it is a tool for curbing and limiting the econonmgpact and political power of
global capital holders and financial actors. It ntlays constitute a step towards arresting the
financialisation of national and global economisteyns so predominant during the last decades,
and it may also imply a step towards the reinfoeinof voting power (‘'one man = one vote') to
the detriment of capital power (‘one mint = oneeljotSecondlyit provides a potential
instrument for the generation of revenue urgendgded for the financing of global public
goods and/or global redistribution towards partthefworld not or only marginally benefitting
from the gains of economic globalisation.
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