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Abstract

Research background:There are various forms of fiscal taxation of thmaficial assets. In
recent times, the discussion about financial tretimatax in the EU is associated with finding the
solution to problems due to great financial cridife European Commission has made some
efforts to strengthen capital regulation and it bdepted the Directive about implementing en-
hanced cooperation in the field of financial traotigen tax, where it analyzed options and impacts
of FTT according to those countries which haveaayeimplemented similar transaction taxes in
their national legislatives.

Purpose of the article:Our aim is to find out the economic relationshipgween FTT and eco-
nomic growth and to analyze the effect of FTT withelected EU countries.

Methods: In this paper, we will analyze the banking envir@mnin the EU area, and we empha-
size the correlation between tax policy and econaymowth. We will test FTT through three-way
mixed-effects ANOVA, and analyze three Member stalBelgium, Ireland and the United King-
dom, which have very active attitude to implemeotadf FTT within other EU countries.

Findings & Value added: We are interested in: (1) testing the relationdiépween the financial
transaction tax (FTT) and economic growth (GDP) &2) to verify the hypothesis that FTT
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could improve GDP growth in a country. We assuna tha country has adopted FTT in its tax
system, then it will lead to a significant GDP gtbywand so it could lead to financial market
improvement after the crisis. Our results have shtvat an increase in FTT volume would lead
only to a negligible increase in the economic glowt

Introduction

The paper brings a closer view at research initaxatf financial transac-
tions in the EU area. The main aim is to discussrtent problems in
financial accounting and taxation of financial mshents in bank institu-
tions.

The first idea of financial transaction tax in tB& environment has
emerged mainly after the post-financial crisis par{Mihokovaet al,
2018). When we compare the international econortiigssaction taxes are
not new instruments of the economy policy, as tbddveconomies such as
the United States, the United Kingdom, China, Sd{ihea, Japan or Ar-
gentina have taxed transaction volumes of finarasakets or operations at
different rates for long-term period on their dotresarkets. The market
failures, unstable and too volatile developmerfir@ncial asset prices and
a lack of tax revenues from financial serviceststadebate on how to en-
sure the stability of the financial sector afteg tirisis. The transaction tax
theory is based on rational economic expectatiblikgvics & Semakina,
2019) and the assumption that financial marketigpaints maximize their
overall benefits and have all the information ie tharket when deciding
on their investment strategies (Mwetal., 2017; Mittelmaret al, 2017). It
is necessary to know the potential impact of FTTtransaction costs, the
impact on the public revenue, as well as on theabaelfare in the society
(Schéaferet al, 2012; von Weizsacker & Darvas, 2010).

The aim of the paper is to verify the impact of {@aid as financial
transaction tax on the economic growth within talested European coun-
tries. We focus on those Member States which hieady adopted similar
tax in their national tax legislatives. We use ¢hveay mixed ANOVA
design to assess the results. We chose this métigydbecause it com-
pares small samples with dependent continuoushblasand independent
categorical variables. To the best of our knowledgeent authors did not
choose this method to test the effect of FTT btiteiato analyse an impact
of changes in accounting policies o+n decision mgkh companies.

This paper has the following structure. The fiesttion brings review of
recent literature in the field of financial taxatioThe second section pre-
sents the applied methodology and research hypsthBse third section
presents our results, and in the fourth secticeretls a critical discussion
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where we compare our results with similar studieadcounting and taxa-
tion area. The last section concludes.

Literature review

The International Monetary Fund (IMF) has proposedransaction tax
methodology based on the taxation of equities, tahpind debt instru-
ments, and in this form, it is applied by countdesh as the US, Switzer-
land, the United Kingdom or Southeast Asian coaestriThe objective of
the tax on equity instruments (or financial acyividax, FAT) is to ensure
the correct valuation of financial instruments. Hwer, opponents argue
that FAT increases capital costs and leads todaoshare prices, causing
investors to have low returns on investment. Orother hand, the concept
of a financial transaction tax (FTT) is differemidainvolves the taxation of
all financial transactions and all financial instrents (transactions of un-
derlying assets, bonds and derivative instrumergggmption includes
transactions by central banks and central secdefositories. However,
the current discussion at the EU level has ledléssambitious agreement,
and FTT will be applied at rate of 0.2% only to r&saof companies which
are registered in the Member State and whose masstalization is at
least 1 million EUR (euroactiv.com, 2019; Hemmetgat al, 2016;
Claessenst al, 2010).

Fiscal taxes together with bank supervision andt@iapegulatory re-
guirements play an important role in the economgtesn (Wollner, 2014).
To ensure effective financial market, it is impottéo have free movement
of capital. Muraet al. (2017) identify the existence and strength ofrtHe-
tionship between the economic freedom and econgroivth and confirm
the positive effect on the economy. In recent neteaf financial account-
ing, most of the studies deal with problems of flicial reporting and theo-
retically make it clear how international accougtstandards affect inter-
nal environment of a company, the whole economy m@athaging risks
(such as Beattgt al, 2014). There are three main areas to deal withdn
field of financial taxation: (a) determining therfio of taxation for financial
instruments, the tax base and the optimal tax (ajeanalysing the depend-
ency of banking regulation and the fiscal systemg &) analysing the
impact of financial tax on economic growth and stweent levels.

Firstly, it is quite difficult to determine whattm of regulation of fi-
nancial services is most appropriate in the rebeafcregulation of the
financial sector (i.e. taxation of gross, or netnactions), and at which
level the tax rate should be set to make the tatesy efficient and optimal
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(such as Dobroviet al., 2018; Andrejovska & Pulikova, 2018; Berger &
Bouwman, 2013; De Mooij & Keen, 2016; Jacobs & Beag, 2014). The
problem is that most financial services are exefrph taxation because
there is an international transfer of capital witthe countries. This insuf-
ficient tax burden of financial sector can causddat problems, and prob-
lems with compensation for costs related to theixriThe advantage of
optimal taxation of financial transactions liestle fact that it would bring
a stable financial system, capital regulation andld limit the speculation
of derivative instruments in tax strategies (Anyek02019; Andriest al.,
2017). The nature of the specific type of finandi@trument and the tax
burden should be considered when determining tteeafathe tax rate for
financial transactions. Tax rate proposals by Etireg from 0.01 to 0.5%
will bring a low burden on financial institutionsé financial services in-
termediaries, while on the other hand, a higheuwal of transactions on
the market will ensure a greater effect of socielfare and more financial
sources in the state budget. Studies such as Poetgi@nd Weaver (2011);
Peraceket al. (2018); Hau (2006); Baltagi and Li (2006) foundt dliat
there is a statistically significant positive redaship between transaction
tax and trading volume, which means that with a \mhime of trading in
financial assets, the final tax revenue from tlengaction tax would be
low. Ruhl and Stein (2014), based on ltalian dedafirmed that the higher
the volatility in the development of financial asgegices, the lower the
liquidity in the financial market. The economicexft of financial manage-
ment decision analysed Okanazu (2018), and sumadbttiat to ensure the
stability, adoption of business solvency is crudmafinancial operations.
The effect of local taxes on budget describes DeErgB016) who states
that taxes play a decisive role, and they senimpertant sources of fund-
ing. Also, Klju¢nikov et al. (2019) confirm the close relationship between
financial management and economic information.

The second area of research of FTT is the anabfsibe dependence
between banking regulation and the impact of taxéise banking sector in
different countries from the perspective of ensyifinancial stability. Au-
thors such as Chaudheyal. (2015), Donohoe (2015) or Capelle-Blancard
and Havrylchyk (2017) seek to analyse how effectigulation and the
fiscal system should look to ensure economic stgbEmpirical findings
have shown that if fiscal taxes are an effectisrument for financial sta-
bility in accordance with banking regulation, th@) funds raised from
bank taxes and charges should be used to createrfaction fund” and
a deposit guarantee fund; (b) the deductible itemiriterest expense on
debt should be abolished; and (c) to avoid doubtation, Member States
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should agree on tax harmonization and introduce nomm accounting
standards for financial operations (Schandlbaut7p

And lastly, let us clarify the recent discussiontba financial transac-
tion tax within the EU countries. It aims to undarsl the effect of this tax
on the harmonization and integration process anantdyse the relation-
ship between FTT and the volume of trading. Theodhction of a finan-
cial transaction tax in the EU is an instrumeneodnomic policy to regu-
late transactions made on the financial market. ifian objective is to
curb speculative market transactions and preveskly rirades that have
been the cause of the financial crisis (Haviernék@vKordos, 2019). From
the perspective of public finances (Dykétaal, 2019; Osipowet al, 2018;
Okanazwet al, 2019), FTT should generate additional tax reveriaecov-
er the financial sector's costs in the contexhefdebt crisis. In the analysis
of FTT revenues, the EC assumes that supplemebntalyet revenues will
increase the stability of financial markets in uta@ times. Studies that
analyse FTT in EU Member States examine its impaaconomic agents,
economic growth, and the effect the tax has oninlegration process.
Hvozdyk and Rustanov (2016) analysed how ltaliafm Bffects the volatil-
ity of the Italian capital market and concludedt tfi@ancial transaction tax
has a positive effect on the cost of capital, lutmpact on market liquidi-
ty. This may mean that the performance of the ahpiairket depends more
on market liquidity and the tax burden is bornefimancial institutions.
Another study by Schulmeister (2008) emphasizets dhtransaction tax
reduces the volatility of asset prices and theréaenue in the EU common
budget would reach 1.6% of GDP at the rate of 0.05%

In summary, we can state that the main benefith@fintroduction of
FTT in the market are:

- reducing the volume of speculative transactiorthénfinancial markets,

— strengthening the efficiency of the capital market,

— transparency of trading on financial markets ire limith the real econ-
omy,

- lower fluctuations in the financial asset prices,

— an additional source of public revenue,

— offsetting losses in the banking sector after thiet drisis,

— preventing fragmentation of financial markets.

On the other hand, the literature also provideslandée of the disad-
vantages of financial transaction tax. Economiotias seek to find a solu-
tion to how transaction tax can reduce the pridatilby of financial assets
and market liquidity, how it affects capital cosighe long-term period, or
they explain the behaviour of economic agentstthatsfer capital to coun-
tries where financial transactions are not taxettotding to expert opin-
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ions (Wang & Yau, 2012; Schulmeister, 2009), to wWeaknesses of the

financial transaction tax belong:

- threat of tax evasion,

— a slight negative effect on economic growth and GDP

- wide tax base (all financial transactions and imsgnts on the market),

— tax revenue depends on the volume of transactioriseomarket,

— higher risk of short-term speculative trading,

— the problem of determining the tax base and whbbeiar the tax bur-
den.

In this paper, we will analyse the effects of FTi the economic
growth. Opinions concerning the positive or negaiffects of the tax on
growth is very different in the literature. Accandito European Commis-
sion, if the tax rate of FTT were 0.1% then theorila be a drop in GDP of
-1.76% in the long run. Griffith-Jones and Pers&@l?) confirmed this
negative impact of the FTT on level of GDP, howewssed on their re-
sults GDP growth falls to -0.2%. On the other hasmiine authors think that
the impact of FTT on economic growth is more likplysitive than nega-
tive, at around a minimum of +0.25%. This effeat t& identified through
channels (i.e. effects on final consumption, aggreglemand and govern-
ment investments) that FTT could improve sustamaybwth. Also im-
portant is the effect on the fiscal consolidatiGtduse tax incomes from
FTT could reduce the cost of government debt (If&ngress of Trade
Unions, 2012; Griffith-Jones & Persaud, 2012).

If we look at FTT implementation through the expade by EU coun-
tries which have already applied similar taxeshigirt systems, there are 12
Member States which have adopted similar finartzalin their tax sys-
tems. The most advocates of the transaction tak@re Germany, France,
Italy, the United Kingdom and Ireland, Benelux éprresented by Belgium
and the Netherlands, the Nordic countries have tie@resentatives in the
form of Denmark and Finland, and V4 countries apresented by Slo-
vakia and Poland. However, within the Member statisout this form of
taxation are the Baltic countries.

The evidence that FTT has an influence on coun@B® growth can
be found within some EU countries, such as:

— Belgium: in comparison with non-European countries, it daslatively
high share of transaction taxes in GDP, on avejagfearound 1% of
GDP.

— Italy: like Belgium, the share of these taxes in GDPerent years has
been ranged just above 1% of GDP.

— France: the value of the share gradually increased to @B@DP.

— United Kingdom: the value of the share has long been at 0.8% d&.GD
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Before we start to analyse an impact of FTT on enoa growth, it is
necessary to introduce a brief description of baglkinvironment to show
why transaction activities realized by banks shdddaxed. As economic
practise has shown, fiscal taxation is chargedquaatly to those economic
sectors which are above-average profitable, ann grefit can increase
revenues in the state budget. Consequently, theeters can improve eco-
nomic development in a country. In general, thekivgnand financial sec-
tor is more profitable than the non-financial sectehich is due to higher
productivity. To illustrate the fact that the bamdisector has sufficient
resources that could be used to generate additbmates for government
budget in the tax form, we followed the sector'sfipability measured
through the development of the two basic indicaterROA and ROE. As
there is an evidence that banks have enough fialaresources and enough
profit, we considered changes caused by the argisanalysed bank prof-
itability in Eurozone in 2008-18. We looked at R@Ad ROE indicators in
Eurozone. These variables show the quality of firEnassets and own
capital, and they indicate capitalization of thekiag sector and provided
lending. As can be seen from Figure, ROE, whicHaemp the efficiency of
own capital, was at the level of 10% in the preisrperiod, then fell sharp-
ly to negative values -4%. The lower values aretdube low interest rates
monetary policy. Lower profitability figures coul@opardize economic
growth, or at least could have a harmful effecthat national level. Also
low ROE can cause difficulties in financing busmestivities, as a decline
in the yields of major banks may signal difficultisn allocating capital to
the market. Since 2012, ROE has improved in vatié80o in 2018),
which means that the ROA indicator expresses d dvefficiency of as-
sets and liability management. Compared to ROMbetter explains the
decline in bank profitability and changes in thereamic cycle after crisis.
On average, value of ROA ranges from 0.4% to 0Je8&m our results, we
see that in 2008 ROA was at the level of -0.11%|eathe decline in 2009
was due to the decline in quality of financial asseet interest and non-
interest income, low refinancing rates and an @seein the cost of provi-
sioning on non-performing loans. Then, due to @riiank arrangements,
its value improved slightly (0.20% in 2010), andnfr 2012 ROA raises
every year (0.43% in 2018). This can indicate trtks in the Eurozone
have overcome problems with assets quality.

To consider operational costs, cost-to-income rattbween Member
States is quite high (above 60%) which means thak® have a negative
perception of low interest rates, weak economiavginoand their attitude
towards financial market activities is uncertaim tthe long term, structural
reforms and the introduction of new investment emmbvation would help
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reduce banks' costs. When comparing profitabilith wS banks, recovery
after crisis is slower on the European market,oaltiin a slight stabilization
of the financial position has been observed sir@42aAKPMG, 2019; De
Haan & Poghosyan, 2012).

As ECB states in Financial Stability Review, banjfefitability plays
important role as a support for economic growtlodpctivity and overall
economic stability. Studies such as Albertagizial. (2010), Bobakova
(2003) or Gambacortet al. (2017) found out that bank profitability (meas-
ured by ROE) can increase economic growth, raiseetéenues and main-
tain macro- and microeconomic stability. Also, thés a hypothesis that
banking sector is under-taxed in comparison to rodmnomic sectors
because of VAT exemption. Within the EU, expertscdss about VAT for
financial services, however, due to specific chiardatics of financial ser-
vices, it is a very difficult topic.

To conclude, because of the financial crisis andilgerest rate policy,
banking and financial sectors noted regulatory ghana decline in net
interest income, an increase in operational andtatagosts and a disrup-
tion in stable development. However, recent datee Istaown that the trend
has turned, cost-to-income ratio has declined gifduand banks have
reached similar profitability as before the crisdguments for taxing the
banking sector claim that it is under-taxed, antheoe is a reason to intro-
duce FTT or other transaction tax with aim to rdal tax revenues. On
the other hand, if FTT applies, there is an emalrwidence that banks can
shift taxation on clients through lower operatingts and provisions.

Resear ch methodology

This paper deals with the issue of taxation, egigdiaxation of financial
transaction tax in the EU Member States. The pljmerses on the analysis
of the need for fiscal taxation in the Europearaiiicial market environ-
ment. We intended to assess whether the benefitsrofiucing transaction
tax would influence tax revenue and economic growtthe country. We
used data from Eurostat database and indicatoral ®BP growth rate —
volume” as well as “GDP and main components” f& étonomic growth
rates. For the tax analysis, we retrieved data fiata on taxation on the
website of the European Commission (EC, 2019).

Since one of the arguments of lawmakers of findricaémsaction tax is
that bank taxation will improve economic growth, selected and tested
three EU Member States which have already adopieddax method into
their national legislatives. If the financial tracson tax had been included
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in the tax system, then an increase in revenuen fros taxation would
lead to economic growth. Our aim is to examine whatmacroeconomic
impact of established taxes has in these countaieb their economic
growth. We will focus on Belgium, Ireland and thaitéd Kingdom, which
have been strongly committed to the adoption of KT Dther countries
over the past year.

As the original proposal of the EC suggested, wedigt that FTT
would strengthen the economic growth and the efficy of tax collection.
In our analysis, we are interested in a) testimgréiationship between the
financial transaction tax (FTT) and economic gro(®DP), and b) to veri-
fy the hypothesis that FTT could improve GDP growtha country. We
assume that if a country has adopted FTT in tatesysthen it would lead
to significant GDP growth, and so it could leadfittancial market im-
provement after the crisis.

We set research hypothesis as follows:

Ho: If the EU country applies financial transaction tdalen this tax would
improve economic growth.

To test the relation between dependent and indegpendariables, we
use three-way factorial mixed ANOVA. This type oétimodology is used
in financial accounting mainly for testing experime research focusing
on the impact of specific accounting policy on isices decisions, changes
in accounting standards and their impact on audpanion, financial man-
agers’ responsibility for the decision to recordamset impairment, or to
find out how financial accounting can be based ytpological, economic
and institutional theories (Libbst al, 2002; Rennekamet al, 2014). We
chose this statistical method because our sampltios one dependent
continuous variable (real economic growth of GD#t)e categorical inde-
pendent variable between-subject (country) andaanegorical independ-
ent variable within-subject (rate of FTT).

ANOVA analysis

For our analysis of financial transaction tax, wkowed general Euro-
pean classification of taxation, as well as we ehfisancial transaction
taxes as they are defined in individual countri&e. chose only those EU
states which have transaction taxes that by natomespond tdhe Pro-
posal for a Council directive on implementing enteshcooperation in the
field of financial transaction taxin the absence of a uniform tax system
between EU countries, we have decided not to uselale taxation in the-
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se calculations, rather the proportion of TiTe. FTT in Belgium, Ireland
and the United Kingdom) to the total volume of stdd taxes in analysed
countries. We used the following formula:

__ FTTy

Tax; = Ty (1)

whereTT;; represents the volume of all taxes paid in indisidMember
state in a given year, afd'T;; expresses the amount of the relevant trans-
action tax in the given country and year. We assuthat this variable
allows better comparison between the Member stdfesanalysed a period
of 2000-2018, excluding years 2008—2009 becautieedfrisis period, and
2015 due to the prudent fluctuation in the Irisloremmic growth. Due to
the fact this model consists of various factors, deeided to test FTT
throughthree-way mixed design ANOVKixed ANOVA allows to assess
the impact of analysed variable by monitoring witfactors and between
factors. In our ANOVA analysis, we chose betweartdaas Country, and
within-factor as period (Years) affthx;;. Our explained variable is repre
sented by Economic growth (Growth).

The main benefit of mixed ANOVA is statistical pawevhich can be
increased by including pre-test and post-test idehdOn the contrary, the
drawbacks are that mixed ANOVA must meet certasuagtions to esti-
mate the main and the interaction effects. OnenagBan is to meet homo-
geneity condition, which means that two groups &hbave approximately
the same error variance. The second assumptitiatisgsiduals must have
normal distribution in all models.

It should be also noted that we chose only threecBuntries in our
analysis. Therefore, to improve this methodology gained better review,
further research should analyse FTT and econonawtrat least within
all Eurozone Member States.

Results

One of the conditions of mixed ANOVA is normality eelected data.
Therefore, we firstly tested normality of variablasd then excluded those
countries which did not fulfil this condition. Weatt to exclude countries
because there is a very short time period sinceethtates adopted transac-
tion tax. After normality testing, we get three Maen states which fulfilled
normality condition, while fofl ax;;variable we chose log of their values.
We measured the economic growth in basic value&ojinFor normality
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test, we chose Shapiro-Wilcoxon test because itbeaalso used for small
samples. We tested normality on significance le¥@k=0.05, and based on
the results, for all three countries, we do nogcethe null hypothesis of
data normality. The results of normality test dreven in the table 1.

In calculation of the variabl&ax;;, we chose two transaction taxes in
all three analysed countries. The detailed chatizatéon of these taxes can
be found in Table 2.

Our basic model for testing FTT and economic groistexpressed by
the following formula:

Yijla~ b+ a; + B + yi + (aB)i; +

(&P + BV e + @BV + £ @)

where Yjq represent the economic Growth of tfeCiountry in the'j Year
of the K" Tax;,, then variablesy; B; v; are the main factor effects for
Country, Year and Tax (aB);; + (xy)i + (BY)j are the two factor
interaction effects for factor interactions; a@y);;, are the three factor
interaction effects. Variable;;;,; is the random error of"kobservation
from (i,j,k) treatment.

Subsequently, we compiled a model (labelled as MaAjl¢o calculate
three-way mixed ANOVA as follows:

Yijia~ o+ a; + v + (aB)ij + €ijiar 3
where Yjq represent the economic Growth of tfeCountry in the'] Year

of the K" Tax;,.
Secondly, the time-adjusted Model B was based isretjuation:

Yijie~ u+a; + (aB)ij + (BY)jk + €ijia 4)

and Model C, that is adjusted for the impact ofgpecificities of the coun-
tries can be expressed as:

Yijro~t + a; + (@B)ij + (ay) ik + Eijia (5)

From our testing of the basic model, we obtainedrtsults (Table 3)
that showed that the impact of defined log varidbde;; is statistically
significant, affecting economic growth for all ays¢d countries and
throughout the reporting period. Model B adjustedtime effects, and
Model C adjusted by country specifics, are showTable 4. For both
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models, the results confirmed that transactiondawere statistically signif-
icant, affecting economic growth in all countriegdall years. This result
follows our presumption. The decisive variable dobnomic growth seems
to be the impact of the introduction and collectantransaction taxes in
Belgium, Ireland and the UK, however, this impacvery small. Based on
our calculations, a 10% increase in g Tvolume will lead to an increase
by 0.00007476% in terms of economic growth (Mode), Ay
0.000080103% (Model B) and by 0.00009935% (Modelv@jich is very
unimportant and negligible economic growth.

We realize that the results are distorted by trwtgberiod of time, as
well as the small amount of tax collection, or kaek of a uniform tax sys-
tem within the Member States. Therefore, an analgkifinancial transac-
tion tax correlations will be the subject of ourther research.

Discussion

Although our analysis has showed that there is oelgligible impact of
FTT on economic growth in a country, our predidggothesis cannot be
rejected. In the hypothesis, we assumed that fleetedf transaction taxes
improves economic growth positively. Our resulisnir ANOVA particu-
larly follow the predictions made by European Cossiun (2013) on the
proposal of FTT. As EC states, the introductiornhi tax can slightly im-
prove and increase the level of GDP, which confiomshypothesis.

However, these results should be interpreted wathtion. Firstly, we
have surveyed a small sample, which included dmniget EU countries (i.e.
Belgium, Ireland and the United Kingdom). We choaby those EU states
which have already applied similar transaction $al#ee the proposed Eu-
ropean FTT and then, from that sample, we seldbiesk countries which
fulfilled the normality test on significance. Sustudies as Griffin and Per-
saud (2012) have made opposite conclusion than burshey used differ-
ent research methods (such as regression anaiffesence-in-difference,
or DSGE models). To improve our conclusions abolit Effect on the
economy, in the next research we will add to mauheither variable (such
as tax rate, predicted tax revenues from FTT ankehaolume) and, to
verify hypothesis, we will also use additional ®f method. Comparing
the recent studies, we have found out that mos$ioagitanalyse transaction
taxes related not to economic growth, but rathenaoket efficiency.

In financial accounting and taxation, regressioalysis is a statistical
method that allows to find out a relationship betwesapital market and
expected profits. For example, Cambetlal. (2011) examined expected
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incomes from financial assets in relationship takeaperformance and
fiscal taxes.

Difference-in-difference analysis (DID) is usedfinancial accounting
to evaluate and compare the values of variabldsirwitme period in two
groups, i.e. in treatment group and control grokpr example, Schan-
dibauer (2017) examined optimal taxation on finahanarket in relation-
ship to equity financing and tax shield. Anotheamyple of using DID is
a study by Cappelletet al. (2017), which explains the effect of FTT on
volatility of the French and Italian stock markatso, Colliard and Hoff-
mann (2013) examine the correlation between FTT stodk markets
through DID and they state that applying FTT wolddd to a negative
effect on market volatility and market volume.

The advantage of DSGE model is that it can estirthetenacroeconom-
ic effects of policy changes. Applied to FTT, DSG&n interpret an in-
crease in corporate income tax or changes in imasdt activities. Howev-
er, as Griffin and Persaud (2012) states DSGE rsauidlect'the critical
difference in the incidence of the transaction taxised by the different
holding periods of the investor”.

Secondly, when we explain our results, we shoulddreful because
there is absence of some other macroeconomic todécthat can influence
our analysed variable in a significant way. In madel, we did not include
market volume or volatility of assets prices. Hoag\these indicators have
also significant influence on the volume of FTTdaherefore we should
include them in future research.

Conclusions

In this paper, we dealt with the financial trangactax in the selected Eu-
ropean countries. We intended to assess whethémttbeuction of FTT in
some EU countries would influence economic growthaipositive way.
Our motivation to write this paper was to open hate among the public
on this special and very recent issue and to disbosv to improve and
harmonise taxation in the EU.

We used mixed 2x3 between-subjects design mixed WA\ B@ecause of
the small sample. As dependent continuous varialglechose economic
growth, and as independent categorical variableb &Td individual EU
country were selected. Our results have showedfthatll three analysed
countries the effect of FTT is statistically sigcéint, but very negligible.
Based on our calculation, a 10% increase in FTTimel would lead to an
increase by 0.00007476% in economic growth (Modelwile in adjust-
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ed Model B it would increase by 0.000080103% and®0009935% in
Model C.

The limitation of this paper lies in the short periof time, as well as the
small sample considered in analysis. In our nesg¢aech, we will focus on
FTT from more detailed review and we will analyse impact of FTT
within all EU11, respectively at EU-27 level, usimgo additional methods
to verify presumptions.

In the further research, we see an opportunityeming in on prediction
of tax revenues from FTT in correlation to GDP. &I our opinion it is
challenging for future research to identify thedesf tax rate and tax base
of common FTT in the EU Member States. This is eisflg important to
know because of the discussion about fiscal harsation and integration
process.
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Annex

Table 1. Resulting statistic values and p-value of the Shapiro-Wilk normality test

W (Test statistics) p-value
Country log Taxgy,, Growth log Taxgy, Growth
Belgium 0.94849 0.94183 0.4661 0.372
Ireland 0.95392 0.97047 0.5543 0.8462
UK 0.89481 0.94164 0.06642 0.3696

Table 2. Brief description of financial transaction taxes in selected EU countries

Country Tax

Description

Bank Levy and

Belgium Stamp Duty

Levied only in alimited number of cases, e.g. stock exchange tax on
transactions in public securities and other financia instruments (at
rates ranging from 0.09% to 1.32%) (Delaitte, 2019).

Bank levy on
DIRT accounts
& Stamp Duty
(capital
transactions)

Ireland

DIRT is deducted at source by financial institutions. For 2019 the
rate of DIRT is 35% and is due to be reduced to 33% for 2020 and
remain at that level. (Revenue.ie, 2019)

Stamp duty at a rate of 1% of the consideration paid for (or, where
relevant, the market value of) the shares of an Irish incorporated
company may be payable by the purchaser or transferee. (Thomson
Reuters, 2019).

Bank Levy and

UK Stamp Duty

The bank levy is a tax on bank liabilities. There is a standard rate,
originally planned to be 0.075 per cent but subsequently repeatedly
raised to 0.21 per cent on long-term liabilities together with a short-
term liabilities rate of half the standard rate. (taxpayersalliance.com,
2019; Gov.uk, 2019).

Table 3. Results for Model A

Mode A df Sum Sq F value p-value
Country 2 0.0096166 20.1952 7.858e-07
Log Tax 1 0.0018061 757 0.008732
Country: Year 3 0.0007440 1.0416 0.384353
Residuals 41 0.0097617




Table 4. Results for adjusted Model B and Model C

Model B/

Modd C df Sum g F value p-value
Country 2/2 0.0096166 / 0.0096166 20.6157/ 6.365e-07 /
20.6122 7.795e-07
Year/Country: 1/3 0.0019352 / 0.0008139 82973/ 0.006287 /
Log Tax 3.4297 0.02621
Country: Year 3/3 0.0008139 / 0.0024002 1.1632/ 0.335405 /
: 1.1631 0.33614
Residuals 41/39 0.0095627 / 0.0090977

Figure 1. The development of profitability in banking sector in EU
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Source: own calculation based on ECB Statistical Data Warehouse (2019).





