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PREFACE

On 29 May, 1995, representatives of the tradensiieom the G7 countries
met with the host of Halifax Summit, the Canadiaim@e Minister Jean Chrétien,
to present the trade union statement to the Surmdr to this Labour Summit
the Canadian Labour Congress organised a Rouncd Thbtussion for the
international participants and members of the Clx@didtive Committee on the
impact of financial market volatility an employmeartd social policy. This was
addressed by James Tobin, professor of economicgalat university and
Nobel-Prize winner. The Round Table was chaireBdly White, president of the
CLC.

The following paragraphs summarise Professor Te®bitervention and the
ensuing discussion which concentrated on the fdisibf an international
transactions tax. A written paper from Professdriifas annexed, together with
the relevant section from the trade union stateneetite Halifax Summit, the list
of participants and some press comments.

All the participants agreed that the current fiomhg of financial markets
Is having a negative impact on employment and Hes eeduced national
governments' sovereignty to pursue policies tooresfull employment. An
international transactions tax is one element oAtwhUAC's believes to be
necessary - the development of a New Internatiemancial Order.
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"The sun never sets in financial markets from H&ogg to New York." (J. Tobin)

Bob Whiteopened the Round Table and introduced Profesdin.To

James Tobimsaid that most financial transactions on inteamati financial markets were
of a speculative character. They were reversedmatlveek. Long-term considerations based on
economic fundamentals were taken account of leddems. For a typical trader the long-term
began "after the first ten minutes". Speculatiomstgied in the anticipation of how other
speculators would react to an announcement matie imarkets. Increasing speculation reduced
the ability of governments to manage their own ecaies through macroeconomic policies. The
exception was the "Big Three" (US, Japan and Geyjnalnich were powerful enough to control
their own currency areas.

The Bretton Woods agreements had not anticipatedlytfree movement of capital and
currencies. Until recently, most countries had soa@onal controls over currency and capital
flows. Today, absolutely free currency movementsasmeeptualized in the G7, the IMF and the
Maastricht Treaty of the European Union were legudirthe wrong direction. National autonomy
was sacrificed for "one-size-fits-all" monetary disdal policies which were subordinated to the
views of financial markets. Desyncronised businegsles across the G7 required a
desyncronisation of policies. The same policiedccoat be applied in the US, Japan and Europe
simultaneously.

The Mexican crisis had shown the disaster thattéed of free capital movement could
bring about. The 50 billion dollar bail-out was wesstined to bring about structural improvement
in the Mexican economy but to restore the confidesfdche markets, and this despite the fact that
Mexico has been considered a sound economy eveortsgrvative economists. High interest
rates and drastic budget reductions were the s@niNHi prescription which Mexico had to
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follow. Chile stood in contrast to Mexico. In siaml circumstances Chile had introduced a
transactions tax on capital inflows at a time whregarest rates had to be raised, in a deliberate
attempt to discourage short term "hot money" inflo

The introduction of a "Tobin tax" of 0.5 per cemt spot transaction of currencies would
give a strong incentive for long term decision mgkilt would amount to a 1 per cent tax at an
annual rate on a "round-trip"speculation. The weslge meant to reduce volatility in the market
induced by short-term speculation, whereas theglotegm costs were trivial, e.g. in the case of
a ten year investment in a factory, the levy wagligible, whereas for a week, it would be
enormous.

A frequently cited objection to the proposal waes tisk of evasion and the movement of
activity to tax havens. However banks could begealimore effectively and it seemed unlikely
that major banks would in reality shift their adymo Tahiti or the Cayman Islands.

The implementation of the tax would require thé-Itdd change its role. An amendment to
the Bretton Woods Agreement should give the IMRésponsibility of administering the tax and
require IMF members to levy it. Countries who dat nomply with the rules would be barred
from IMF membership.

With one trillion dollar gross transactions evday, a realistic potential revenue of 500
billion dollar per annum could be raised takingact of the fact that the purpose of the tax was
to reduce short term transactions. Most transaxtimre traded between the US and Japan, and
the lion's share of the money would be levied indan and the US. The money could serve an
international purpose and it was not surprising tihe proposal had raised interest amongst the
international agencies. The United Nations needpgat from other sources of income.

In discussion a wide raging debate took place mieBsor Tobin's presentation.

Peter Coldrick(ETUC) felt that European Monetary Union would listecally be
established earlier than a Tobin tax. EMU was ¢ier for trade unions to achieve political and
social union in Europe. EMU would act as an effecbrake on currency speculation.

James Tobimeplied that personally he was very sceptical atimilikely harmonisation
of fiscal institutions, social security systems #aabur markets so as to allow for EMU. There
was no automatic equilibrium for the whole contin&MU would also make it impossible for
individual countries to adjust their currenciesi&ional or regional needs.



Luigi Cal (CISL) asked whether a Tobin tax could have irdtery effects through
discouraging activity and whether there was a hjgkbetween the tax and the discussion of a
social clause and the debt burden of developingtces. The tax revenue could be used for
developing countries to cope with their obligatictmsmprove labour standards.

James Tobimeplied that the tax was intended primarily tdoes economic sovereignty
for individual countries. The tax would also ongnsist in a moderate and neutral interference in
short-term transactions and had no impact on loteger decisions.

Etsuya WashigRENGO) said that for the tax to be effective amd@void evasion, all
countries would have to modify their tax regimeswdver the real problem seemed to be a lack
of coordination and cooperation. Collective leadigrsvas necessary and a reform of the
international financial institutions especially i~ was urgent.

James Tobirsaid that governments could enforce the levy plevithe political will
existed. Having free markets everywhere would radtera perfect world. It was conceivable that
in a crisis situation the IMF could increase th&erof the tax temporarily to cope with the
situation.

Antonio Lettieri(CGIL) reminded the participants that trade uniaese paying a high
price for currency speculation and monetary ch&mintries whose currencies had sharply
appreciated were facing slower growth, whereasedgding countries suffered from higher
inflation and restrictive monetary policies. Theulk in both cases was lower employment. In
Italy, an increase in interest rates of only h@iéecentage point would raise debt service payments
by ten billion dollars, the exact equivalent ofisgg which had been achieved in pension fund
disbursements in Italy during long and painful negmns between the unions, employers and
the government. This was a clear example for hdovtefof structural reform could be wiped out
by speculation over night. Europe needed EMU toamrae the domination of one currency and
the entailing deflationary policies in countriesoMollowed Germany's monetary policy which
itself was fixed for purely national reasons.

James Tobirstated that a return to fixed exchange ratescdiagllevel with currencies
pegged to the dollar and gold was not feasiblenaoie. The resources which were available to
Central Banks through the IMF were tiny comparegrigate funds available in international
markets. He also warned that with EMU there wowddnb possibility any more to devalue a
national currency in Europe.



James ClancfNUPGE) asked whether a 1 per cent tax rate wifisiently large to act
as an effective deterrent to currency speculators.

James Tobineplied that the tax was a potentially strong flgreen the fact that arbitrage
in the markets was based on very small day-to-dfgrehces of currencies.

Bill Jordan(ICFTU) posed the question as to when nations dvbale the political will
to intervene in international financial markets.

James Tobipointed to the major research effort which wasamily being undertaken on
the issue by the United Nations Development ProgramThe UNDP's interest was not to
administer the tax itself nor to receive a consiler amount of the revenue from it, but to analyze
whether and how the tax receipts could be useddeelopment purposes at a time of growing
needs and declining ODA budgets. The tax wouldneatsimilar way to petrol or tobacco taxes,
i.e. it would discourage a certain type of behavlmpmarket agents, nevertheless it would still
generate significant revenue.

Carlos CustefWCL) commented that speculation was damagingymtoce investment
and increasing the debt burden of developing castr

James Tobirresponded that the Tobin tax was not intendedftaence distributive
policies at national level. On the other handpitld be envisaged that a combination of the tax
with an increase in the IMF's Special Drawing RsgfBDR's) would counter-balance any
inflationary effects of the SDR increase.

Basil Hargrove(CAW) remarked that financial markets were actalgost like an
un-elected world government. If a Tobin tax wadeantroduced, what would be its effects on
real interest rates and on foreign direct investmainch was essential for virtually all countries?

James Tobirresponded that it was the deregulated marketsttamadvedge between
interest rates of different countries that had pdgieal interest rates up. Secondly, the tax was to
small to deter a ten or twenty year long-term patigte foreign investment, but had a large effect
on short-term transactions of one week.

Dieter Schult€DGB) said that volatility in currency markets wast a new phenomenon
but had existed since the end of the Bretton Wagdtem of fixed exchange rates. In principle,
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the long-term relationship between currencies waolgdespond to economic competitiveness.
An appreciation of a currency was therefore anesgon of competitive strength of a national
economy. In Europe, changes in parities had laig@iyesponded to this pattern over the longer
term. However the current flux of parities did notrespond to a rationale, but was exaggerated
by short-term speculative currency movements. Téds to effects on the real economy.
International trade and capital flows and econgmiecy measures were destabilised. The crisis
in Mexico had shown that the gains from long-terd aften very painful structural adjustment
could be wiped out over night. For Germany whicls Wi by sharp appreciation of the Deutsche
Mark this meant strong incentives to invest abraad shift production to foreign countries.
Governments therefore had to find solutions foritlegeasingly divergent interests between the
financial sector ("Wall Street") and the real eqogdq"Main Street").

Cooperation was needed to reduce the impact céroey speculation on exchange rates
with the aim to harmonise interest rates in thedahmajor currency zones of the world. This
should, however, not be done through an increaisgdrest rates in the depreciation countries of
the United States and Western Europe. It would baggart with a reduction of interest rates in
Germany. Secondly, trade unions were demandingtamationally coordinated exchange rate
policy and a new international regulatory framewditkirdly, more direct control measures were
needed. Minimum capital requirements as they ekist&ermany for new financial instruments
such as derivatives could reduce speculative mowemé-urther measures such as strict
requirements for disclosure and a mandatory remprof windfall profits from currency
transactions were also needed. A Tobin tax on gbort speculative transactions could also act
as a disincentive. Professor Tobin's proposal lsadogen taken up recently by the former French
president Francgois Mitterrand at the UN Social Sutmim Copenhagen. Even though the
implementation of these measures appeared diffitudt trade unions felt the necessity to
continue the debate.

James Tobineplied that nobody should expect the G3 to haimeoor even fix exchange
rates. The G7, in turn, was the place to discuse expansionary fiscal and monetary policies in
Japan.

John Evang§TUAC) said the question had been raised as totvaae unions appeared
more concerned by financial market volatility tHarsiness. The reason was that the restriction
of sovereignty over economic policy was leadingegoments to deregulate labour markets and
therefore of crucial concern to unions. Some contaters were arguing that a conflict existed
between "efficient" financial markets and "inefiot" labour markets. He raised six questions
which had not yet been raised in the discussion: -



-In attacking "bad" speculation might a transadtitex also reduce legitimate hedging and so
unwillingly increase exchange rate volatility?

-Did the growth of derivative markets increasephbssibilities for evasion of the tax?

-Could a range of national level instruments basaged as outlined in the TUAC statement if
international agreement on the tax was not forthiegth

-Might a Tobin tax be more effective if introducasipart of a package of measures to build a new
international financial order as called for in TH@AC statement?

-For employment, what was more important to pustcémrdinated growth policies or a Tobin
tax?

In his response, James Tolsiaid that he presented his arguments to many ®ssine
groups as well trade union audiences such asnbisAdthough the tax would hit both "good" and
"bad" speculators, the effect would be that thel"lshort-termists would be discouraged more
than the "good" long-termists. As far as the edficly argument of markets was concerned, one
had to look at the enormous costs of unpredictaloieements. Individual hedging could reduce
individual risks but logically could not reduce ®satic volatility. The tax should be treated as
an item in its own right. It would be impossiblettx derivatives markets but taxes on spot
foreign exchange transactions would also ultimatedynper derivative trading where this
involved currencies. And finally, the G7 meetingHalifax could move on two "tracks", i.e. take
decision to reform the IMF as he proposed and etsime time agree economic policies for
growth in each of the seven countries.

Bob White (CLC) thanked Professor Tobin for his presentatida emphasised the
relevance of the discussion to the trade union mev¢ and said that the notion of a transactions
tax was one that the trade union delegation woeldalsing in their meeting with the host of the
Halifax Summit that afternoon.



ANNEX|

A CURRENCY TRANSACTIONS TAX, WHY AND HOW
JAMES TOBIN

| proposed a uniform worldwide tax on spot tratisas across currencies in 1978 in my
presidential address to the Eastern Economic Aassmici | have written and spoken on the
proposal several times since, but I'm not the tgpsage ardent crusades for my crackpot ideas
-- unlike my great predecessor at Yale, Irving €ishwarned the organizers of this conference
that | don't have anything significant new to saylee subject.

When foreign exchanges seem to be messing up amgratd economic affairs in the
ways that seemed to me in 1978 to be inevitableprogosal gets discovered or rediscovered.
Recently it has been discovered by a non-econoaanstituency, those looking for ways to
finance the United Nations and other internatiaggncies when the demands upon them are
exploding and the member nations are stingy in @ioyg them.

Flexible or adjustable currency exchanges ratas filee movement of funds across
currencies are a compound hazardous to the ecor@aith of nations. So say both logic and
experience. One way out, of course, is to make angh rates inflexible and unadjustable --
irrevocably fixed, as is true within the United t8&or Canada or the United Kingdom or other
federations, and as may eventually be true withenBuropean Union. However, as the slow and
rocky road to Maastricht repeatedly shows, permiacgmency unification requires economic,

! This paper was that presented to a conference lobalization of Markets at CIDEI
Universita La Sapienza, Rome, October 27-28, 1B84ised on 1/11/95 it uses in part materials
in "Two Arguments for Sand in the Wheels of Intéior@al Finance", by Barry Eichengreen,
James Tobin, and Charles Wyplosz, published ifctonomic Journal, January 1995.



political, and social convergence well beyond thad@ieved in the decades since the Treaty of
Rome. Extensions of currency unification to all &e, to the whole Group of Seven, to the
emerging industrial economies of Asia, to the whabeld, are many decades more distant.

For a long time ahead, we are stuck with nationakncies, trying to find the best way to
live with them. Yet vast funds are prepared toteage away differences in national interest rates
and to speculate on exchange rates. Here, as ig ataer dimensions of life on this globe,
technologies have outrun economic, political, aodas institutions. It is important to make
distinct national currencies tolerable and to makernational money and capital markets
compatible with modest national autonomy in moryeterd macroeconomic policy. That is the
economic motivation for proposals to throw somentksan the wheels" of the over-efficient
international financial vehicles.

This is, in a sense, a move backward, towardsexbleange and capital controls that made
past international regimes workable. But it is im@ot not to restore the hodge-podge of
nationalistic and bureaucratic controls of thosesdimstead, let us seek an internationally agreed,
symmetrical, and neutral way to slow down intewai financial flows, and one with minimal
deterrence of trade in goods and services and raimmerference with efficient allocation of real
capital among nations.

The traditional controversy between "fixed" antbdfing” exchange rate regimes is
obsolete. Both regimes are vulnerable to capitalements across currencies. Both involve
changeable exchange rates and invite transactmr@dfit from interest differentials and
exchange rate movements. In a floating rate regiimese movements occur in markets,
overwhelmingly as a result of private transactidh®ugh sometimes with official currency
interventions as well. In a fixed rate regime, demin the parities which national governments
and central banks are committed to maintain invdedéerate official decisions, usually forced
by a government's inability to fulfil earlier solamommitments.

Speculation on currencies occurs in both regiestalgia for the pre-1971 Bretton
Woods system or for a full-fledged gold standafigécts a "grass is greener” syndrome rather than
thoughtful analysis. In those fixed-rate regimagyency parities could be changed and were
changed. In their best years regimes benefitted fiocumstances that do not now obtain. First,
they were managed by a dominant country with gafiidnternational financial clout to make its
own currency invulnerable, the pre-1914 gold steshtbgy Great Britain, the 1946-1966 Bretton
Woods system by the United States. Second, the dtienal members of the system could and
did protect their currencies by exchange regulatenmd capital controls. Anyway, private funds
ready to speculate on currencies were much lessdable threats than they have become now
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that they greatly exceed central banks' reseniesd, voters were more tolerant of the economic
costs of maintaining over-valued exchange ratesvddays governments are held much more
responsible for macroeconomic outcomes than béfer&econd World War or even in the early
postwar years.

The crises and defections that afflicted the EeaopMonetary System in 1992-93 are
convincing recent demonstrations that adjustablgs @ee not viable. Consequently, serious
advocates of official parities have been moving ams market flexibility by widening
substantially the bands of permissible deviatioosfparities, and by smoothing-formulas for
automatic adjustment of the central parities thdévasetowards market experience. Even so,
these parameters of the system, the central gaaitié the limits of the bands, remain vulnerable
to speculative attack whenever it appears thatritlkes of official change in them are
predominantly in one direction. Wide bands did pr@tvent exchange crises in Europe in recent
years, or in Mexico in winter 1994-95.

At the same time, experience since 1971 has ifdlefd the more extreme claims of the
advocates of floating rates. They thought that argke rates could be left wholly to private
markets, that official neglect of them would be mb&uously benign, indeed optimal.
Governments, it turned out, could not be indifféencurrency markets. Volatility in exchange
rates and interest rates induced by speculationcapdal flows could have real economic
consequences devastating for particular sectorsvante economies. For example, the surprise
appreciation of the U.S. dollar against the Japgagen in the early 1980s nearly destroyed the
American automotive industry.

Advocates of floating rates had argued that theylevfree national monetary policies
from constraints imposed by commitments to defeffidial parities. But the same interest
arbitrage that limits the autonomy of a centraldiara fixed-exchange-rate restricts its powers in
a floating-regime. If similar financial assets demoated in two different currencies are perfect
substitutes in private portfolios, they cannot bdidfierent interest returns in their domestic
currencies unless those differences are offsetxpgated exchange rate movements. Central
banks and governments cannot create exchangexgaetations consistent with the domestic
interest rates they desire. It is true that exchangrket volatility itself should make assets in
different currencies imperfect substitutes and tereabit of room for independent monetary
policies. But the swings in pervasive market seatinthat generate much of the volatility are not
helpful.
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Globalization of financial markets has been a nmherialded achievement. Innovations in
technologies of computation and communications, newkets and institutions, and tides of
deregulation have released a flood of domesticiatatnational financial transactions. Vast
resources of human intelligence are engaged. Blydgoss foreign exchange transactions alone
amount to a trillion dollars daily. Economies o&lecare enormous. transaction costs are small
and virtually independent of the amount transackathitrage or speculative transactions in
foreign exchange are so large that minuscule ptrges of price spell enormous gains or losses
on the capital at stake. The outcomes of finanoatkets impinge on real economies, local,
national, and international, where adjustmentskaggish, transactions are costly, transportation
is slow and expensive, substitutions are imperdct time-consuming, and expectations are
fuzzy.

Transactions taxes are one way, a quite innoocwaysto throw some sand in the wheels
of super-efficient financial vehicles. A half pentdax translates into an annual rate of four
percent on a three months' round trip into a forenpney market, more for shorter round trips. It
is this effect that creates room for differencesdomestic interest rates, allowing national
monetary policies to respond to domestic macroaomneeds. The same tax would be a smaller
deterrent to slower round trips. It would be a gtglle consideration in long-term portfolio or
direct investments in other economies. It woulddoesmall, relative to ordinary commercial and
transportation costs, to have much effect on conimbdde.

J.M. Keynes pointed out in 1936 that a transastia could strengthen the weight of
long-range fundamentals in stock-market pricing, a@minst speculators’ guesses of the
short-range behaviours of other speculators. Theesgpplies to bond markets and to foreign
exchange markets. Recently speculators in all themecial markets have focused on particular
items of news, especially on macroeconomic evestédistics, and policies. Keynes' beauty
contest applies: speculators concentrate on haawtidrkets" will respond to news, not on basic
economic meanings and portents.

The hope that transactions taxes would diminisbegx volatility depends on the
likelihood that Keynes's speculators have shortgizbns and holding periods than market
participants oriented to long-range fundamentbm, it is speculators who are the more deterred
by the tax. But it is true that some stabilizingngactions might also be discouraged,;
fundamentalists alert to long-run opportunitiesated by speculative vagaries would have to pay
the tax too. The judgment that those benign inttesrare not now dominant in short runs is based
on a presumption that the markets would not beotatile if they were.
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In any case, the principal purpose of the propdagds to expand the autonomy of
national monetary policies. That does not depenthesuccess of the tax in reducing volatility.
The tax would not, of course, permit national mamronomic authorities to ignore the
international repercussions of their policies. krtigular, the tax could not protect patent
miscalculations in exchange parities; speculagagis from betting on inevitable near-term
realignments would far exceed the tax costs. Nasldvthe tax make macro-economic policy
coordination among major governments unnecessamaegsirable. The G-7 ought to concern
itself, more than it does now, with the world-wiaerage level and trend of interest rates, from
which individual nations should deviate in accoanp and down with their circumstances.

Vast resources of intelligence and enterprisevasted in financial speculation, largely in
playing zero-sum games. Transactions taxes mighbocate some of these resources. To extent
that they do not, they would at least collect ndegeblic revenues for under-supported
international purposes, without the bad side effe€conventional taxes. (I have no estimate of
the potential revenues. The yield of a 0.5% taa dase of a trillion dollars a day is 1.75 trillion
a year. But | assume that the trillion per day @stly derivative transactions, while the tax applie
to spot exchanges.)

In my original article proposing the tax, | advtethchannelling the monies collected by
the tax to international purposes. | mentioned amtipular the World Bank, thinking of
subsidizing loans to poor developing countries. Nmwever, there is a growing constituency of
advocates of the tax for its revenue-raising pakmntot its incentive effects. There is always a
trade-off between these two goals. The more thestageeds in the economic objectives that
primarily motivated me, and the handful of econdswsho agree with me, the less revenues it
collects for worldwide good works. In this casewlwer, there's plenty for both. Certainly the
needs for resources for international purposes bapded, as multilateral peacemaking and
peacekeeping forces are in great demand, and exfiage suffering all over the world.

A foreign exchange transactions tax would applaltsspot exchanges of currencies.
Although collected by the jurisdictions where exulges occur, the tax would have to be
internationally uniform, universal enough to rendefeasible any important tax-saving
relocations of exchange markets. Enforcement wdeftend principally on the major banks of
the world and on the jurisdictions that regulatemh Exchanges between closely related
currencies could be exempted on application fraggtivernments involved to the international
administrator of the system.
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To begin with, an international conference, a ninetton Woods, would have to
negotiate an agreement establishing the systemniraational administrator might logically be
the International Monetary Fund. Or a new inteoral financial agency responsible to the
member nations might be set up for the purposestedsy the IMF and possibly also the Bank
for International Settlements. The administrataggimhbe given discretion to set the size of the tax
within limits. The administrator would assure theformity of the tax among jurisdictions and
would handle the transfers of the agreed sharegw@nues to the designated international
institutions. Exemptions from the tax for linkedm@ncies would have to be adjudicated. The rate
of tax might need to be changed from time to tifie IMF, bereft of its original central functions
by the demise of the Bretton Woods monetary systathsuperseded by regional regimes in
Europe, should welcome these new responsibilities.

Critics of the "Tobin tax" are sure that transasi would be moved from financial centres
to "off-shore" tax-free locations. | suspect thas anger is exaggerated. There are considerable
costs, both fixed and operating, involved in suelogations. Otherwise low wages and rent
already have offered opportunities for saving brage costs and existing taxes and attracted
many more financial activities, markets, and ingtins than they have.

Nevertheless, it is certainly desirable to assumeall jurisdictions cooperate. Therefore,
| propose that collection of the tax be requireceéry member of the IMF, as a condition of
eligibility for credit from the Fund. As a resulgutlaws" not cooperating with the international
tax would probably have difficulties getting creditassistance anywhere.

Most, but not all, of the aggregate revenues c@teby the national jurisdictions would
be dedicated to international purposes and turned ® international institutions. But the
formula for splitting revenues would be progressieor and small countries would keep for
themselves most or all of the revenues they colldat purpose of requiring their adherence is to
prevent them from undermining the system by notigpgating, not to collect major revenues
when they do participate. The big financial powemild be the big sources of revenues for
international purposes.

Other criticisms of the currency transactionsaexvariations on the theme that markets
generate optimal results, so that this interferemd¢bem is bound to be bad. There's no arguing
with true believers in the faith. Given the myriaither hurdles to real commercial and capital
transactions in the world, it's hard to see how thodest tax can result in noticeable distortions.
Indeed if it yields exchange rates that bettereotflong-run fundamentals, it will enhance
welfare.
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Some critics do not sympathize with my objecti¥preserving a modicum of autonomy
for national monetary policies. They regard angigige that currency arbitrage and speculation
imposes on any country as justified. Let all caestavoid demand-management policies, both
monetary and fiscal, and we will all converge to patural rates of unemployment. | think the
experience of Europe over the last fifteen yeaistes that Panglossian view. The theory on
which it is based is mostly a product of Americalore@mists, but fortunately neither our
government nor (at least to date) our central blaa& taken it as seriously as European
policy-makers. | cannot expect those who divergeasically from my macroeconomic premises
to see any good in my proposal.

Finally, of course, | cannot expect bankers ahdrstwho would pay the tax, or suffer any
reduction it might cause in the transactions frohictv they profit, to approve. They, of course,
have considerable influence on central bankers amdhternational monetary and financial
officials.



ANNEX I






ANNEX I

EXTRACTS FROM TRADE UNION STATEMENT
TO THE OECD MINISTERIAL COUNCIL
AND HALIFAX SUMMIT
May - June 1995

Dampening Speculation and Reharnessing Financiakbta

A fundamental dichotomy exists between the interekthe real economy with its need
for low cost and stable finance for investment amgbloyment creation, and the global financial
community with its endemic instability, speculatifecus and short-term profit taking. The
reforms in financial markets have brought aboutesbemefits. But their current functioning now
has serious economic and social costs. On the and long-term real interest rates are
unsustainably high. On the other unwarranted cayréactuations can wipe-out in a day efforts
of a decade to manage structural change in thecealomy. Moreover the growing speculation
in derivatives markets highlights the existenceystemic risk and the need for prudential rules
for financial market operators in both OECD anargimg economies. Deregulation and almost
total capital mobility has in the current clima@ndered impotent central bank intervention in
currency markets. The reserves of the IMF are ipaake in the face of global capital flows.
Financial markets are outside national regulatioth @ return to past national capital controls
would be impractical.

Governments must now restore the balance betweeral and financial economies. The
current financial "order" has unacceptable econ@wsts and represents a fundamental challenge
to international economic governance. A New Inteomal Financial Order must be established
by governments working together in the IMF, the IBahInternational Settlements, the OECD
and the European Institutions. This should incltige following national and international
initiatives:-

National Level Initiatives:
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-the establishment of effective minimum reserveiregnents for the banking system;

-the introduction of capital standards for othgrety of financial activity, particularly securities
dealing;

-the introduction of more extensive disclosure nempents by financial institutions, so as to
increase the transparency of their risk exposure;

-the introduction of minimum deposit periods foodgkerm financial flows;

-increasing the transparency and accountabilityhef operations of the large institutional
investors and notably the reduction of speculatnternational exposure of pension
funds.

International Initiatives

-the progressive removal of structural surplusek deficits on both trade and capital account,
most significantly between the two largest contidos, the United States and Japan
together with the lowering of real interest ratesotigh concerted action by monetary
authorities;

-the introduction of an international tax on foregxchange transactions;

-the certification of financial markets with accaipie risk and prudential controls;

-the introduction of more stable parities betwédendurrencies of the European Union, the Yen
and the Dollar;

-the development in the longer term of an inteameti reserve currency;

-the implementation of international agreementscapital taxation as recommended in the
OECD Jobs Study;

-increased cooperation between taxation and bamkmglatory authorities to eliminate money
laundering resulting from illicit activities;
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-increased international prudential monitoringin&hcial markets.

A combination of national and international initr@s as set out above would replace the
monetary chaos of the present situation with orBesigned to reduce speculation, while
allowing legitimate financial trading for insuranperposes, the benefits of these initiatives
would far outweigh the massive costs of policy tiaerFinancial markets would still operate
autonomously, but financial flows would be dired®aards beneficial long-term investment and
not short-term speculation; currency market vatativould be reduced, thus allowing traders in
goods to plan ahead and obviate the need for hgzdgial the degree of autonomy for government
policy making would be expanded.
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