SECRETARIAT

Supporting the Commonwealth Response to HIV:
A Currency Transaction Levy for health

What is a Currency Transaction Levy?

A Currency Transaction Levy is essentially a tax on wholesale or interbank foreign exchange
transactions. Levies on numerous types of financial transactions, such as taxes on share
and bond trading or bank debits, have a long history. However, the foreign exchange market
is an anomaly insofar as it remains untaxed.

In 2007, an estimated US$3.2 trillion of foreign exchange transactions occurred every day.
Over the course of the year, this equated to approximately US$800 trillion’. The proposed
Currency Transaction Levy rate of 0.005% would collect a relatively small amount from the
substantial volume traded to be used to specifically improve access to health services in
developing countries®. For example, a 0.005% Currency Transaction Levy applied solely to
the £, would generate US$4.98 billion annually®. In comparison, a 0.005% levy applied by
India, Canada, or Singapore would respectively yield US$231 million, US$1.4 billion and
US$396 million annually (see Table 1).

Table 1: Estimated annual revenue of a 0.005% Currency Transaction Levy in select
Commonwealth countries.

Country Estimated annual revenue (US$)*
Australia $2,211,000,000
Canada $1,386,000,000
India $231,000,000
New Zealand £627,000,000
Singapore $396,000,000
South Africa $297,000,000

A 0.005% levy applied to all major Commonwealth currencies could therefore generate more
than US$10 billion annually.

Importantly, a Currency Transaction Levy would not alter the structure of the foreign
exchange market and although the proposed rate of 0.005% may cause market activity to
fall by 14%?, it would not affect the normal operation of the market. Between 1998 and 2001
for example, the US dollar interbank market fell by 11% without any effect on the foreign
exchange markets normal operation.
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Furthermore, a Currency Transaction Levy would not extend to the retail foreign exchange
market used by people to change money when they go abroad, buy goods, invest or send
remittances home. As a result, the levy would not directly affect the retail economy. In
particular, the levy would have no impact upon existing trade in goods and services®, it
would not increase the costs of buying goods and services, it would not change the risks of
trading in particular currency-denominated assets and it would have no effect on the
functions performed by any particular currency (e.g. as a medium of exchange, store of
value or unit of account).

How would a Currency Transaction Levy work?

Any Commonwealth country can unilaterally apply a transaction levy to their currency, it
does not require global or regional consensus. This levy would then only apply to all
transactions of that particular country’s currency worldwide, not the transactions of all
currencies in that particular country.

Crucially, a unilateral levy would not be difficult to collect. Foreign exchange transactions are
now fully electronic and are settled using Real Time Gross Settlement systems (RTGS) such
as the Continuous Linked Settlement (CLS) Bank’. In fact, the CLS Bank now settles nearly
all foreign exchange transactions around the world. Furthermore, financial transactions
settling and messaging is now standardised globally through SWIFT (Society for Worldwide
Interbank Financial Telecommunications). It is therefore possible to ‘identify and tax gross
foreign exchange payments, whichever financial instrument is used to define the trade,
wherever the parties to the trade are located and wherever the ensuing payments are
made’®. Given the global reach of a Currency Transaction Levy, there would be little scope
for traders to avoid it. Indeed, the cost of avoiding a levy of 0.005% would be more
expensive than the cost of compliance. Furthermore, a levy would not reduce trade in one or
more financial centres or cause more trading to be conducted offshore®.

A Currency Transaction Levy would also not distort the financial market by causing
economic activity to move from currency transactions to more sophisticated instruments
such as derivatives, or ‘contracts for difference’ (CFDs) and ‘nondeliverable forwards’
(NDFs). CFDs and NDFs are transactions where only the difference between the contracts is
settled as opposed to the gross value of the transactions. This is because when derivatives
contracts, CFDs and NDFs are executed, they too are settled in the same systems as would
be covered by a Currency Transaction Levy.

Finally, a Currency Transaction Levy would not undermine the natural growth of the foreign
exchange market, financial institutions or their clients. For example, if a Currency
Transaction Levy of 0.005% had been levied on the £ in 2004, by 2007 the £ market would
still have increased in trading volume by 26%. Also, given that a levy on a specific currency
would apply throughout the global financial system, the cost would not deter customers from
using one financial institution or centre over another.

The ease with which a Currency Transaction Levy could be applied is highlighted by the
case of INTL Global Currencies, a City of London firm specialising in foreign exchange with
developing countries. In May 2007, INTL Global Currencies ran a week-long trial of a
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Currency Transaction Levy. It raised £4,000 for the charity, Widows and Orphans
International. In his evidence to the All Party Parliamentary Group for Debt, Aid and Trade
Inquiry, Philip Smith of INTL Global Currencies explained that it took a ‘press of a button’ to
add the levy into INTL’s system. Philip Smith said INTL had informed its clients about what
was happening and said the feedback was very positive. Nobody had commented on any
problems and he added that rolling the levy out on a larger basis would be very simple: ‘It's
just an extra feature in our dealing system and | would imagine every financial institution

would have a similar set-up’"°.

Why is a Currency Transaction Levy for health necessary?

The health Millennium Development Goals are already perilously off track worldwide,
including in a number of Commonwealth countries. Progress is particularly limited in meeting
the commitment to halt by 2015 and to begin to reverse the spread of HIV and AIDS as well
as the commitment to achieve, by 2010, universal access to treatment for HIV and AIDS for
all those who need it. In Nigeria for example, just 7% of HIV-positive pregnant women
received AIDS treatment in 2007 and in Papua New Guinea in 2003, less than half of those
aged between 15 and 49 years reported using a condom during their last sexual
intercourse’!. Furthermore, just 14% of people living with advanced HIV in Sri Lanka
received AIDS treatment in 20072 .

Similarly, several Commonwealth countries still face high child mortality rates and poor
maternal health. For example, for every 1,000 live births, approximately 115 children in
Ghana aged under-five and almost 112 children in Angola aged under-one died in 2007
Also, in Sierra Leone, approximately one in 47 live births ends in maternal death™.

According to UNAIDS, US$25.1 billion will be required for the global AIDS response in 2010
for low- and middle-income countries, almost US$12 billion more than was available in
2008'°. Similarly, according to the World Health Organization (WHO), an additional US$251
billion is needed between 2009 and 2015 to strengthen health systems in 49 low-income
countries'®. Although these funding targets overlap significantly and fall short of achieving
the health Millennium Development Goals in full, they make it clear that donor and recipient
countries must meet their existing financial commitments to improve access to essential
health services. However, the global financial crisis threatens to undermine these targets by
decreasing the availability of essential funding, including aid. As a result, new innovative
financing mechanisms such as the Currency Transaction Levy are urgently required to raise
critically needed additional resources for health.

What support exists for a Currency Transaction Levy?
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The global financial crisis, and the role the financial sector has played in this, has led to
increased demand and interest in revised rules and regulations to curb economic risk and
create a more equitable, socially useful global financial system. As these demands have
grown, so too has support for a Currency Transaction Levy within the Commonwealth and
elsewhere.

In August 2009 for example, the UK’s Financial Services Authority Chairman, Lord Turner,
called for discussions on a Currency Transaction Levy. At the same time, Ethical Currency
became the first foreign exchange broker in the world to voluntarily levy 0.005% on all of its
transactions to demonstrate the feasibility of the CTL"".

In September 2009, prior to the G20 Summit in Pittsburgh, G20 leaders expressed an
interest in taking forward the implementation of a financial transaction tax and a Currency
Transaction Levy. The G20 subsequently called for the International Monetary Fund to
explore further the viability of a financial transaction tax.

All of the G10 countries except Canada have levied financial transaction taxes at some time.
Of these, the US, UK, France, Belgium and Switzerland have existing financial transaction
tax regimes. A financial transaction tax is similar to a Currency Transaction Levy. However,
there are some important differences. In particular:

e A Currency Transaction Levy can easily be applied unilaterally.

e A Currency Transaction Levy would not cause trading activities to move offshore.

¢ A financial transaction tax would also apply to the retail market, unlike a Currency
Transaction Levy. As a result, a financial transaction tax would apply to migrant
remittances and individual currency exchanges, for example. However, individual’s
spending money overseas would not notice the difference made by a low financial
transaction tax rate.

In addition, a strong coalition of development and health organisations in the UK, Europe,
the US and across the Commonwealth are leading calls for a Currency Transaction Levy,
backed by strong public support. Over 120 organisations have signed the Currency
Transaction Levy for Health Declaration which urges governments to introduce such a levy
and make sure the benefits are used to reach the health Millennium Development Goals.

Indeed, the financial benefits of a Currency Transaction Levy are substantial. A unilateral
Currency Transaction Levy offers any Commonwealth country a new, domestic form of
additional health revenue. However, several countries could apply a levy and pool the
generated revenue to spend improving health across the Commonwealth. UNITAID, which
is financed principally through aviation levies has helped scale up access to HIV treatment,
especially for children, drive down drug prices and develop new treatments for HIV, TB and
malaria, exemplifies the use of nationally collected tax revenue, pooled internationally and
spent on a global public good. Importantly, it has not required universal participation to work.
Countries that wish to participate work together to harness the income stream. A Currency
Transaction Levy would operate according to the same principle. As highlighted, a levy
applied to the main Commonwealth currencies could generate more than US$10 billion
annually and in turn help Commonwealth countries make substantial and necessary
progress toward the health Millennium Development Goals.

' The Guardian, The time is ripe for a Tobin tax, Thursday 27 August 2009.



