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Abstract 
 

Financial Transaction Taxes (FTTs) have been subject to a lot of debate in the recent 

years. The debate is in many cases characterized by an insecurity of the effects of 

FTTs. The research on how FTTs affect the cost of capital is limited. In order to 

provide a valuable aspect of the debate this paper examines how different forms of 

FTTs in Europe have affected the cost of capital in different countries. The CAPM is 

used in order to control for changes in other factors affecting the realized return, 

which is used as a proxy for expected returns. We find that in two cases the 

imposition an FTT and the increase in tax rate of an existing FTT increases the cost of 

capital at a significant level. In one period the change compared to the reference index 

is not significant but the change itself is significant making it hard to draw any 

conclusions. In one period the removal of an existing FTT leads to a significant 

increase compared to the index but the change of the companies inside of the period is 

not significant. This paper provides insights in the FTTs’ effect on cost of capital and 

provides valuable examples on how future research can be conducted to better 

understand FTTs’ effect on cost of capital. 
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1 Introduction 

1.1 Prelude 

In 1978 James Tobin, earlier Nobel Prize winner, published an article in which he 

proposed a tax on spot currency transactions. The tax was meant to be implemented 

on a global level and the purpose was to stabilize the currency market by reducing 

speculation (Tobin, 1978). For a long period of time Tobin-like taxes were only ideas. 

In the wake of the latest financial crisis different forms of taxation of the financial 

sector once again became a hot topic on the international agenda (IMF, 2010). The 

financial crisis had lead to high fiscal costs for governments. Political leaders from 

around the world have been seeking new ways for the financial sector to compensate 

for some of the damage that it caused (IMF, 2010). One of many proposals was the 

imposition of financial transaction taxes (FTTs). Different forms of proposed FTTs 

have been heavily debated among academics and politicians (Schäfer, 2012; Huber et 

al. 2012; Kavelaars 2012). Some people mean that the proposed FTT will have 

devastating effects for the economy and for businesses relying on equity capital 

(CAIM, 2013). Others argue that an FTT will have a positive impact on the market 

(Baker & Jorgensen, 2012). The research on how FTTs’ affect the cost of capital is 

limited. Instead the debate on how the cost of capital is affected by FTTs’ is to a large 

extent based on assumptions. 

1.2 Problem Formulation 

An FTT is a tax levied upon transactions of financial instruments. By increasing the 

transaction costs, FTTs’ makes profits lower for investors when they decide to 

purchase or realize their assets. Return on the invested capital decreases as a result of 

the increased transaction costs (Matheson, 2011). It is interesting to investigate if 

investors seek to compensate for the decrease in return by expecting a higher rate of 

return and hence increasing the cost of equity capital for companies. If FTTs would 

increase the cost of capital, it would risk harming the growth on the markets where it 

is implemented (Baker & Jorgensen, 2012).  
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1.3 Purpose 

The area of interest is in other words how cost of capital is affected by changes in 

transaction cost and in our case the focus lies on changes in transaction costs which 

derive from the imposition, change or elimination of FTTs. The change in return is 

dependent on the investment horizon. Long-term investments are less severely 

affected than short-term investments as the tax is levied upon each transaction within 

its scope. The limited research conducted shows that FTTs’ leads to higher cost of 

capital for companies (Matheson, 2011).  Based on the limited amount of earlier 

research on the area of how FTTs’ affect the cost of capital a hypothesis is formed 

that the imposition of an FTT would increase firms’ cost of capital while the 

elimination of an existing FTT would decrease firms’ cost of capital. The purpose 

with this paper is to test the hypothesis and investigate the relationship between cost 

of capital and FTTs. 

1.4 Research Question 

How do FTTs’ affect firms’ cost of capital?  

1.5 Findings 

In order to find an answer to the research question, daily observations of more than 

500 individual stocks from four different time periods are used. The STOXX Europe 

600 index (hereinafter; EU600) is used as a reference index. EU600 consists of the 

200 largest large cap, the 200 largest mid cap and the 200 largest small cap companies 

of 18 European countries. In two different time periods the imposition of a new FTT 

and its effect on firm’s cost of capital is examined. In one time period the changes in 

cost of capital, which derives from an increase in the tax rate of an existing FTT is 

investigated. In one time period the elimination of an existing FTT and the effect on 

the cost of capital is studied. The first step is to look at the changes in cost of capital 

in the investigated country and then compare to the change in the index during the 

same time period. The difference in the change between the investigated countries 

will then be tested with a simple t-test in order to see if it is a significant difference 

compared to the change in the index.  
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During all relevant time periods the imposition of an FTT or increase in tax rate of an 

existing FTT increase firms’ cost of equity capital compared to the period before. 

Compared to the reference index only two of the three periods involving impositions 

or increase in tax rate is significant compared to the reference index. The results are 

an important contribution to the ongoing debate about different forms of FTTs’. In 

one time period the results are not as anticipated where the elimination of an existing 

FTT increases firms’ cost of capital. The change is statistically significant when 

compared to the companies of the index but not when compared to the companies 

inside of the examined country.  

2 Theory 

2.1 Background 

The recent financial crisis resulted in parts of the financial sector in need of 

government support. It became apparent that the financial sector had a high inherent 

risk. Given that background measures was being planned in order to take measures 

against the financial sector. In June 2010 the IMF published the report A Fair and 

Substantial Contribution by the Financial Sector, Final Report for G-20. In the report 

a tax on financial transactions is discussed among other different levies and taxes with 

the intent of generating revenue for governments, finance future government support 

to the sector and to reduce the risk for future crises. A tax on financial transactions 

has also been discussed within the European Union. This resulted in a proposal of an 

introduction of a financial transaction tax from the European Commission in 

September 2011. The proposal suggested that an FTT should be implemented by the 

first of January 2014. (Almenberg & Wiberg, 2012) The FTT proposed by the 

European Union would apply to all transactions made by financial institutions 

involving all instruments on all markets in which there is a link to the Euro FTT-zone 

(Credit Suisse, 2013). 

2.2 Financial Transaction Taxes 

Financial transaction tax (FTT) is a general term including a variety of taxes imposed 

on transactions involving different financial instruments. This paper will focus on 
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taxes on security transactions this is also the most common form of FTT. A security 

transaction tax (STT) can apply to shares traded on official exchanges as well as 

shares traded off exchange, or both. The tax could also apply only to corporate shares, 

or to shares in non-corporate businesses. The tax is usually an ad valorem tax based 

on the market value of shares being exchanged. (Matheson, 2011) 

 

Another transaction tax is the currency transaction tax (CTT) sometimes called Tobin 

tax. It is a tax on foreign currency exchange transactions and in some cases their 

derivatives. A bank transaction tax (BTT) is a tax on deposits/withdraws from bank 

accounts and is usually imposed as an ad valorem tax on a certain percentage of the 

deposit/withdraw. A capital levy or registration tax is imposed on increases in 

business capital. Some countries have imposed an insurance premium tax is a special 

tax to compensate for real, or perceived, under taxation of the insurance industry. A 

real estate transaction tax is levied on the value of land and/or structures sold. 

(Matheson, 2011)  

 

 The purpose of imposing FTTs is to achieve one or both of the following goals; (1) 

raising revenue for a variety of possible purposes and/or (2) helping to curb financial 

market excess (Matheson, 2011). The European Commission motivates an FTT in its 

proposal by the argument that a FTT would improve the financial markets and reduce 

speculation (COM (2011) 594 final). The second argument is that the incomes 

generated by the tax could cover expenses in future crises in the financial sector 

(Almenberg & Wiberg, 2012).  

 

The pros and cons of FTTs’ have been heavily debated especially after the recent 

financial crisis. The proponents of a financial transaction tax mean that there is an 

excessive short-term trading activities in the financial markets due to speculation and 

that this speculation is destabilizing and moves prices away from their equilibrium 

value. In addition the proponents argue that the short-term volatility also causes 

negative effects in medium and long run. The move of asset prices over their 

equilibrium value can encourage speculation over enterprise with negative effects on 

growth and employment (Baker & Jorgensen, 2012). The proponents argue that a 

financial transaction tax would reduce short-term speculation by increasing the cost 

per transaction and thereby stabilize asset prices and improve macroeconomic 
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performance (Schulmeister et. al. 2008; Af Ornäs & Wiberg, 2011; McCulloch & 

Pacillio, 2010). 

 

The critics of FTTs do not agree and argue that the high volumes in the financial 

market mainly depend on the market makers providing liquidity by quoting both buy 

and sell prices. By increasing the liquidity the volatility is decreased and the price is 

moved closer to equilibrium (Cortez & Vogel, 2011). Speculation is in other words an 

indispensable part of both the price discovery process and the distribution of risk. 

Furthermore a large part of the short-term trading would then be hedging and risk 

distribution. The critics also mean that the increase in transaction cost due to a FTT 

will cause liquidity to decline which will increase the volatility of asset prices in the 

short run (Mannaro et al. 2008 ; Cortez & Vogel, 2011). Another argument from the 

critics is that excessive speculation does not cause an endogenous overshooting. The 

critics mean that any deviation from asset prices equilibrium is due to exogenous 

shocks and therefore only a temporary event. (Schulmeister et. al. 2008.) 

 

 The imposition of an FTT raises transaction cost in the same way as an increase in 

brokerage commissions or exchange fees. The effects of raised transaction costs have 

been covered by many earlier studies. These have showed that transaction taxes, like 

capital income taxes lower the return to savings and thereby have the potential to 

increase current consumption by raising the relative cost of future consumption, or to 

decrease existing consumption due to reduced wealth. (Matheson, 2011.) 

2.3 Cost of Capital and Realized Returns 

Cost of capital is the expected rate of return that the market participants require in 

order to draw funds to a particular investment. Furthermore cost of capital is the 

return an investor requires to make an investment including compensation for 

inflation. In other words the cost of capital is an opportunity cost – the cost of 

forgoing the next best alternative investment. Cost of capital is the annual return that 

the investor requires or expects. This is usually expressed in percentage terms of the 

amount initially invested. 
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From a company perspective the cost of capital is the return a company must promise 

to be able to obtain funding in the market. This does not mean that the company sets 

its own cost of capital, instead it must enter the market and let the market actors 

determine it. Cost of capital is always an expected return. Therefore analyst and 

investors can never really observe it. To estimate the cost of capital for companies’ 

different types of market data has to be analyzed. (Pratt & Grabowski, 2008, p.3.) As 

cost of capital is the expected rate of return on some base value, the base value used is 

the market value and not the booked value. Market value is the price on the 

company’s stock per share at which it trades. Cost of capital is estimated from market 

data. Cost of capital can be estimated using several different models. CAPM is one of 

the best know models for calculating cost of capital (Sharpe, 1964; Welch 2008; 

Brown & Walter, 2013). Other models include the three-factor CAPM (also called the 

three -factor model) developed by Fama & French (1993). Fama & French (1993) add 

Book-to-market equity and size of the companies to the CAPM value. Pratt & 

Grabowski (2008) analyze the market value of an investment by estimating the cost of 

capital derived from market expectations to the expected future cash flows.  

 

Cost of capital makes it possible to translate expected income flows into an estimate 

of present value. This means that cost of capital is the discount rate expected by 

investors in return for the invested capital. A discount rate represents both the time 

value of money and the risk and therefore represents the cost of capital (Hou et al. 

2012; Pratt & Grabowski, 2008, p.4). 

 

Since cost of capital is estimated from market data various factors can affect the 

estimate. Such factors can be divided into general economic conditions, market 

conditions, operating and financing decisions and amount of financing. ( Mirea et. al. 

2007) 

 

General economic conditions represents the macroeconomic conditions in the 

economy such as the supply and demand of capital within the economy and expected 

inflation rate. This factor is reflected in the rate of return on risk-free investments 

such as the interest rate on government bonds and accounted for in e.g the CAPM 

model. Investors will alter their required rate of return in relation to changes in supply 

and demand of money. For example lenders will compensate their rate of return in 
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relation to changes in supply and demand of money and investors will compensate 

their rate of return for expected changes in inflation. (Sharpe, 1964; Mirea et. al. 

2007.) Some macroeconomic events have proven not to be correctly incorporated in 

the share price, making the realized returns a bad proxy for expected returns (Elton, 

1999).  

 

The market conditions factor is reflected in the risk and liquidity of a security. As risk 

increases an investor will require a higher rate of return. In the CAPM the liquidity is 

supposedly incorporated in the beta-value. This requirement raises in turn the cost of 

capital. Low liquidity in the security could also raise an investor’s required rate of 

return and thereby affect cost of capital. (Sharpe, 1964; Mirea et. al. 2007) 

 

Operating and financing decisions within the company also affects the risk and 

thereby investors required rate of return. The risk within a company can be divided 

into business risk and financial risk. Business risk is related to returns on assets while 

financial risk is related to the company’s financing with debt or preferred stocks. Like 

the market conditions the following risk is supposed to be incorporated in the CAPM. 

Some authors mean that all factors are not sufficiently addressed through the beta 

value and therefore added other factors (Fama & French, 1993). Cost of capital will 

move in the same direction as the financial risk of the company. (Sharpe, 1964; Mirea 

et. al. 2007.) 

 

The amount of financing the company requires affect the cost of capital for the 

company. As firms financing requirements become higher the firms’ costs for 

flotation and issuing securities will raise, this is also supposedly incorporated in the 

beta value of the CAPM. Investors may also require higher rate of returns to invest 

larger amounts of capital. Investors hesitation to management’s ability to absorb the 

capital into the business may also raise their rate of return and thereby the cost of 

capital for the company. (Sharpe, 1964; Mirea et. al. 2007.)  
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2.4 Financial Transaction Taxes Effect on Asset Valuation and 

Cost of Capital 

Earlier studies on transaction taxes effect on stock markets and asset valuation 

provide no clear results. (Phylaktis & Aristidou, 2007) However a significant number 

of studies show that the taxed assets price is reduced as a result of the imposition of 

FTTs (Kupiec 1996; Matheson, 2011). Investors will try to compensate for the 

increase in cost of disposing and holding a security by requiring a higher rate of return. 

The cost of capital will therefore increase for entities emitting taxed securities 

because of the higher transaction costs. (Matheson, 2011.) 

 

In the IMF working paper Matheson presents a model of the impact of a transaction 

tax on security valuation and cost of capital. The model shows how the imposition of 

FTTs proportionally reduces the value of a security. 

∆= 1−
1− 𝑒!!"

1− 1− 𝑇 𝑒!!" 

Where ∆ is the change in value of a security as a result of an FTT. 

 

The impact of a transaction tax on the price of a taxed asset is dependent on the 

holding period of the asset. The value of an asset with a shorter holding period will be 

more affected by an FTT than an asset with a longer holding period. The impact on 

cost of capital is just as the value dependent on the holding period of the security. A 

transaction tax impact on cost of capital is equal to the tax on an asset with an average 

holding period of one year. For securities with a shorter holding period the impact is 

higher and for securities with longer holding periods the impact is lower. On a 

security with an average holding-period of 3.5 months the impact of a one basis point 

transaction tax would reduce the market value by 0.8 percent and increase cost of 

capital by about 3 basis points using the same period. A 10 basis points transaction 

tax would reduce the market value by 7.6 percent and increase cost of capital by 25 

basis points. For stocks with less capitalization, longer holding-periods and wider bid-

ask spread these effects would be smaller. The introduction of a transaction tax will 

also increase the average holding-period for stocks with an initial narrow bid-ask 

spread such as large cap stocks, which will reduce the effects on market value and 

cost of capital. (Matheson, 2011.) 
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3 Method 
3.1 Introduction 

Several methodological issues are apparent when assessing how an FTT affects the 

cost of capital. To begin with the time periods to use when evaluating the impact has 

to be set up.  

3.2 Choice of Relevant Time Periods  

The interesting events to search for is changes caused by the FTTs’. The relevant 

dates to search for are dates when FTTs either been imposed, abolished or the tax 

rates of an existing FTT have been changed. Decreasing the tax rate or abolishing an 

existing FTT should have the same opposite effect of imposing an FTT or increasing 

the tax rate of an existing FTT. EU600 have existed since 1986 and hence the above -

described events are of interest during the time period 1986-2013. Furthermore, it is 

important that the FTTs are applicable to market security transactions. Otherwise the 

cost of equity capital will not be affected in the same way. The choice of the length of 

the time periods is subject to some issues. Choosing a long time period will lead to 

more observations and might at a first glance be a good choice for a study like this. If 

the FTT is shown to have an effect on cost of capital, that effect will not be huge, but 

rather small (Matheson, 2011). If long time periods are used, the study risk losing 

validity of the result as many other factors affects the cost of capital for companies 

(Mirea et al. 2007). The longer the time period the harder it is to prove that it actually 

is the imposition or change of an FTT that affected the change in cost of capital. It 

should also be mentioned that the imposition/abolishment or change of FTTs 

normally does not come as a surprise for the market. In other words too short time 

periods cannot be used as the market might have begun to adapt to an upcoming 

change. Using longer time periods would decrease the risk that the change will not be 

observable as the change might already be incorporated in the share price. Another 

risk with too short time periods is that the changes in cost of capital might be the 

effect of other temporary events.  

 

Time periods of four years have been chosen for this study. Two years before the 

event and two years after the event. In some cases data is not available two years after 
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the event. In those cases data from one year before and one year after the event will 

be used. The difference in time periods should not affect the results. The results are 

adjusted for the number of days in the relevant time period. The chosen length of the 

time periods is a result of trying to balance the pros. and cons. with longer time 

periods with the pros and cons of shorter time periods.   

3.3 Choice of Countries and Measurable Events 

To begin with the relevant countries to examine has to be found. In order to measure 

effects of an FTT the relevant countries are those that imposed, abolished or changed 

the tax rates of an FTT. When a country imposes or abolishes an FTT it is possible to 

compare the cost of capital before and after the event. Looking for periods with a 

change in tax rate is motivated on the ground that an increase in tax rate should have 

the same effect as the imposition of a new FTT. In the same way the decrease in tax 

rate should have the same effects as eliminating an existing FTT.  

 

Due to our use of the EU600 as a reference index, countries of the EU600 index is 

examined. The EU600 consists of countries, which in many aspects are comparable. 

They are closely related both geographically and economically. The companies of the 

rest of the EU600 index will be used as a reference index when examining the change 

in companies of one of the EU600 countries. The EU600 consists of the 200 largest 

large cap, the 200 largest mid cap and the 200 largest small cap companies within 

certain European countries (STOXX, 2013). The countries that are a part of the index 

are; Austria, Belgium, Czech Republic, Denmark, Finland, France, Germany, Greece, 

Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden, 

Switzerland and the United Kingdom. Among the countries represented in the EU600 

index several have or have had different forms of FTTs.  

 

France introduced their current financial transaction tax in August 2012, which makes 

it an interesting country to assess. France had a financial transaction tax earlier that 

was eliminated 2008. This leaves us with two relevant time periods to measure the 

impact of the French FTTs. On the other hand measuring the impact on cost of capital 

in the years around 2008 might be hard due to the severe financial crisis taking place 

at that time. As the results is measured against an index of comparable countries and 
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only changes in cost of capital is examined, 2008 will be possible to use in the study 

despite of the financial crisis. It is important to remember what happened at that time 

and search for other country specific events, which might have affected the cost of 

capital (Matheson, 2011). The second relevant event for France is 2012 when France 

imposed a new FTT. Data only existed for one year after the imposition (August 

2012). Therefore longer time period than two years cannot be used (KPMG, 2013).  

 

Belgium increased the tax rates of an existing FTT in January 2012. When the study 

was started data was not available two years after the change in tax rates. This leads to 

the effect that the time period for Belgium will be two years (Deloitte 2012).  

 

Greece introduced an FTT 1998 and the tax was doubled 1999 and then decreased 

again in 2001. This gives us at least one relevant measuring period from when the tax 

was introduced. In this case the most relevant event to use is the imposition 1998. 

Despite of the change in 1999 time periods of two years can be used, as the increase 

in the FTT 1999 should not affect the results in a bad way. The increase 1999 should 

instead have the effect of strengthening the results of the FTT (Phylaktis & Aristidou, 

2007).  

3.4 EU600 Countries with FTTs that cannot be Investigated  

Switzerland introduced its FTT before data from the EURO 600 index existed. There 

have been some changes to the design of Switzerland’s FTT but the changes are hard 

to use as they involve the scope of the tax and not only the tax rate. Therefore 

Switzerland will not be used in order to assess the impact of FTTs’. Finland 

introduced an FTT 1996 but transactions on stock exchanges are excluded making it 

hard to use in our study, as the change in equity capital will probably be hard to 

measure. UK is one of the most commonly used examples of an effective FTT but it 

was introduced before the EU600 started and the latest rate-change was made 1984, 

which is before the EU600 index was introduced. Ireland introduced their FTT before 

the EU600 index but several changes have been made. The changes are however 

complicated in the way that it reduces the effective tax rate for some investments and 

increases it for others. This leads to the conclusion that Ireland should not be used 

when studying the impact of FTTs as the overall effect of the changes is hard to 
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assess. Germany abolished an existing FTT 1991 giving us one relevant time period 

for measuring the German FTT. However due to limitations in the electronically 

available information of constituents of the EU600 index during that time it is not 

possible to access the shares that were a part of the index during that period of time. 

This has the effect that it will not be possible to investigate the effect of the German 

FTT. (Matheson, 2011.) 

3.5 The Use of the EU600 Index 

For every relevant country the companies of the investigated country will be removed 

from the index. This is done in order not to affect the index to changes in cost of 

capital that derives from the investigated country. As an example, when investigating 

France, all French companies from the EU600 will be removed in order for the French 

FTT not to have an effect on the reference index. Some time periods overlap. This is 

the case with the Belgium and the French FTT from 2012. In that case both the 

Belgium and the French companies have to be removed from the reference index in 

order not to affect the result on both periods.  

 

Changes in the composition of the EU600 are made from time to time. This means 

that it is important to choose a time when the index is “frozen” in regards to each 

analyzed time period. The index is “frozen” at the time of the event (e.g. the 

imposition of the FTT). This means that the same composition of companies will be 

used for measuring the cost of capital before and after the event. The choice to freeze 

the index is made in order to increase the reliability of the study. Some companies do 

fall out or emerge during the relevant time periods. These companies will be removed 

from the country list as well as the index list for the entire time period.  

3.6 The Three Different Steps in the Research Design 

Data for all steps will be accessed using the financial database Datastream, which is 

distributed by Thomson Reuters. The research design is divided in three different 

steps to minimize possible errors.  First of all the time period before and after the 

event will be compared within the selected countries. This is a comparison strictly 

inside the country where the change in cost of capital is assessed. This change will be 

controlled against changes in the risk free rate and changes in the beta value of the 
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measure companies. The average cost of capital will be calculated for the entire 

period before and the period after the event. Realized returns will be used as a proxy 

for expected returns. 

 

In step two the changes in cost of capital before and after compared to the EU600 

index will be compared using the same methodology as in the first step. The same 

procedure will be repeated using a moving average of 30-day periods before and after. 

The moving average will look at the average change in return over 30-days and then 

moved 15 days until the day before the event. The 30-day periods before the event 

will be compared with the 30-day periods after the event. The moving average will 

provide us with several data points and will make it possible to test the results using a 

paired t-test. The t-test will be used in order to determine if the results are statistically 

significant. For the t-test a 95 % significance will be used as a limit for when the 

change is statistically significant. (Körner, Wahlgren, 2006.)   

 

As a last step the change inside of the examined county will once again be examined. 

A moving average will be used to determine if the change is significant within the 

companies of the examined countries when the period before and after is compared. 

The change should be significant in both step two and three in order to draw any 

conclusions.  

3.7 The Different Steps Explained 

In order to control for other factors affecting the cost of capital the Capital Asset 

Pricing Method (CAPM) is used. CAPM is a model for calculating the theoretical 

price of an individual security or portfolio. The model was developed by Sharpe 

(1964) and Lintner (1965) and builds on the portfolio choice model developed by 

Harry Markowitz (1959). CAPM is based on the premise that investors are risk averse 

and will only invest if the expected return exceeds the perceived risk (Fama et al. 

2004, p.26). CAPM is used for calculating the cost of equity of an asset in relation to 

risk and expected return. Choosing CAPM for this study is motivated out of the 

simplicity of the model. Since several different countries is examined, it is important 

that the model used is easy to apply to the data. Introducing more factors may also 

increase the risk for the result deviating from the real situations. It is also of value to 
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mention that since this study only search for if there are changes in the cost of equity 

capital, no exact numbers on the change have to be found. Instead it is more important 

to use a measurement with a low value volatility as the result otherwise might be 

hidden or exaggerated because of a deviation in the measurement. This gives the 

CAPM advantages, as it is a simple model. The alternatives, like for example Fama & 

Frenchs (1993) three factor model would mean adding a lot of work and risk 

producing less accurate results. The simplicity of the CAPM is critical to our choice 

of method. Despite of severe criticism from some academics (see for example Fama 

& French, 1993 and 1996) the CAPM is still recommended by some academics for its 

simplicity and because of the lack for alternatives (see for example Welch, 2008; 

Brown & Walter, 2013) and a preferable choice for a study of this extent.  

𝐸 𝑅 =   𝑅! +   ß(𝑅!!𝑅!) 

The CAPM consists of a few different elements. The critical factor is the market risk, 

or the beta value (ß). The ß is a measurement of the risk looking at the average 

deviation on returns. The historical ß-value “897E” in Datastream, which is the 

normal ß expression will be used. The ß-variable “897E” is calculated assessing 

change in share price compared to change in index price on a montly basis over a five 

year period. The ß values will be collected for each quarter of the relevant time 

periods. An average ß for the period before the event and another average ß for the 

period after the event will be applied to the observations. Changes in ß during the 

relatively short time periods are usually small (Datastream, 2013).  

 

The also CAPM consists of the risk free rate (Rf) and the market risk premium 

(MRP). The MRP in turn contains of the expected market return (Rm) less the Rf.  

Rf will be calculated from using 10 years government bonds according to the standard 

use of CAPM (Mukherji, 2011). A long-term bond is used because shares typically do 

not hold a maturity date. When using government bonds Thomson Reuters 

Government benchmark yields and the datatype yield to maturity (called yield to 

redemption “RY” in Datastream) is used. This is in consistence with earlier research 

on asset valuation. (Stowe et al. 2006; Mukherji, 2011) Tompson Reuters government 

bonds bid yield is used for all shares. 
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The goal of the study is to find the effects of transaction taxes on the cost of capital. It 

is therefore logical to sort out changes in the cost of capital that are based on other 

events not connected to the FTTs. These two variables are the risk (ß) and the Rf. In 

general the area of interest is how the E(R) is affected by taxation of financial 

transaction. But change in the E(R) that is the effect of changes in Rf or ß has to be 

taken into account. This is a result of using realized returns as a proxy for E(R), as 

changes in Rf and ß is not visible.  

𝐸 𝑅 =   𝑅! +   ß(𝑅!!𝑅!) 

 

Rf is subtracted and the expression is then divided by the ß: 

 
! ! !!!

ß
= 𝑅!!𝑅! = MRP 

 

Rm – Rf is the market risk premium (MRP). Realized returns (R) is used instead of 

E(R) and our variable is instead called Ra. Changes in Ra takes into account both 

changes in the Rf and in the ß, which could make the realized return deviate from the 

expected return.  
𝑅 − 𝑅!
ß = 𝑅! 

 

This is the realized return adjusted for the company specific risk and the risk free 

market rate. Data from changes in cost of capital among the companies of the 

measured countries is controlled for changes in ß and in the Rf. Accounting for the Rf 

is necessary when comparing the companies of an FTT-state with other companies of 

other states as the Rf in other cases would be decisive for the change in return. It is 

also necessary to adjust for the Rf when comparing the return before and after the 

imposition within the examined country. The reason for this is that changes in the Rf 

between the period before and after the event, otherwise would risk misleading the 

results. In order to validate the results from impact of factors outside of the CAPM, 

the companies of the examined country is compared to the change of the companies in 

the reference index. As an example macroeconomic events can have a great impact on 

the cost of capital. The comparison will be as follows: 
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∆𝑅!,!!!"#$ = ∆𝑅!
!""

− ∆𝑅!!"#!"" 

 

Where ΔRa, FTT is the change in cost of capital of companies in the examined country 

during the examined time period and ΔRa, EUR600 is the change in the cost of capital of 

companies from the index during the same time period. According to the hypothesis 

ΔRa FTT > ΔRa, EUR600 meaning that the change in cost of capital should be bigger in 

the country where an FTT was imposed or increased, while the change in cost of 

capital should be lower where an FTT was removed, or where there was decrease in 

tax rate ΔRa FTT < ΔRa, EUR600, compared to the change in cost of capital in the index 

during the same time period.   

3.8 Period Specific Methodological Choices 

3.8.1 Greece 1998 

For the period of Greece 1998 there are a few issues when it comes to the reference 

index, EU600. For example the beta values on Italian shares in the reference index are 

not available through Datastream. Because of this all Italian companies are sorted out 

of the reference index (EU600). Another problem arising for the Greece period is the 

government bond used as a proxy for Rf. The used bond (Thomson Reuters) is not 

available for Belgium and Austria during the relevant time period. Instead 

Datastreams benchmark bond series “BRYLD”, which is another bond index, will be 

used. The difference between the two bond indices is negligible and should not affect 

the results.1  

3.9 Possible Errors 

The research design gives rise to several possible errors. One of the biggest issues is 

to understand when the market reacts to the FTTs. The imposition of a new tax rarely 

comes as a surprise for the market neither does the change or elimination of an 

existing tax. An alternative to the choice to use the date when the change is 

implemented is to instead look at the date when the change is announced. There is a 

                                                
1 The two series was compared for the same countries and the change between them in the same time 
periods. The difference between the two indexes on two-year test period was around 0.03% meaning 
that the daily difference is around 3,7 * 10-5 between the Thomson Reuters index and the Datastream 
benchmark bond series. 
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risk that the market has begun to adapt before the tax has been implemented, if the 

announcement date is used this risk is removed. Using the date of announcement 

comes with other problems, as it is hard to assess how big part of the change that is 

implemented before the actual implementation of the change. To minimize the risk 

that the adoption is incorporated in the cost of capital already before the imposition of 

the tax longer time periods could be used. But it should be noted that using longer 

periods of time risk reducing the validity of the results as many events affect the 

transaction costs. When using shorter time periods as in this study, there is a risk that 

the effects are due to temporary fluctuations or macroeconomic events. In order to 

reduce the risk of those kinds of events affecting the results daily data is used and an 

average return is calculated. The study also control for macroeconomic events by 

comparing to results to an index of countries that are closely related both 

geographically and economically.  

 

Other errors involve country specific events of the investigated country. There is a 

risk that the Country performed better or worse than expected and in relation to the 

risk free rate and in relation to the index. This could be dependent on other factors 

than the FTT and could affect the results. There is also a risk that the reference index 

creates an average change in expected returns. When comparing to the examined 

country this issue risk showing changes that actually only is deviations from the 

average change in the index.  

 

In order to measure the impact of the events realized returns is used as a proxy for 

expected returns. There are known weaknesses with using realized returns as a proxy 

for expected returns. Elton (1999) shows that the realized returns deviates from 

expected returns. The deviation is explained by information surprises not cancelling 

each other out, not even during long periods of time (Elton, 1999). This input is of 

course important to take into consideration when using realized returns as a proxy. 

Our study is subject to weaknesses at the same magnitude as relatively short time 

periods are used. Information surprises could affect the assessed stocks in different 

directions the time period before the event when compared to the time period after the 

event. If macroeconomic events affect the result it is still possible to control against 
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the index with comparable countries and will be able to show if other factors affected 

the cost of capital during the relevant period of time.  

4 The Study  

4.1 Greece 1998 

The 19 February 1998 Greece imposed a financial transaction tax on the buying and 

selling of shares. The observations made for this study starts two years before the 

imposition of the tax and continues to two years after. The observations have been 

divided into two periods where the first period stretches from 18 February 1996 to 18 

February 1998 and the second period from 19 February 1998 to 19 February 2000. 

The first period is referred as the “before” period and the second as the “after” period.  

 

Changes in cost of capital adjusted for ß and the risk-free rate, (Ra) 1996-200 

Greek companies  
Ra per year before  -7.02 % 
  
Ra per year after -1.92 % 
  
Change in Ra 

 
5.09  

 

The results show an increase in Ra by 5.09 percentage points after the imposition of a 

financial transaction tax. To verify for possible errors and factors that lies outside the 

scope of the model, the result is compared against the companies on the EU600 index.   

 

Changes in cost of capital adjusted for market risk and the risk-free rate, (Ra) 1996-

2000 

 

EU600 companies  
Ra per year before -4.70 % 
  
Ra per year before -4.17 % 
  
Change in Ra 

 
0.53  

Greek companies  
Ra per year before  -7.02 % 
  
Ra per year after -1.92 % 
  
Change in Ra 

 
5.09  
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The comparison show that the change in return on EU 600 companies had increased 

less than the Greek companies during the period. The change is as anticipated 

according to the hypothesis that. Using only the average change it is not possible to 

statistically prove that there is a significant change compared to the index. To 

strengthen the results and to be able to test if the results are statistically significant a 

moving average is calculated. In order to be able to test if the change is statistically 

significant compared to the EU600 index a 30-day moving average is calculated. The 

change in the moving average of Ra in Greece will then be compared to the change in 

the moving Ra in the EU600 index.  

 

Moving average for the change in Ra comparison  

                                     Greek companies  EU600 companies 

Mean value for  

30-day moving average          0.019                    0.002 

 

A t-test is used in order to validate the results and to examine if the difference in 

change between the Greece companies and the EU 600 companies is statistically 

significant.  

 

1-tailed paired t-test for 30-day moving average  

Significance  >99.95% T-distribution critical value 0.0005    

T-value          4.52                66 degrees of freedom   3.4441 

 

The result of the t-test shows that the 0-hypothesis can be discarded with more than 

99.95% probability. The change is with 99.95% probability higher in Greece than in 

the reference index, which is according to our hypothesis. The change of Ra in the 

Greece companies is examined with a t-test.  

 

1-tailed paired t-test for 30-day moving average of the change inside Greece  

Significance  >99.95% T-distribution critical value 0.0005    

T-value          4.39                66 degrees of freedom   3.4441 

 

The increase in cost of capital for Greece is significant at a high level (>99.95%).  
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4.2 France 2008 

By the first of January 2008 France eliminated an existing FTT that earlier had been 

imposed on stock transactions. To study possible effects on cost of capital the 

observations from the period have been divided into two periods, one before the 

removal of the tax and one period after the removal. The period before the removal of 

the tax stretches from 2006-01-01 to 2007-12-31 and the after period stretches from 

2008-01-01 to 2010-01-01. 

 

Changes in cost of capital adjusted for ß and the risk-free rate, (Ra) 2006-2010 

French companies  
Ra per year before  -3.08 % 
  
Ra per year after -2.84 % 
  
Change in Ra 

 
0.23  

 

 

This result shows that when the FTT was removed the Ra increased by 0,23 

percentage points. The change is not in line with the hypothesis. In order to validate 

the results and exclude errors outside the CAPM-model that could affect the results 

the figures is compared to the companies on the EU 600 index. 

 

Changes in cost of capital adjusted for ß and the risk-free rate (Ra) 2006-2010 

 

The results show that removing the FTT increased the Ra in France while the change 

in the reference index during the same period of time was a decrease in Ra. When the 

results from the French companies where compared against the EU600 index there 

was an increase in return for the French companies and during the same periods the 

return declined in the index. The results are opposite of what was expected. The 

results are tested to see if the difference between the French Firms’ changes is 

EU600 companies  
Ra per year before -1.38 % 
  
Ra per year before -3.15 % 
  
Change in Ra 

 
-1.77  

French companies  
Ra per year before  -3.08 % 
  
Ra per year after -2.84 % 
  
Change in Ra 

 
0.23  
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significant in comparison with the EU600 change. A moving 30-day average is 

calculated  

 

 

Moving average for the change in Ra comparison  

                                     French companies  EU600 companies 

Mean value for  

30-day moving average          0.03                    -0.203 

 

The result of the calculated moving average shows an increase in France and a decline 

in EU600. A t-test based on the 30-day moving average is used to validate the change.  

 

1-tailed paired t-test for 30-day moving average  

Significance  >99.95% T-distribution critical value 0.0005    

T-value          6.52                64 degrees of freedom   3.4491 

 

The result of the t-test shows that the change in France compared to the index is 

statistically significant above a 99.95%-level.  

 

1-tailed paired t-test for 30-day moving average of the change inside France 

Significance      <95% T-distribution critical value 0.05    

T-value          1.47              64 degrees of freedom    1.6690 

 

The second t-test shows that the change in the Ra in the French companies, when the 

period before and after the event is compared, is not significant and could be a 

coincidence.  

 

4.3 Belgium 2012 

By the first of January 2012 Belgium increased the tax rate on an earlier imposed 

financial transaction tax on the buying and selling of stocks. The observations made 

for this study starts one year before the imposition of the tax and continues to one 

year after. The observations have been divided into two periods where the first period 
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stretches from 1 January 2011 to 31 December 2011 and the second period from 1 

January 2012 to 1 January 2013. The first period is referred as the “before” period and 

the second as the “after” period.  

 

Changes in cost of capital adjusted for ß and the risk-free rate, (Ra) 2011-2013 

Belgium companies  
Ra per year before  -5.87 % 
  
Ra per year after -3.76 % 
  
Change in Ra 

 
2.11  

 

The change in return shows an increase in Ra by 2.11 percentage points after the tax 

rate was increased. To control for possible errors outside the model the results where 

compared against the EU600 index. 

 

 The change in Ra shows a larger increase in the Belgian companies compared to the 

companies on EU600 index. To strengthen the results and to be able to test if there is 

a statistically significance of the difference between the change in Belgium and the 

change in EU600 a moving average is calculated. In order to be able to test if the 

change is significant larger in the Belgian companies compared to the EU600 index 

the change in the 30-days moving average of Ra in Belgium will then be compared to 

the change in the moving Ra in the EU600 index. 

 

Moving average for the change in Ra comparison  

                                     Belgium companies  EU600 companies 

Mean value for  

30-day moving average          0.0081                    0.0048 

	  

EU600 companies  
Ra per year before -3.07 % 
  
Ra per year before -1.85 % 
  
Change in Ra 

 
1.22  

Belgium companies  
Ra per year before  -5.87 % 
  
Ra per year after -3.76 % 
  
Change in Ra 

 
2.11  
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The moving average shows a larger increase in Ra in the Belgian companies. Using 

the moving average a t-test is carried out in order to control for possible errors and to 

evaluate if the change in results are statistically significant.  

 

 

1-tailed paired t-test for 30-day moving average  

Significance   >95%  T-distribution critical value 0.05    

T-value          1.762                30 degrees of freedom       1.697           

 

The result of the t-test shows that the increase is statistically significant. The T-value 

is proves that the change was bigger in Belgium with 95 % significance.  

 

1-tailed paired t-test for 30-day moving average of the change inside of Belgium  

Significance  99.5%  T-distribution critical value 0.0005    

T-value         6.412                30 degrees of freedom       3.6459             

 

The change is significant at a 99.95% level. In other words the cost of capital 

increased in Belgium during the measured time period. 

4.4 France 2012 

By the first of August 2012 France imposed an FTT on the buying and selling of 

stocks. The observations made for this study starts one year before the imposition of 

the tax and continues to one year after. The observations have been divided into two 

periods where the first period stretches from 1 August 2011 to 31 July 2012 and the 

second period from 1 August 2012 to 1 August 2013. The first period is referred as 

the “before” period and the second as the “after” period.  

 

Changes in cost of capital adjusted for ß and the risk-free rate, (Ra) 2011-2013 

French companies  
Ra per year before  -2.43 % 
  
Ra per year after -1.43 % 
  
Change in Ra 

 
  0.997  
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The result shows an increase in Ra by 0,997 percentage points after the introduction of 

the FTT in 2012.To strengthen and validate the results and exclude errors outside the 

CAPM- model the results was compared to the EU600 index under the same time 

period. 

 

Changes in cost of capital adjusted for market risk and the risk-free rate, (Ra) 2011-

2013 

 

The comparison show that the increase in Ra where higher in the French companies 

compared to the EU 600 during the same period.  To strengthen the results and to be 

able to test if the results are statistically significant a 30-day moving average is 

calculated. The change in the moving average of Ra in France will then be compared 

to the change in the moving Ra in the EU600 index.  

 

Moving average for the change in Ra comparison  

                                     French companies  EU600 companies 

Mean value for  

30-day moving average          0.10                    0.06 

	  

The result of the calculated moving average shows a bigger increase in Ra for the 

French companies during the entire period examined. Using the moving average a t-

test is carried out in order to control for possible errors and to evaluate if the change 

in results are statistically significant.  

 

1-tailed paired t-test for 30-day moving average  

Significance  <95 %  T-distribution critical value       0.05    

T-value         1.10                30 degrees of freedom   1.6973 

EU600 companies  
Ra per year before -2.16 % 
  
Ra per year before -1.59 % 
  
Change in Ra 

 
0.57  

French companies  
Ra per year before  -2.43 % 
  
Ra per year after -1.43 % 
  
Change in Ra 

 
0.997  
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The result of the t-test shows however no statistically significance at a 95 %-level. 

The change is only significant at an 85 %-level making it hard to draw any 

conclusions. The change might just be a coincidence.  

 

In order to further validate the results a t-test for the change in France between the 

period before the event and the period after the event is conducted. 

 

1-tailed paired t-test for 30-day moving average of the change inside of France  

Significance  >99.95 %  T-distribution critical value       0.0005  

T-value         4.600                 30 degrees of freedom    3.6459 

 

The change is significant at a 99.95% level, proving that the cost of capital increased 

in France during the relevant time period.  

5 Analysis 
In this part an analysis of the data collected during the study is carried out and 

presented. The aim of this study is to examine if financial transaction taxes affects the 

cost of capital of the firms in the country where the tax is imposed or removed. The 

study included two periods of impositions, one period of increase in tax rate and one 

period of removal of an FTT. In Greece 1998 and France 2012 the effects of an 

imposition is studied. In Belgium the effects of an increase in tax rate is examined. 

And in France 2008 the removal of an existing FTT is investigated. The hypothesis is 

that the imposition/increase of FTTs increase the cost of capital in companies that 

becomes subject for the tax and correspondingly a removal/decrease would reduce the 

cost of capital. 

5.1 Greece 1998 

The 19th of February 1998 Greece imposed a financial transaction tax on the buying 

and selling of stocks. The tax rate was doubled in 1999 and later decreased in 2001. 

For this study a period of two years before the imposition in 1998 and a period of two 

years after were chosen. The fact that the tax rate was doubled during the period after 
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(1999) should not affect the results negatively. Instead the increase should provide 

even clearer results if the hypothesis is correct. 

 

When comparing changes in cost of capital adjusted for ß and the risk-free rate 

between the period before the imposition of the tax and the period after the results 

showed an increase in Ra by 5.09 percentage points between the period before and the 

period after the imposition of the FTT. This result would imply that the hypothesis is 

correct however other factors outside the CAPM-model should be considered. During 

the period 1996-1999 the Athens Stock Exchange had a strong positive performance 

and reached an all-time high in September 1999 (Trading Economics). After this 

period the market declined heavily and did not turn to positive until 2003. The 

economic outturn, mainly in the period before the imposition of the FTT, might have 

affected the results. Therefore the comparison with the reference index, EU600, is 

conducted. A factor to consider is that the period covered is during the same years as 

boom and bust of the “dot com bubble” which affected the whole world economy. To 

put the results of Greece in perspective to the performance of other countries the 

results where compared against the companies on the EU600 index. The comparison 

showed that during the same time period the Ra of companies on the EU600 index had 

increased by 0.53 percentage points. The increase in cost of capital in Greece during 

the same period was much higher. This result indicates that the hypothesis is correct 

since a higher increase may indicate that the cost of capital have actually increased as 

an effect of the FTT. To further strengthen the results a 30-day moving average was 

calculated for both Greek companies and the EU600 companies and compared. The t-

test showed that the change in Greece compared to the change in EU600 was 

significant at a high level (>99.95 %). The increase in cost of capital for the Greece 

companies was higher than the increase among the companies in the reference index. 

The results are in accordance with the hypothesis that imposition of an FTT increases 

the cost of capital. A t-test is also used to investigate if the change inside of Greece is 

significant. The results show that the change inside of Greece is also significant at a 

99.95 % level. The Greece results are controlled for other affecting the price by 

comparing the results to the EU600 index. However there could still be the company 

specific events that could affect the realized returns, which is used as a proxy.  
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5.2 France 2008 

The first of January 2008 France removed an earlier imposed financial transaction tax. 

To examine if the cost of capital had decreased after the removal two periods where 

studied. One period 2006-2008 before the removal, and one period 2008-2010 after 

the removal of the tax.  

 

When comparing the period before the elimination of the FTT with the period after 

the elimination the FTT, Ra increased by 0.23 percentage points. The overall change 

in return between the period before and after the FTT implies that the hypothesis is 

incorrect. When comparing the change in France and the change in EU600 during the 

same time period the Ra of the EU600 decreases with 1.77 percentage points implying 

that the hypothesis is incorrect. The t-test shows that the difference in change between 

France and the EU600 is significant at a high level (>99.95 %). The results are 

contrary to the hypothesis. However, the t-test of the change inside of France shows 

no significance (<95 %) implying that the results might not contradictory to the 

hypothesis. The results in the comparison with the EU600 could be explained by the 

fact that some countries inside of the EU600 were severely affected by the ongoing 

financial crisis, like for example: Finland, Greece, Spain, Italy (Eurostat, 2012). In 

other words the change in the French companies compared to the change in the 

EU600 companies is significant but might be due to the above described event. The 

change of Ra among the French companies before and after the event is not significant. 

It is hard to prove any effect of the removal of the French FTT. Finding an 

explanation to why the removal did not lead to a significant decrease in cost of capital 

is hard. One possible explanation is that the announcement was made long before the 

tax was actually removed or that the removal was probable to be implemented before 

the measured period and before the announcement, leading to the investors starting to 

hedge investments by demanding a higher rate of return. This would explain why our 

results are hard to assess. 

5.3 Belgium 2012 

Comparing the changes in Ra of the Belgium companies show that the Ra has 

increased 2.11 percentage points in the period after the increase in tax rate. This is 

according to the hypothesis, as the increase in tax rate will have the same effect as the 
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imposition of a new FTT. When comparing to the change among the EU600 

companies during the same time period, the increase in Belgium is higher. The t-test 

showed that the results are significant above a 95 % level. In other words the change 

is higher in the Belgium companies than in the companies of the EU600 index in 

accordance with the hypothesis. The change between the period before and after the 

event for the Belgium companies is significant at a high level (>99.95 %). In other 

words there is a change in Belgium and the change is difference than in the 

comparable index during the same period of the reference index indicating that there 

is a change as an effect of the FTT. 

5.4 France 2012 

The results of the studied period in the French stock market shows an increase in Ra 

by 0,997 percentage points after the imposition of the FTT. This result is in 

accordance with the hypothesis that the imposition of a FTT leads to increased cost of 

capital. In the companies of the reference index the change during the same period 

was 0.59 percentage points. The increase of Ra in the French companies compared to 

the increase in the companies of the EU600 index is higher. The t-test shows that the 

significance in the difference is not significant (<95 %). The change in Ra of the 

companies in France, when comparing the period before and after the imposition, 

show that the increase is of a high significance (>99.95 %). The fact that the change 

among the French companies is significant, but the change compared to the index is 

not, creates some problems. The change in French companies compared to the index 

might be the result of other factors affecting the cost of capital in the companies of the 

reference index during the measured period. However the change, inside of France is 

still significant at a high level, indicating that the hypothesis is correct, even though 

the indication cannot be seen as strong in this case due to the lack of significance in 

the difference with the change in the reference index.  

5.5 Overall Analysis of the Results 

Our study shows somewhat ambiguous results. For France 20122, Belgium and 

Greece the change of the companies before and after the event is significant and as 

                                                
2 The period 2011-2013. 
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anticipated. In France 20083 the change is not significant inside of the country making 

it hard to draw any conclusions from that period. In Greece and Belgium the change is 

also significant compared to the change in the index indicating that it actually is a 

country specific event, such as the FTT, affecting the cost of capital as anticipated. 

The difference between the changes in Ra of the Greece companies compared to the 

change in the index is high. The high significance of the Greece change can be 

explained by the high tax rate, 0.3 % when imposed and then doubled to 0.6 % 

(Phylaktis & Aristidou, 2007). Compared to the Belgium tax the change only 

represented a 0.05% increase in the FTT (Deloitte, 2012). The change in Belgium was 

still significant (>95 %) but not on the same level as the Greece change. In France 

2012 the tax rate was 0.2 % and 0.01 % depending on the type of transaction (KPMG, 

2013). The low tax rate, compared to Greece, could explain the lack of significance in 

the change of Ra in French companies compared to the change in the EU600 index. In 

France 2008 the change of Ra in the French companies is not significant when 

comparing the period before and after the abolishment of the FTT. One reason for this 

can be the relatively low tax rate of 0.15 or 0.30 % depending on the circumstances of 

the transaction. The tax was imposed on the proportion of the sellers’ and the buyers’ 

part of the trade. A higher tax rate, like the one in Greece, might have resulted in 

significant results, which could be used to draw a conclusion for the period of France 

2008. As this is not the case, any definite conclusions from the France 2008 period 

cannot be drawn. The change in Greece stands out in terms of significance of the 

change. One reason has been discussed above (comparably high tax rates). Another 

reason could be the fact that the tax was increased during the measured period (1999). 

The increase of the tax leads to the announcement and decision date of the increase in 

tax rate is also covered in the period after the original imposition (1998). A known 

weakness of the study is that the market might have begun to adapt already at the time 

of announcement for the change. The Greece period include both the change 

(imposition 1998 and increase 1999) as well as the announcement for the increase 

(1999), which in combination with the high tax rates, could be the explanation to the 

high significance of the results.  

 

                                                
3 The period 2006-2010. 
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The known weaknesses with using realized returns as a proxy for expected returns are 

well known (Elton, 1999). In order to control for mainly macroeconomic impact on 

the realized returns an index of comparable countries have been used as a reference 

when assessing the impact of FTTs’ on companies. This methodological choice 

increases the validity and the reliability of the study. There are still a risk that country 

specific, or even company specific, events, has affected the results. The thought with 

measuring against a reference index is to gain a situation closer to ceteris paribus. It 

should be noted that it is still a well-known fact that macroeconomic events have a 

different impact on different countries. In the reference index the differences should 

equal out but the risk remains that the investigate country is more or less affected than 

the index. The index can be said to provide an average change in the comparable 

countries. Different countries of course deviate from the average change and the 

difference between our examined country and the average change among companies 

in the index might be due to chance. Other factors that can affect the result is the fact 

that the imposition of FTTs often decreases the share value as the investments time 

value decreases when the FTT lower the future yield from investments. Our realized 

returns will therefore first be affected negatively to then increase as the expected 

return increases (assuming that our hypothesis is correct).  

6 Conclusions 
The results of the study do not give a solid answer to the research question. It is 

probable that FTTs affect the cost of capital. A big part of the study points towards 

the fact that FTT’s leads to higher cost of capital but there are several weaknesses, 

which has been discussed above. Only two of four studied periods retrieve statistically 

significant results both in regards to the change in Ra within the examined country and 

compared to the change in Ra of the companies in the reference index. A possible 

explanation for the results not being more evident is the fact that the FTTs examined 

are imposed with a low tax rate and do not affect the cost of capital drastically.  

 

Future research should be conducted on the same topic investigating a couple of 

different issues that became apparent when conduction this study. The future research 

should examine the three relevant time periods in regards to new taxes. The first time 

period should examine the market reactions already when an FTT is discussed. As an 
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example there is a risk that the market start hedging directly as a result of the risk for 

a future FTT. Secondly the reactions when the FTT is decided to be implemented, at 

this point the market know what will come and should start reacting. Thirdly when the 

FTT is imposed. Using the result the above-described study it is easier to design a 

more exact study when assessing the impact of FTTs’ on cost of capital. Our results 

for Greece indicate that there might be easier to observe a change looking at more 

than the date of imposition. This conclusion is, however, somewhat speculative. 

Based on the result of the connection between changes, which derives from the 

discussion, the decision, and the implementation a more extensive study can be 

formed. Several different time periods can be used and a regression set up to control 

for other factors affecting the cost of capital, or the realized returns in case they are 

used as a proxy.  
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Appendix A – Summary of Results 
 

Greece 1998 

 

1-tailed paired t-test for 30-day moving average compared to EU600  

Significance  >99.95% T-distribution critical value 0.0005    

T-value          4.52                66 degrees of freedom   3.4441 

 

1-tailed paired t-test for 30-day moving average of the change compared to EU600e  

Significance  >99.95% T-distribution critical value 0.0005    

T-value          4.39                66 degrees of freedom   3.4441 

 

France 2008 

 

1-tailed paired t-test for 30-day moving average of the change compared to EU600 

Significance  >99.95% T-distribution critical value 0.0005    

T-value          6.52                64 degrees of freedom   3.4491 

 

1-tailed paired t-test for 30-day moving average of the change inside France 

Significance      95%  T-distribution critical value 0.05    

T-value          1.47                64 degrees of freedom   1.6690 

 

 

EU600 companies  
Ra per year before -4.70 % 
  
Ra per year before -4.17 % 
  
Change in Ra 

 
0.53  

Greek companies  
Ra per year before  -7.02 % 
  
Ra per year after -1.92 % 
  
Change in  Ra 

 
5.09  

EU600 companies  
Ra per year before -1.38 % 
  
Ra per year before -3.15 % 
  
Change in Ra 

 
-1.77  

French companies  
Ra per year before  -3.08 % 
  
Ra per year after -2.84 % 
  
Change in Ra 

 
0.23  
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Belgium 2012 

 

 

1-tailed paired t-test for 30-day moving average of the change compared to EU600 

Significance   >95%  T-distribution critical value 0.05    

T-value          1.762                30 degrees of freedom       1.697     

 

1-tailed paired t-test for 30-day moving average of the change inside of Belgium  

Significance  99.5%  T-distribution critical value 0.0005    

T-value         6.412                30 degrees of freedom       3.6459        

 

France 2012 

 

1-tailed paired t-test for 30-day moving average of the change compared to EU600  

Significance  <95 %  T-distribution critical value       0.05    

T-value         1.10                30 degrees of freedom   1.6973 

 

1-tailed paired t-test for 30-day moving average of the change inside of France  

Significance  >99.95 %  T-distribution critical value       0.0005  

T-value         4.600                 30 degrees of freedom    3.6459 

 

EU600 companies  
Ra per year before -3.07 % 
  
Ra per year before -1.85 % 
  
Change in Ra 

 
1.22  

Belgium companies  
Ra per year before  -5.87 % 
  
Ra per year after -3.76 % 
  
Change in Ra 

 
2.11  

EU600 companies  
Ra per year before -2.16 % 
  
Ra per year before -1.59 % 
  
Change in Ra 

 
0.57  

French companies  
Ra per year before  -2.43 % 
  
Ra per year after -1.43 % 
  
Change in Ra 

 
0.997  


