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Our nation continues to be hamstrung by a recession that led to the current jobless recovery and record deficits. The unemployment rate is now 10.2% and most economists expect it to climb higher.  The jobless recovery suggests that the federal government must continue to prime the economy, but the record deficit is a real obstacle as it has reached $1.4 trillion for 2009.

Following their $700 billion bailout, Wall Street is now enjoying a resurgence in profits and bonuses. But a robust economy needs more than Wall Street profits. Main Street America is strengthened by good paying jobs for all Americans, not just Wall Street bankers.

Transaction Taxes:
To restore Main Street America, the “Let Wall Street Pay for the Restoration of Main Street Act” assesses a small securities transaction tax on Wall Street which will be invested in the current needs of Main Street America. A securities transaction tax is applied to:

· Stock transactions (tax rate will be 1/4 of 1 percent--0.25%), 

· Futures contracts to buy or sell a specified commodity of standardized quality at a certain date in the future, at a market determined price (tax rate will be 0.02%), 

· Swaps between two firms on certain benefits of one party's financial instrument for those of the other party's financial instrument (tax rate will be 0.02%)

· Credit default swaps where a contract is swapped through a series of payments in exchange for a payoff if a credit instrument (typically a bond or loan) goes into default (fails to pay) (tax rate will be 0.02%),

· And options, which are contracts between a buyer and a seller that gives the buyer the right, but not the obligation, to buy or to sell a particular asset on or before the option's expiration time, at an agreed price (at the rate of the underlying asset).  
The tax appropriately disincentivizes excessive speculation because much of the excessive risk on Wall Street is high-volume short-term speculative trading.  Legitimate hedges, likes airlines, benefit from stable prices no longer manipulated by speculative trading.   This could raise approximately $150 billion a year.

The Middle Class is Exempt:

To ensure the tax is appropriately targeted to speculators and has no impact on the average investor and pension funds, the tax will be refunded for:

1) tax-favored retirement accounts,

2) education savings accounts, 

3) health savings accounts, 

4) mutual funds and,

5) the first $100,000 of transactions annually that are not already exempted.

For example, a 60 year old couple with $500,000 in retirement funds, another $100,000 in Health Savings Accounts, $400,000 in mutual funds that cashed out any of it, would not pay any transaction taxes.  If they also hold  $200,000 in IBM stock, they still don’t pay any transaction taxes.  If they sold half of their IBM stock in a year, they still don’t owe any taxes.  If they sold all $200,000 of their IBM stock in a year, they would owe $250.  This couple is generally held harmless by the tax, just like 99% of taxpayers who don’t speculate in financial markets.
Job Creation and Deficit Reduction: 

The revenues from this bill are targeted to the two critical needs of today, job creation and deficit reduction:

1) Half the revenue generated by this transaction tax (approximately $75 billion) will be used to directly reduce the deficit. The federal deficit exploded in 2009 in large part because of the collapsed economy.  Of the $950 billion increase in the deficit from 2008 to 2009, almost all of it is attributable to either lost tax receipts due to the recession or the federal response (for example TARP, ARRA, and unemployment benefits).  Reckless Wall Street speculation brought us to this point, they should be directly responsible for repaying the taxpayers who bailed them out and saved the banks.
2) The second half of the revenue generated by this transaction tax (approximately $75 billion) will be deposited in a Job Creation Reserve to fund the creation of good paying jobs and put Americans back to work rebuilding our nation.  This will boost funding for the Surface Transportation Authorization Act of 2009 and the remaining funds (approximately $55 billion) are set aside for Congress to allocate in future legislation. We cannot wait for the next bubble to pull us out of the recession.  We must invest in our future, our infrastructure, and our middle class.  For every $1 billion the federal government invests in infrastructure  –roads, bridges, water and sewer - 43,000 American jobs are created that cannot be exported.
It Has Been Done, It Can be Done:
The United States had a transfer tax from 1914 to 1966. The Revenue Act of 1914 (Act of Oct. 22, 1914 (ch. 331, 38 Stat. 745)) levied a 0.2 percent tax on all sales or transfers of stock. In 1932, Congress more than doubled the tax to help financial recovery and job creation during the Great Depression.  
The UK currently levies a similar tax, and despite this tax has the highest volume exchange in Europe. In addition, if someone trades overseas, the broker making the trade is still responsible for paying the tax.  This tax does not push trading overseas. 

Key Support for Transaction Taxes:

John Bogle, founded Vanguard in 1974, and served as its CEO for the next 22 years.  
“I would like to express my long-standing and continuing support for a transfer tax on securities transactions, primarily as a way to slow the rampant speculation that has created such havoc in our financial markets, but also for its revenue-raising potential in this time of staggering government deficits.

So I endorse the Harkin-DeFazio bill in principle, even as I would urge that careful study be given to the appropriate level of tax rates and its applicability to various types of investment accounts and financial institutions.”

Paul Krugman, Nobel Laureate Economist 

 “It would be a trivial expense for long-term investors, but it would deter much of the churning that now takes place in our hyperactive financial markets.”

200+  Economists Letter

“The cost of trading financial assets has plummeted over the last three decades as a result of computerization. This has led to an enormous explosion in trading volume, with most trades having little economic or social value and redistributing disproportionate resources to the financial sector. A set of modest financial transactions taxes, which would just raise trading costs back to the level of two or three decades ago, would have very limited impact on trades that have real economic value.”
Overcoming Short-termism. Aspen Institute. Sept. 9, 2009 signed by a number of significant business leaders, including John Bogle, Warren Buffett, John C. Whitehead (former Chairman, Goldman Sachs), Louis V. Gerstner, Jr. (former CEO of IBM,) Richard L. Trumka (Secretary-Treasurer, AFL-CIO) and Peter G. Peterson (Chairman and Founder, Peter G. Peterson Foundation). 
Their first recommendation includes: “implement an excise tax in ways that are designed to discourage excessive share trading and encourage longer-term share ownership.”
Americans for Financial Reform, AFL-CIO, Teamsters, and SEIU

“Your bill would put Wall Street to work for the public good, by placing a modest securities transaction tax on trades of stocks, options and swaps. A tax on these trades has little impact on the average investor or pension fund because they hold their investments for the long-term, but it does disincentivize Wall Street gambling and high-volume short-term speculative trading.”
Weak Wall Street Counter Arguments:

Unsurprisingly, Wall Street began firing back with exaggerated claims which include:
“A transaction tax imposed on purchases and sales of securities would substantially reduce the investment returns of the nearly 90 million shareholders invested in registered investment companies.” 

“ … another unintended consequence of this tax is that raising new funds would be more expensive for U.S. firms. Consequently, there would be a negative effect on capital investment.”

Thankfully, we can take a lesson from history to learn the truth.  The United States had a transfer tax from 1914 to 1966. The Revenue Act of 1914 (Act of Oct. 22, 1914 (ch. 331, 38 Stat. 745)) levied a 0.2 percent tax on all sales or transfers of stock. In 1932, Congress more than doubled the tax (0.4%) to help overcome the budgetary challenges during the Great Depression and WWII.

In 1914, when the first transfer tax was instituted, the Dow Jones Industrial Average (DJIA) was at 60. Despite this tax, the DJIA rose to 381 in 1929. When Congress proposed increasing this tax in 1932, the President of the New York Stock Exchange, Richard Whitney said the tax would:

“seriously curtail, if not destroy our security markets.” 

“prevent investors from selling securities which they own”

“seriously effect our banking system”

“prevent American industry from acquiring new and necessary capital by security issues” 

“the result, inevitably, will be the liquidation of securities and declines in prices”

“therefore, the destructive taxes on securities are a long step toward further continued deflation.”

Congress wisely chose to ignore those scare tactics in 1932 and increased the transfer tax. The result was a DJIA that rose from 41 (the lowest point during the Great Depression) to just under 1000 in 1966, when the transfer tax was eliminated, a 25 fold increase.

