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Recent policy issue: reforms 
• New regulations in Europe and US to improve competition among trading venues 

– competition => fragmentation of order flow 

– Basic idea: higher competition, lower transactions costs, higher liquidity, 
lower cost of capital 

– Issues related to fragmentation: information, competition among traders 

• NMS reg. (1975 => 2005) 

– Venues involved: national/regional exchanges, ATS, Market making securities 
dealers, Automated matching systems 

– Order protection rule:  

• no trade through: If they cannot match an order at the best price, 
platforms must route it the competing venue displaying the better quote 

• Intermarket trading system + private linkages: no protection without 
displaying.  

 



Recent policy issue: reforms 
• MIF directive (passed 2004, implemented 2007) 

– Authorizes new venues to compete with old exchanges (from 
competition on a market to competition between markets):  

• Germany, France, Italy …no more “consolidation rule” 

• Around 100 trading venues in EU 

– Regulatory burdens: the newcomers’ ones lower 

– Best execution: not only price, but price and transaction costs (fees, 
immediacy…) 

• An trader should explain to clients the criteria she follows for 
execution…Client makes “an informed choice” 

– Client handling rule: traders must display non marketable limit order 

• Marketable limit order: order that cannot be executed 
immediately, given the price 

– Full liberation of market for trading information  
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Recent policy issue: reforms 

• Europe less “walrasian” than US as far as information is concerned 
(Petrella, 2010) 

• HFT trading related issues… flash boys… in EU andUS 

– HFT goes hand in hand with fragmentation 

• Debates around MIF’s review:  

– Fragmentation of liquidity may have increased transaction costs: 
trading fees decrease, but huge (IT) investments to monitor the 
markets=> high order processing costs + information asymmetries  

– Fragmentation => information efficiency of prices at stake 

– Opaqueness benefits a small number of large players; Who reaps the 
benefits, if any? 

– Potential increase in uncertainty and risks. 
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Consolidation vs. fragmentation 

• Centralisation on a single transparent market: Centralisation as optimal 
and natural output of competition 

– Microstructure 

• Good points:   

– Economies of scale and scope (Stigler, 1964; Gehrig 1998)  

– Positive network externalities (Di Noia, 2001) 

– Diversification (Ramos-Von Thadden, 2004) 

– Information through liquidity (Pagano, 1989, Glosten, 1994) 

– Competition among brokers brings lower commissions 

– Corporate governance 

• Bonding hypothesis (Coffee 2000) 
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Consolidation vs. fragmentation 

• Various markets 

– Microstructure: heterogeneous preferences of investors and issuers 

• Price discovery process (transparency)  

• Liquidity dimensions… tightness, immediacy, depth  

• Listing criteria 

• Product characteristics (e.g. maturity of future contracts) 

• Default and counter-party risks management (guarantees) 

• Settlement and delivery  

• Quality and quantity of specific assets 

• Other regulations (internal and external), trading rules 

– Corporate governance 

• Barriers to entry (securities, members) 
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Empirical question : what is the impact on market 
quality of regulation affecting the degree of 

competition among exchanges? 

• Difficult to research because major regulatory changes are 
rare events. 

• Main contemporary literature: competition is good 

– Issues related to measurement:  

• for EU, only exchanges and MTF 

• Algo and HF Trading make it difficult to disentangle the 
effects of technology and fragmentation… 

• HFT not easy to detect (proxies)  

– Today market are “complex”: regulation on both market 
and intermediaries 

 



Empirical question : what is the impact on market 
quality of regulation affecting the degree of 

competition among exchanges? 

• Our project : using two major reforms of the Paris Financial Center (1893 
and 1898) as experiments 

– 1893: competition => Paris Bourse and the Coulisse (Curb like market) 

– 1898: consolidation 

• In our story:  

– No technological change 

– No regulation: banking/securities houses; Coulisse 

– Light regulation: Bourse and official brokers 

• Contrary to conventional wisdom: mostly self regulation 
(Hautcoeur and Riva, 2012); just a few articles of law about.  

• Brown and alii,  QJE,  2008: Effect of Consolidated’s competition over 
NYSE is positive  
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The initial situation 

A bi-polar Architecture: Two well differentiated exchanges 
throughout the all 19th century (Hautcoeur-Riva, 2007, 2012) 

  
 

•  Parquet: Regulated Market 

– Monopoly on listed securities’ 
transactions (never enforced 
but with legal consequences) 

– Agents de change: pure 
brokers 

– Strict membership criteria 
and numerus clausus: 
officiers ministériels 

– High listing requirements 

•  Coulisse: form of OTC market 

– Illegal but tolerated, often 
protected by the Government 
(public debt issues). 

– Coulissiers: informed dual 
capacity operators; 
underwriters 

– Loose membership criteria 
with no numerus clausus 

– No listing requirements  
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  Parquet (continued):  

Transparent ex ante and ex 
post market 

 open cry  trading: Fixing + 
continuous auctions 

 Strict trading rules 

 Official list 

Safe market for investors  

 Collective guarantees  

 Members’ monitoring 

Strong integrated organization 

 e.g. settlement and delivery  

  Coulisse (continued):  

 Opaque ex ante and ex post 
exchange 

 Bilateral transactions with 
irregular auctions 

 Loose trading rules (operations 
forbidden on Parquet) 

 No official list 

 Risk for investors (no collective 
guarantees) 

 No collective guarantee 

 No monitoring of members after entry 
(loose) selection 

 Loose organization  

 

Heterogeneity of both microstructures and operators 

implies specialization (French vs foreign securities; 

spot vs forward market) and competition at the margin: 

cross-listed highly liquid international public bonds and 

French SMEs (from late 1892) 
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The Coulisse (1867) vs the Parquet (1873) 



The story in a nutshell  

12 

1882 
WWI 

Crisis and 

scandals 

1893 

DEREGULATION 

1895 

Gold 

mines 

crash 
1898 

REREGULATION 

Parquet’s monopoly on 

listed securities  

Coulisse trades mainly 

highly liquid foreign 

government bonds often 

listed on the Parquet 

 

Fiscal law: any financial 

intermediary can pay the tax 

on any security’s transactions 

Then: any intermediary can 

trade/match orders on listed 

securities 

Coulissiers trade many listed 

securities 

Deposit banks internalize 

Crossing networks surge (ex. 

Petite Bourse) 

Only Agents can pay 

tax on listed securities’ 

transactions 

Then: fiscal 

enforcement of the 

Parquet’s monopoly 

Coulisse’s organization 

Coulissiers in Brussels 

Marché Libre 



The Driving Forces of the institutional Change: 1893 

• The Political framework: financial scandals (1882, Panama, Comptoir d’Escompte), desire to 
control the financial market  

– A “registration”  tax against “speculation”. 

– Post-1882 Debates on the organisation of the financial market.  

• Institutional weakness of the Parquet 

– After the 1882 crash, bad strategic move: suppression of collective guarantees for 
professional operators (Vuaflart 1886, Bex 1888)  

– 1884 law legalizing unions 

– 1885 legalization of forward operations  

– 1890 Parquet new regulations (heavier after 1882 crisis and scandals) 

• Banks’ support to the Coulisse 

– Loss of the collective guarantee 

– Opaque trading system and bankers’ information 

– Bankers and coulissiers on the primary market 

– Coulissiers’ dual capacity and immediacy 
13 

 

 



The Driving Forces of the Institutional Change: 1898 

 The Political context 

L’ Affaire Dreyfus 

Agents’ campaign against German-Jewish coulissiers 

 The 1895 Gold Mines Crash on the Coulisse 

 Restored  collective guarantee by the Parquet 

 De Verneuil  

 Trading facilities proposed  by the Parquet to the bankers break 

the Coulisse-Banks alliance. 

 The fiscal evasion of some Coulissiers 

Conclusion : changes resulted from political economy 

reasons, not from institutions’ optimizing benevolent 

government. 
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« Economic » arguments mobilized by 
interest groups in 1893 

• Coulisse 

– Liberalization would 
enhance competition, 
decrease transactions 
costs (commissions), and 
foster the (international) 
development of Paris as 
financial center.  

–  Market share of the 
coulisse would rise 
because coulissiers are 
more competitive than 
official stock brokers.  

 

• Parquet 

– Liberation would 
advantage the coulisse 
because of Parquet’s 
regulatory burden  

– But, it would harm 
market development: 
unfair prices & 
informational rents in 
the Coulisse 
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« Economic » arguments mobilized by 
interest groups in 1898 

• Coulisse 

– Monopoly would 
increase capacity 
constraints and 
transaction costs. Then, 
it would affect the 
market as a whole.  

 

• Parquet 

– Transparency, safety and 
liquidity (thanks to 
reforms) would improve 
orderly functionning of 
the market and mkt 
development.  
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How to observe it?  
The data : listings, volumes and prices 

 Listings : easy, with some limits for the pre-1899 Coulisse (no list, but 

prices for many securities in various journals) 

 Official list of the Bourse  

 Cote de la Bourse et de la Banque for the Coulisse 

 Comparative data on transactions appear with (and are limited to) the 

transactions tax created in 1893. 

 A change in tax rates in 1895 (75% decrease on French 

rentes) makes a comparison difficult between 1894-5 and 

following years.  

 Interpolation with data from archives to estimate traded 

volumes 

 Then prices are the best data to use  

 Weekly data for selected porfolios in 1892, 1894, 1903. 
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Methodology  
• Transaction costs 

– Direct: fees (insights)  

– Indirect: spreads => the cost a trader must bear for a 
round trip on a given security to balance its portfolio 

– Common metrics  

– Spreads are the more important part of transaction 
costs 

• In a market with equilibrium prices, spreads must be 
estimated 

– Several methods; Results can be sensitive to methodology; 
often requiring information we have not (ex. traded 
volumes for a given stock, nature of transaction).  
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Methodology 

• Roll, 1984:  

– under efficient market hypothesys => no adverse selection component  

– Expected returns are constant 

– No inventory costs 

– Only orders processing costs 

• GKN, 1991:  

– Based portfolio expected returns to extract the expected returns of 
individual securities, in order to purge realized returns from its time-
varying expected return component (assuming that the bid-ask error 
component are cross-sectionally uncorrelated). 

– Takes into account adverse selection 

– Inventory costs 
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Methodology 

• Informational efficiency 

– Co-integration 

• If information flows feely among markets, we get the 
benefits of competition without the perverse effects 
(Glosten 1994 and related literature) 

• Market Dominance:  

– Granger- causality tests  

• Whare does the information come from?  
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Market share of the Parquet in terms of number 
of securities listed 



Listing market shares 
Securities Exchange 1890 1894 1900 1913 

French bonds Parquet 220 239 266 337 

  Coulisse 37 23 40 0 

  % Parquet 86% 91% 87% 100% 

French stocks Parquet 304 236 286 424 

  Coulisse 60 50 163 176 

  % Parquet 84% 83% 64% 71% 

Foreign bonds Parquet 138 173 203 303 

  Coulisse 60 97 65 88 

  % Parquet 70% 64% 76% 77% 

Foreigns stocks Parquet 40 37 60 129 

  Coulisse 52 75 128 82 

  % Parquet 43% 33% 32% 61% 

Total   Parquet 702 685 815 1193 

  Coulisse 209 245 396 346 

  % Parquet 77% 74% 67% 78% 22 

Table 1 Market share of the Parquet in terms of number of securities listed 



Amount of stump duties paid in Paris 

(1893 corrected)  
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Estimated traded volumes  
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Tab. 2bis Estimated traded volumes and French GDP

Coulisse Parquet Paris GDP Paris traded vol/GDP

1892 75,00 35,00 110,00 22,92 4,80

1894 132,01 66,98 198,99 22,44 8,87

1903 50,17 100,75 150,92 26,23 5,75

FFrom Archives:  
1892 data for Coulisse and Parquet 
1895 data for France: 201 bl 
1906 data for Parquet: 95 bl 
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A. Spot and Forward markets
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B. Forward market
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Transaction costs 

• Commissions :  
– legal maximum commissions on the Parquet are 

known; but actual ones difficult to assess 
(minimum commission not always enforced 
mainly because of rebates) 

– Little information on the Coulisse (which also 
asked for commissions). 
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Transactions costs 
• We calculate implicit spreads using Roll’s 

(1982) and GKN (1994) methods, for different 
portfolios (based on type of security; of 
operation; of market) with weekly price 

• Friday opening prices: more than 14,000    

• Portfolios: 1/3 of cross-listed; 3/4 of securities 
over time  
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  Coulisse Parquet 

1892 45 47 

1894 47 49 

1903 39 42 



Market touch in Paris 
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Market informational efficiency 

• Data: Price indices for six portfolios (all non 
stationary and first order integrated); 

• Financial integration of the Paris Financial 
Centre 
- Tests for co-integration;  

• Degrees of efficiency between the two 
markets  
- Which market was informationally dominant?  

- Granger- causality tests between Coulisse and Parquet 
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Portfolios

1892 1894 1903

Cross-listed, fixed income, forward market -1.56 -5.65 *** -4.04 ***

Cross-listed, stocks, forward market -7.51 *** -6.80 *** -6.61 ***

Cross-listed, stocks, spot market -1.96 -2.78 * -2.49

Mono-listed, stocks, forward market -1.43 -2.32 -5.37 ***

Mono-listed, fixed income, spot market -2.62 * -2.12 -1.40

Mono-listed, stocks, spot market -0.93 -2.28 -1.05

Table 5. Tests for cointegration of portfolio indices between Parquet and Coulisse

Engel-Granger (ADF)

Legend: *,**,*** denote significant respectively at 10% (-2.58), 5% (-2.89) or 1% (-3.51). The table provides the 

tests for cointegration (H0: absence of cointegration) between indices of two portfolios of securities in the same 

market segment traded on Parquet and Coulisse.

Financial integration of the Paris Financial Centre 
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1892 1894 1903

Parquet to Coulisse 0.66 0.70 0.38

Coulisse to Parquet 0.53 0.08 * 0.07 *

Parquet to Coulisse 0.21 0.79 0.73

Coulisse to Parquet 0.99 0.00 *** 0.91

Parquet to Coulisse 0.97 0.00 *** 0.57

Coulisse to Parquet 0.30 0.19 0.36

Parquet to Coulisse 0.16 0.20 0.20

Coulisse to Parquet 0.30 0.04 ** 0.02 **

Parquet to Coulisse 0.47 0.62 0.62

Coulisse to Parquet 0.07 * 0.53 0.72

Parquet to Coulisse 0.59 0.75 0.65

Coulisse to Parquet 0.41 0.61 0.36

Legend: *,**,*** denote significant respectively at 10%, 5% and 1%. 

Table 6. Granger-causality tests between portfolios of the Coulisse and the Parquet, by year (p-value)

Granger causality from

Mono-listed, stocks, forward market

Mono-listed, fixed income, spot market

Mono-listed, stocks, spot market

Crossi-listed, fixed income, forward market

Cross-listed, stocks, forward market

Cross-listed, stocks, spot market

Dominance  



Summary of econometric analysis 

• Spreads narrow after 1898 

• Co-integration more frequent in 1894 compared to 
1892 (positive impact of 1893 deregulation); but not 
very lower in 1903 compared to 1894 (little negative 
impact of 1898).  

• Causality runs from Coulisse to Parquet (mostly for 
cross listed securities and forward market, as 
expected); 

– Exception : Parquet dominates the spot market securities 
for stocks (as expected); 

 

 



Conclusions 1/2 
 1893 

Reinforces the dominance of the Coulisse 

Makes the Paris financial centre more efficient in terms of 

cointegration 

 Increases the costs for investors (spreads of Coulisse) 

Stability 

 Short term: it likely facilitates the gold mines’ bubble 

 Long term: not clear but…. After the crash, transactions 

stagnate up to 1898 

 1898 

Substantial decrease in transactions costs 

Stabilization and growth of the market as a whole 
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Conclusions 1/2 
 

• Paris and NY: why are they different?  

– We finds the opposite than Brown and alii, 2008 

• A working hypothesis 

– The outcomes of fragmentation depends on the relative 
level of transparency of the markets involved in the 
competition 

– Consolidated more transparent than  Coulisse?  

– Bourse more transparent than NYSE?  

• Today’s studies focus on high-hand of trading venues… not a 
lot of data from dark pools… 
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Volatility  

40 

VOLAT Paris Coulisse Parquet 

1892 0,0284 0,0282 0,0286 

1894 0,0313 0,0360 0,0269 

1903 0,0186 0,0200 0,0177 
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Transactions au Parquet (timbres) 
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« Tobin taxe » before Tobin: 
Experiments in taxing financial 

transaction in 19th century Paris 

Pierre-Cyrille Hautcoeur 

Angelo Riva 

Amir Rezaee 



Motivation: Hot policy issue  

• G-20 in Pittsburgh in September 2009 tasked IMF to study Financial 
Transactions Taxes (FTTs).  

• In March 2010, European Parliament released a study in FTTs and charged 
European Commission with developing plans for European FTTs. Proposal 
on a EU FTT in September 2011 

• In France, in February 2012, the Assemblée nationale approved a FTTs on 
national basis.  

• FTT is under widespread scrutiny as a result of financial crisis and 
economic downturn.  

• FTTs gain support among countries 

• Some G-20 countries (UK, USA, CH, Fin, Sk, Gre, Ita, Ind, Bel, Pol, 
Singapour, SA, ) impose some kind of FTTs (usually, ad valorem, 15-50 
basis points of transaction; less than 0.5 GDP), even if the trend has been 
downwards (lower capital cost and competitiveness of financial centers).  



Aim of FTTs 

• FTTs: one or both of the following goals 
[Almenberg & Wiberg, 2012]  
– Raising revenue from the financial sector to help 

pay for the costs of the crisis.  

– Reducing financial market risks and helping to 
prevent asset price bubbles. 

 

=> Today focus on revenues more than regulation 
even if curbing speculation is sometimes still 
sought.  

 

 



Arguments 

• The origins:  

 

– Keynes (1936): basic tension over FTTs: 

• desire to curb speculation vs. desire not to impair 
economy financing 

– Tobin (1978): 1% tax on foreign exchanges 
transactions as pecuniary form of capital control 
to ease government policy on aggregate demand.  

 



Arguments: pros & cons 

• Pros 
– FTT curtails short-term speculation (likelihood and 

violence of crisis), reducing waste of resources, market 
volatility and asset mispricing. [Keynes (1936), Stiglitz, 
1989; Summers & Summers, 1989] 

 

• Cons 
– Lowers prices, increases cost of capital for business, 

lowers returns for saving 
– Reduces liquidity, increases volatility; affecting price 

discovery and leads to tax evasion and distortion of 
financial markets.  

[Harbermeier & Kirilenko, 2003; Schwert & Seguin, 1993] 

 



Tax rates 

• These potential negative effects of FTT push 
its advocates to ask for lower tax rates than 
proposed by Keynes (“substantial 
Government transfer tax”) and Tobin (1%) in 
order to avoid impairing liquidity and or fiscal 
evasion (offshore) [Pollin & alii, 2002; 
Schulmeister & alii, 2008; Schimdt, 2007; 
Kappor & alii, 2007; Spratt, 2006] 

 

 



The debate 

• Most empirical evidences shows evidence of FTT 
negative effect on the market, but results seem to be 
sensitive to the overall institutional framework (capital 
controls, market size, non-taxed substitute assets, 
market microstructure…. ).  

 

• “Many aspects of [FTT] economic impact remain 
largely unexplored. Effects on market dynamics, 
including short- and long-term price volatility, are not 
well understood” [Matheson (2011), p. 4]  

 



Our paper 

• Paris Bourse as a « big » (2nd world market) 
natural experiment within the framework of free 
capital mouvements 
– Bruxelles Stock Exchange as « control » 

• Integration 
• No FTT over the period 
• First country French Ministry of Finance investigates for 

fiscal evasion of French savers 
• Very well documented exchange (SCOB… in progress) 

• Focus on market dynamics.  
 

  



Our paper 

• The FTT in France, 1893 – 1907: 3 changes 

– 1893: creation of the tax 

– 1895 and 1907 : changes in some rates 

• Allow for comparison between affected and non-
affected groups of securities 

• Assessement of its effect on the market 

– Public/private, French/foreign bonds portolios 

• Preferred object of the « speculation » at that time 
[Vidal, 1904] 

• Huge amounts; limited informationnal asymmetries; 
role of fundamentals. 



The French « Tobin taxe » rates 
(FF of taxe for 100 frs of trading) 

French public 

bonds

Other 

securities 

French 

public bonds

Other 

securities 

28/04/1893 0,005 0,005 0,0025 0,0025 0,01

28/12/1895 0,00125 0,005 0,000625 0,0025 0,01

31/12/1907 0,00125 0,01 0,000625 0,0025 0,02

Forward and spot transactions Repos
Deals in 

foreign 

exchanges

Law



The introduction of the tax: 1893 
• Financial crisis and scandals from 1880s on 

– Crisis and the bankruptcy of the Union Générale (1882) 

– Comptoir d’Escompte krach (1889) 

– Soc de dépôts et compte courants krach (1890) 

– Panama affaire (Minister of finance – involved into - resigns just the 
day after the tax approval 

• Origin: socialist MP 
– « statistical » tax : what is going on the (OTC) market 

– December 1892, the Assemblée approved the principle 

• Finance has to pay: « anti-speculative law » 
– Députés d’affaires  vs notables… 

• Budget equilibrium at stake: major political topic from the 1880s 
on:  
– after the Freycinet plan, budget discipline 

– Arbitrage between tax on alcohols (decrease) and FTT  

 



The introduction of the tax: 1893 

• Resistances from finance industry: the end of Paris as international 
financial center? [Hautcoeur, Rezaee & Riva, 2011] 
–  Political economy games between different categories of 

intermediaries (Parquet vs. Coulisse) eclipses debates on the 
introduction of the tax 

– Political economy games push financial actors to accept the FTT in 
order to capture its shape: at stake, the legality of the OTC market  

– Outcome: the FTT legalizes the OTC market.  

• The Sénat reduces tax rates of 50% to satisfy mainly OTC market 
operators…  

• Tax is approved with very large majority (Assemblée: 440 vs 43) and 
put into force on June 1st 1893 



The 1895 reform 

• Proposed reform: tax rate on French public bonds 
reduced by three quarters 

• The context:  
– Tax did not hit « speculation »: easy to see that 

speculators were very active before and after tax (gold 
mines crash in October 1895)… effect of OTC market 
legalization… 

– Fiscal revenues decrease slightly.  
 

• Support from Government and Finance commission; 
opposition from socialist and radical left parties 
– OTC market operators first asked for reform… with 

support of official stock brokers  



Arguments in the political debate 
Pros 

• Tax did not affect so much 
the French public bonds 
spot market, but the 
forward one: « anaemia » of 
forward (OTC)  market, 
crucial to supply liquidity to 
French rentes (particularly 
important in case of crisis) 

• Rate decrease is not a loss 
for the budget because the 
traded volumes will rise. 

Cons 
• Earlier decrease in rentes trading 

volumes was directed to gold 
mines: after the crash, 
speculators are back to French 
public bonds and ask for the tax 
decrease in order to absorb their 
losses; 

• Since the introduction of the tax, 
the prices of rentes have 
increased; 

• Gov should not rely on OTC 
market operators to support 
rentes: they are “gamblers” with 
little capital (many bankruptcies), 
not long term investors. 



Arguments  (ctd) 

Pros Cons 

• The country would not 
understand why Gov should 
decrease tax on speculation 
and raise taxes on the rest. 

•  Still huge inequality between 
taxes on various kind of assets: 

– For 100.000 f invested into:   

• Businesses: 3.750 f 

• Real estate: 7500 f 

• French Public Bonds: 5 f 

 

 



1907 reform 

• Need of fiscal resources to balance the budget.  

• Proposal : 1/ doubling rates on forward trading of 
securities other than French public bonds and 
repos; 2/ aligning rates on French bonds and 
repos and the rates on other securities.   

• Government and Budget commission against the 
bill proposed by the socialist party and supported 
and Moderated Right (protectionist).  

 



1907 reform 
Pros 
• Proposal does do not harm 

competitiveness of Paris as 
international Financial center 

– Even if doubled, rates still very low 

– Brokerage fees at the Paris Bourse 
lower than elsewhere; then, 
(brokerage + tax) < other markets 
(documented)  

– Solidarity of the Compagnie des 
Agents de change and safeness of 
Paris Bourse , huge competitive 
advantages 

 

=> Studies of Ministry of Finance: 
proposal does not ham Paris as 
international financial center according 
to the same arguments (“tax is in the 
habits of operators”)  

 

Cons 
• Doubling the rate does not mean 

doubling the revenues because 
transactions decrease 

• Decrease in the transactions would 
expose the Paris financial market to 
huge risks in case of crisis 

• Attention to the « moral effect » 
during a huge crisis even if the Paris 
financial center «performs better 
than the markets of the rest of the 
world ». 

• Special attention to French public 
bonds and repos  

 



1907 reform 
Pros 

• It is not fair to tax on the 
same basis real (spot) and 
fictitious (forward) 
operations 

• Even if some OTC operators 
leave the market, they are 
gamblers! 

 

Cons 

• Spot transactions can be 
speculatives.  

 

• Speculation is important for 
a market.. « it is an 
economic truth » 

Conclusion : 

• Rise in the rate on spot and forward transactions (except 
rentes) 

• No other change 



Impact of the tax: method 

• 1893 : creation on all transactions 
– Impact to be measured by comparison (before/after) of volatility, 

volumes, prices; 

– And via comparison with Bruxelles; 

• 1895 : reduction on French gvt bonds (spot, forward and 
repos) 
– Impact to be measured by comparison (before/after + gvt bonds vs 

others) of volatility, volumes, prices; 

– And via comparison with Bruxelles; 

• 1907 : increase on all securities except French gvt bonds; only 
for spot and forward. 
– Impact to be measured by comparison (before/after + gvt bonds vs 

others) of volatility, volumes, prices; 

– And via comparison with Bruxelles; 

 



Problems 

Data 

• Doubts on OTC market volumes before June 1893 

• After June 1893, OTC market operators accused of fiscal 
evasion 

• No separate data for repos (included in forward) 

Timing 

• 1893 change in June: difficult to observe on yearly data 

• 1895 and 1907 market crashes 

Institutional context 

• Coulisse in 1907 is not an OTC as it was before 1898. 

 



FTT revenues 



Spot and forward volumes 



Number of forward traded private securities 



Forward traded French vs foreign public bonds 



Monthly traded volumes (spot and forward) of French public 
bonds (millions of rentes; left scale) and index (right scale) 



Receipts of the Paris Bourse Post Office around 
the introduction of the tax 



Analysis of the Paris Bourse Bond 
market volatility 

Table A. Analysis of the Paris 

Bourse Bond market volatility

Periods

Bond Index Rente Index
 Bonds traded on 

forwad market 

 Bonds traded only 

on cash market 

31/12/1889-31/12/1892 0,0065 0,0067 0,0067 0,0104

30/01/1893-31/12/1895 0,0043 ** 0,0070 0,0045 ** 0,0038 ***

31/01/1896-31/01/1899 0,0048 0,0049 ** 0,0050 0,0062 ***

31/12/1904-31/12/1907 0,0061 0,0065 0,0059 0,0084

31/01/1908-31/01/1911 0,0043 ** 0,0056 0,0046 0,0083

Standard deviations (monthly)

This table provides bonds monthly return volatility for each of the tax regimes(about 3 yeras before and 3 years 

after). The F test is used to compare the volatility of each period with its immediate previous period. *** and ** 

indicate the rejection of  H0 hypothesis of equality of volatilities at respectively  1% and 5% level.



Reaction of a bond sample to the Tax 
law implementation  

Table B. Tax implementation day return

event day-1 event day p-value event day-1 event day p-value event day-1 event day p-value

Average return* 0,085% 0,154% 64,71% -0,003% 0,046% 85,60% 0,087% -0,113% 39,15%

Observations: 33 33 36 36 37 37

of which negative 14 6 15 11 13 17

event day-1 event day

Average rente -0,149% -0,125%

01/01/1908

* The sample is composed of 42 bonds listed in the Paris Bourse 1889-1910. p- values indicate the 

probability of equality of the two samples means.

01/06/1893

01/01/1896

01/01/1896



Analysis of two cross-listed bonds 
volatility 

Br-Wagons Lits 4% Br-Nord 3% Mean Br Pa-Wagons Lits 4% Pa-Nord 3% Mean Pa

31/01/1891-31/12/1892 0,014 0,009 0,009 0,011 0,010 0,008

30/01/1893-31/12/1895 0,013 0,007 0,008 0,017 ** 0,009 0,009

31/01/1896-31/01/1899 0,006 *** 0,005 0,004 *** 0,013 0,007 0,007 *

31/12/1904-31/12/1907 0,010 0,012 0,009 0,010 0,009 0,007

31/01/1908-31/12/1910 0,008 0,009 0,007 0,009 0,008 0,006

Brussels/Paris

Wagons Lits 4% Nord 3%
Mean of 

ratios

31/01/1891-31/12/1892 1,33 0,89 1,11

30/01/1893-31/12/1895 0,78 0,77 0,77

31/01/1896-31/01/1899 0,43 0,71 0,57

31/12/1904-31/12/1907 1,02 1,22 1,12

31/01/1908-31/01/1911 0,90 1,12 1,01

Table D. Ratio of monthly standard deviations of Brussels to Paris Cross-listed bonds

Standard deviation

Table C. Cross-listed bonds monthly volatility

This table provides cross-listed bonds monthly return volatility per stock exchange for each of the tax regimes(about 3 yeras before and 3 years 

after). The F test is used to compare the volatility of each period with its immediate previous period. *** , ** and * indicate the rejection of  H0 

hypothesis of equality of volatilities at respectively  1%, 5% and 10% level.



Tax impact on the spreads 
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(very preliminary) conclusions 

• Little impact of FTT on volumes, volatility and 
returns; 

• More precisely, as many negative impacts on 
volatility as positive ones. 

• Maybe the effect of very low tax rates ? 

• As usual, tests made difficult by changing 
microstructures and by financial shocks, both linked 
to tax decisions. 

• Hope that international comparison can help 
disentangling these effects. 

 



Research agenda: 

1- Cross-listed bonds monthly volatilities normalized by the Brussels cross-listed 
bonds before and after tax law implementation/forward listed vs only spot 
listed (only 2 securities). 

2- Analysis of bonds weekly spread before and after tax law implementation. 

3- Monthly spread comparison of the cross-listed bonds between Paris and 
Brussels. Before/after; forward/only spot 

4- Granger causality test on the cross-listed bonds return between Paris and 
Brussels.   

5- Analysis of bonds liquidity by the price numbers proxy, before and after tax law 
implementation. 

6- Assessing the tax impact on the market efficiency(analysis of the return series 
autocorrelation ) 

7- In order to asses which bond category react more to the changes due to the tax 
law implementation ,panel regression dummy analysis. 

8- Bond market volatility structure change tests (Chow test, DCC GARCH) around 
the tax law implementation date . 



Agenda 

• Other dimensions:  

– FTT and microstructure: Coulisse vs. Parquet.  
[Pellizzari & Westerhoff, 2007; Song & Zhang, 
2005] 

– FTT and alternative financial taxes (droit de timbre 
and taxe sur le revenus des valeurs mobilières) 
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