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OPINION

BY CHARLES SEEGER
In February, against all basic
economic sense, Indian Finance
Minister Palaniappan Chidambaram announced a new tax on commodities futures trading as part of
his 2013-14 national budget.
Should it pass, the tax would apply to all non-agricultural items,
including copper and natural gas.
India’s commodity futures market, just an idea in 2003, has become one of the world’s leading

A transaction tax won't
extract much revenue from
futures exchanges—because
it will quickly cripple them.
exchanges in precious metals and
energy, with a total turnover of
181 trillion rupees ($3.35 trillion)
in the 2011-12 fiscal year. Mr. Chidambaram’s transaction tax would
cripple the hedging and price discovery functions of this market. It
would also cause job losses across
India’s commodity trading network—all for little budgetary gain.
Mr. Chidambaram justifies his
proposal by saying that the plan
raises needed revenues, and that
it is only fair to tax futures derivatives in the same manner as securities. He is wrong.
Securities are instruments for

businesses to raise capital and for
investors to profit from the rise of
prices. In contrast, commodity futures’ key function is to hedge
against the price risks of an underlying physical commodity. Such
hedging does not yield profits
akin to securities trading. Instead,
it functions as insurance, reducing
economic losses created by price
fluctuations.
Commodity futures also provide an essential price discovery
function. There is no single prevailing price for a given commodity. Rather, reference prices for
commodity transactions in India
are established at thousands of
spot markets in village and city
delivery points, as well as on commodity exchanges.
Exchange trading reduces price
fluctuations, and even speculative
traders facilitate market stability
because they increase liquidity
and serve as willing counterparties to hedgers. A tax on this system will decrease trading, reduce
liquidity, widen spreads and impair the efficiency of price discovery and hedging.
India’s finance minister should
know this, just as he should know
that other countries’ attempts to
generate revenue from transaction
taxes have failed. The reason is
simple. Modern commerce is computerized and global. When taxes
hurt a market’s competiveness,
money flows to exchanges with
lower trading costs.

There are many examples of
this dynamic at play. In 2010, Brazil began collecting a 1% tax on all
exchange-traded instruments
traded in foreign currency. The
dollar value of foreign exchange
contracts traded in Brazil plummeted 44%, while Brazil currency
hedging activity in U.S. markets
increased dramatically. In December 2011, Brazil repealed the tax,
citing a desire to rekindle foreign
investment.
Sweden began collecting a 1%
tax on equity transactions in 1984.
By 1990, 60% of the trading volume of the most actively traded
Swedish shares had shifted to
London. The loss in trading volumes caused revenues from capital gains taxes to decline, thereby
offsetting any revenues from the
transaction tax. Sweden also lost
out on brokerage fees, exchange
fees and jobs until it reversed
course in 1991.
In 1963, the U.S. adopted a
temporary transaction tax on foreign bonds at a sliding percentage
of face value. This was intended to
make foreign securities less appealing to American investors. The
immediate effect of the tax was to
kill the nascent “Yankee Bond”
market through which foreign corporations issued dollar-denominated bonds.
Instead London investment
bankers created the “Eurobond.”
The market for dollar-denominated securities rocketed to $2.7
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billion in 1970 from $148 million
in 1963. Today, the Eurobond market is still centered in London, and
the U.S. has lost the equivalent of
London’s Canary Wharf district in
fees, jobs and real estate.
Transaction costs matter because markets can migrate away.
Recognizing this, Indian commodity exchanges today charge a low
average fee of 1.6 rupees per
100,000 rupees of transactional
value. Under the proposed commodities futures tax, total transaction costs would rise more than
seven-fold, greatly deterring trading. Furthermore, by exempting
agricultural commodities the tax
discriminates against businessmen
in other fields such as chemical
production and textile manufac-

turing.
Until now, India has pursued a
measured path of commodity derivatives regulation, and a reliable
legal regime helped the country’s
commodity futures markets grow.
This industry of commodity exchanges, commercial hedgers,
traders and service providers accounts for more than 1.5 million
jobs—jobs that are now endangered by a levy that will fail to
generate significant revenues once
transaction costs scare away business. New Delhi should scrap the
tax before the damage is done.

Mr. Seeger is president and CEO
of Financial Markets International, Inc., a consulting firm in
Washington, D.C.

The Futility of Terrorism
BY MAX BOOT
Boston
President Obama’s initial
reluctance to label the bombing of
the Boston Marathon an act of terror was odd; his correction of the
record on Tuesday was welcome.
Although no information has been
released so far about any suspects,
it is doubtful that this terrible attack, which killed three and
maimed many more, was the work
of criminals or apolitical lunatics
such as the Newtown, Conn., killer
Adam Lanza. Both crooks and
kooks prefer to kill with firearms.
Explosives, by contrast, are the signature weapon of terrorists.
It is no coincidence that the era
of modern terrorism began at almost the same time that Alfred
Nobel invented dynamite: 1867.
There had been a few isolated terrorist gangs before then—which is
to say, groups that murdered civilians in order to further a political
or religious agenda. The Sicarri, the
Jewish dagger-men who killed Roman collaborators in first-century
Judaea, come to mind. So do the
Assassins, the Shiite sect that terrorized Middle Eastern leaders in
the Middle Ages. But such examples are few and far between,
whereas the late 19th century saw
the flowering of the first age of international terrorism, featuring
such organizations as the Ku Klux
Klan, the Irish Fenians, the Russian
Nihilists and the anarchists who
operated in both Europe and the
Americas.
Their growth was greatly aided
by the invention of portable weapons such as breech-loading revolv-

ers and especially dynamite, which
was 20 times more powerful than
the gunpowder that Guy Fawkes
and his fellow Catholic conspirators had used in an attempt to
blow up the British Parliament in
1605.
Just as important was the invention of the telegraph and the
high-speed printing press, which
made possible the rise of cheap
newspapers and magazines—the
world’s first mass media. Terrorism is above all an act of communication, insofar as terrorist
groups are too small and too weak
to fight conventional armies in the
open field. Unlike guerrilla groups,
most purely terrorist
organizations don’t even attempt
attacks on security forces; they
prefer to strike “soft” targets such
as the Boston Marathon, where
they know that their actions, the
more heinous the better, will attract widespread publicity. (Note,
however, that many insurgencies
use both guerrilla and terrorist
tactics, striking both security
forces and civilians, as the Irish
Republican Army and the Viet
Cong did.)
The anarchists called terrorism
“propaganda by the deed,” and so
it remains. If you want to know
why terrorism has spread so much
since its modern origins in the
19th century, the growth of the
mass media is a large part of the
explanation. With the rise of the
penny press, followed by moving
pictures, radio, television, satellite
television, mobile telephony and of
course the Internet, terrorists have
more ways than ever before to get
out their message. They strike pre-

cisely because they know that
their acts will generate feverish
coverage—unless, as in the case of
Iraq during the past decade, their
atrocities become so regular that
they cease to shock.
Unlike Iraqis, Americans are
still shocked by domestic terrorism, of which, mercifully, we have
had precious little since 9/11. So
the Boston Marathon bombing got
the blanket news coverage its perpetrator(s) presumably wanted. It
is doubtful, however, that they will
achieve their larger objectives—
whatever those might be (so far
there has been no claim of responsibility). While some terrorists

Terrorists are by definition
weak. Weaken them further
by refusing to be terrorized.
have changed history, few if any
have achieved what they set out to
achieve—and when they did so, it
was usually by expanding beyond
purely terrorist attacks.
Hezbollah is a prime example: It
achieved notoriety in the early
1980s with suicide-bomber attacks
on Israeli and Western targets in
Lebanon, including the bombing of
the U.S. Marine barracks in 1983,
which killed 241 sailors and Marines. But the “Party of God” didn’t
achieve its immediate objective until 2000, when Israeli troops finally
left southern Lebanon. By then,
Hezbollah had long given up suicide bombings in favor of roadside
bombings and ambushes in the
classic guerrilla mode.

One of the few other terrorist
groups remotely as successful as
Hezbollah was the Young Bosnians
a century ago. With support from
the Serbian Black Hand, they assassinated Austrian Archduke Franz
Ferdinand in 1914. Their goal wasn’t
to spark World War I but to create
a state uniting Bosnians, Croats,
Serbs and other South Slavs. This
they achieved, but only indirectly:
Yugoslavia emerged in 1918 out of
the rubble of the Austro-Hungarian
Empire.
Another notable terrorist
group—al Qaeda—also managed to
trigger a war, in its case an American invasion of Afghanistan following the 2001 attacks on the
World Trade Center and Pentagon.
But the bulk of the evidence suggests that this wasn’t Osama bin
Laden’s objective: He was hoping
to cripple the U.S. and drive it out
of the Middle East, so he could
overthrow the “near enemy”—
moderate Muslim regimes. Some
of these regimes have fallen but as
a result of popular uprisings, not
because of al Qaeda’s atrocities.
It’s true that al Qaeda has inflicted
considerable costs on the U.S. by
dragging us into Afghanistan, but
that is scant comfort to the dead
bin Laden or his decimated central
organization.
Most other terrorist groups
don’t even have as much impact as
al Qaeda. Most, like the BaaderMeinhof Gang, the Weathermen
and the Italian Red Brigades of a
few decades ago, or the earlier anarchists and Nihilists, disappear
without a ripple. Unfortunately,
even unsuccessful terrorists can
stay on the loose for years, even

decades.
The resiliency of al Qaeda in
Iraq should be no surprise: Its operatives are suspected of killing
more than 55 people across Iraq
on the same day as the Boston
Marathon bombing. Al Qaeda is,
after all, operating in a country
with a corrupt and ineffectual government. More surprising, perhaps, is the fact that the BaaderMeinhof Gang, which never had
more than a few hundred adherents, managed to operate in a society as orderly and law-abiding as
West Germany from 1970 to 1992.
Or consider the fact that Eric Rudolph, the right-wing extremist
who bombed the 1996 Atlanta
Olympics (an attack that closely
resembles the Boston Marathon
bombing) and who subsequently
targeted a series of abortion clinics, wasn’t caught until 2003. And
he never left American soil.
This history suggests that it
may be a while before the culprit
or culprits behind the Boston
bombing are caught, if indeed they
ever are. Meanwhile, we must do
our best to make sure that the terrorists don’t achieve their objective—to terrorize us. As the British
said in World War II: Keep calm
and carry on. I did my small, unheroic bit on Tuesday by traveling to
Boston as scheduled to speak
about, of all subjects, the history
of guerrilla warfare and terrorism.
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