Many individuals, myself included, have been making their living from trading since technology advances in computers and networking in the mid 1990’s democratized money management to allow individuals to control their own financial destiny.  The trader tax threatens this accomplishment.  Quite simply put…it will put most of us in the unemployment lines overnight.  

Of course, many will say, “Good riddance.  Of what value to society is there in what you do?”  Without getting into the technical dynamics of markets where short-term traders are a vital part of the overall market eco-system, I’ll make the argument quite simple:  We pay taxes.
You don’t last long as a trader if you don’t make money, therefore if you make money you pay taxes.  In this country over 47% of the working age population pays no taxes, and that number is growing.  Therefore, independent traders contribute more to society on a financial basis than almost 1/2 of the working age population.  I’d say that’s value to society.  You pass this tax, we’re unemployed and potentially on government assistance shortly after.

Please, don’t confuse Main Street traders with Wall Street.  We make a good living, but nothing compared to the money center firms.  We are discretionary in that we use what we see and what we know to make trades.  We don’t have a supercomputer hooked up transacting millions of shares a minute.  I well understand the ire directed at Wall Street, and rightly so, but they are far from the only individual, groups and organizations (real estate agents, appraisers, mortgage companies, politicians who took sweetheart loan deals, etc.) that had a hand in this debacle, one that has its roots in the early years of the last century and within the institution in which you work. 
Remember, if this tax passes all transactions in pension funds, 401k plans, IRAs and any other retirement related plan will pay the tax reducing their returns and the effect of compounding-which is not to be underestimated.  You will, at a minimum, take .5% off their yearly return in good years and bad.  If you want to get a sense of what this will cause, look at this website listing of all the mutual funds out there and at the column header titled “turnover.”  This term represents the rate of annual turnover in the funds holdings (transactions) compared to an average.  Then think how many of you or your friends might have money in these funds in savings outside of their pensions and 401k:
http://bwnt.businessweek.com/mutual_fund/index.asp?sortCol=Assets&sortOrder=2&fundUniverse=equity&pageNum=1&resultNum=25&
As a personal touch so you can understand what damage this could cause, let me tell you my situation:  I am almost 50 years old.  This is what I do. This is what I know. If you were to wipe me out what would I do then?  I make a reasonably good living, but nothing extravagant by any means.  I make less than you on average.  I care for my elderly father and my nephew-which, by the way is another benefit I provide society.  Instead of depending on welfare for the money I need to take care of my family,  I live off the money I make from trading in a small condo in suburban Massachusetts.  
You call this speculation, but the money I don’t trade, that was kept in longer-term investments like mutual funds and stocks, suffered much the same debacle as others both in 2007 and in 2000-that’s what long-term investing gets you so I don’t do it anymore.  So, what you call speculation, I call prudent money management, especially because I’ve developed the skills to do so. And you want to force me back into that financial bondage and take my livelihood away? And then, at almost 50 years old, what do I do with skills you’ve rendered useless?  Apply for welfare?

Unfortunately, although your efforts may be well intentioned, they always end up being good solutions politically, but rarely good solutions operationally.  This current debacle began with the debasement of lending standards in an effort to spread home ownership to those with lower credit worthiness and financial means-a great political solution.  Unfortunately, the mechanics ended up opening the doors to universal lending standards debasement that have brought us to the brink of financial, and perhaps, societal collapse-a terrible operational solution.  
The Mechanics of the tax:  The following are examples based on numbers discussed.  I’ll use the .25% tax described by Mr. Defazio.  The percentage of the tax is actually misleading.  Because it is on each transaction, an individual must incur the tax twice, once when he buys and once when he sells.  Therefore, the tax is actually .5% of the average of the buy price and sell price for an individual.  
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	Tax
	
	

	Stock Buy
	
	 $   50.30 
	
	 $  0.12575 
	
	

	
	
	
	
	
	
	

	Stock Sell
	
	 $    50.70 
	
	 $  0.12675 
	
	

	
	
	
	
	
	
	

	Comm./ ecn fees
	 $      0.03 
	
	
	
	

	
	
	
	
	total tax
	
	

	gross profit/loss
	 $      0.37 
	
	 $  0.25250 
	net profit/loss
	 $       0.12 

	
	
	
	
	
	
	

	tax rate
	0.25%
	
	
	
	
	

	
	
	
	
	
	
	


The previous exhibit is an example of a very good day trade.  The current profit would be $.37/share.  If the tax were implemented the profit would drop to $.12/share or less than 1/3 the current profit, a 67% reduction, which will reduce taxable income by 67%.  In the following example, the trade breaks even:
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	 $    50.30 
	
	 $  0.12575 
	
	

	
	
	
	
	
	
	

	Stock Sell
	
	 $    50.30 
	
	 $  0.12575 
	
	

	
	
	
	
	
	
	

	Comm./ ecn fees
	 $       0.03 
	
	
	
	

	
	
	
	
	total tax
	
	

	gross profit/loss
	 $    (0.03)
	
	 $  0.25150 
	net profit/loss
	 $    (0.28)

	
	
	
	
	
	
	

	tax rate
	0.25%
	
	
	
	
	

	
	
	
	
	
	
	


Actually, not really, because I still have to pay commissions and ecn fees as well as the tax, so instead of losing $.03, I lose $.28, or a 900% increase in losses, for my father and nephew also. So, you’ll cut my income by a minimum of 67%.  Thank you.
As you can see, what before the tax would be a good trade, actually becomes unprofitable at this share price level.  What makes it more difficult: whereas the commission and ecn fees are fixed, the tax would be a percentage of the security price, which would further increase the burden of calculating profitable entries and exits on trades (actually, it would make it almost impossible in the short time frames in which I work), which is a benefit to the Wall Street firms that want to control our money. 

I need to make 30% on a $300,000 account per year to make $90,000, which is good, but not great, especially living in a high-cost state like Massachusetts, and you want to increase the tax by 67%.  You’ll kill me financially, not to mention, make it much more difficult to trade in general.  Now there is some talk about limiting the tax to transactions over $100,000.  I would need to produce a near 100% return on these transaction limits as opposed to the 30% on my account, and since you probably wouldn’t index the amount for that fake inflation rate in government statistics, the burden would only grow. You’re killing me again. And again, at almost 50 years old, what am I supposed to do next when my own government puts me out of business.

Now, about all this money you’re going to raise with the tax. If the HFT (High Frequency Trading) proportion is the 40% of market activity they claim, then you will wipe this out (in its current incarnation) overnight with such a tax.  Their goes 40% of the transaction volume, how much of your revenue goes with it? That leaves behind all the mutual funds and retirement related products everyday people own, and investments outside of their tax deferred accounts, this tax will hit that hard.  This will also drive up the costs of trading beyond just the tax.  All you have to do is look at all the prices that have been raised in the stores recently.  Because there are less goods sold, prices have to rise to compensate and cover fixed costs of running the operations. The number of market transactions drop, the costs will rise on all transactions including on retirement accounts.  
What’s interesting about the tax, is as the price of the security goes up, so does the tax.  Therefore, the tax is likely to skew activity to lower priced stocks, which will cause unexpected occurrences congruent with “The law of unintended consequences.”
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	Stock Buy
	
	 $    80.30 
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	Stock Sell
	
	 $    80.70 
	
	 $  0.20175 
	
	

	
	
	
	
	
	
	

	Comm./ ecn fees
	 $       0.03 
	
	
	
	

	
	
	
	
	total tax
	
	

	gross profit/loss
	 $       0.37 
	
	 $  0.40250 
	net profit/loss
	 $    (0.03)
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	10th %
	0.25%
	
	
	
	
	


