A Submission to the President’s Advisory Panel on Federal Tax Reform

From American Citizens Abroad, Geneva, Switzerland, March 7, 2005

Geneva, Switzerland

March 7, 2005

Hon. Connie Mack III, Chairman

The President's Advisory Panel on Federal Tax Reform

1440 New York Avenue NW

Suite 2100

Washington, DC. 20220

Subject:  Submission of Comments on U.S. Taxation and a Level Playing Field for U.S. Citizens Living Abroad

Dear Mr. Chairman and Honorable Members of the Panel,

It is an honor and a privilege to have the opportunity to submit the attached comments to your Panel on behalf of American Citizens Abroad (ACA), an organization that represents the interests of U.S. citizens in the private sector living all over the world.

If, as we sincerely hope, you decide to hold hearings to consider the issues involved in citizenship-based taxation, and the resultant damage this inflicts on a worldwide level playing field, we would most respectfully request the opportunity for someone from our organization to testify before your Panel.  

We would be particularly appreciative of a decision by your Panel to hold such hearings overseas.

During the last three decades, our members have had the opportunity to testify before several committees of the U.S. House of Representatives and the U.S. Senate on a number of different issues which directly affect our lives abroad. 

We are most grateful to you and your colleagues for this very important work that you are doing.

The long awaited chance to once again be able to enjoy a level playing field in each and every country of the world, after 42 years of being forced to play by a very different set of rules, would, in our opinion, significantly increase our numbers and greatly enhance our ability to promote the economic health of the U.S. economy and also make a much more effective contribution to the future prosperity of all Americans.

On behalf of our several thousand members in more than ninety countries, our thanks and our kindest regards and very best wishes to you all,  

Andy Sundberg

Founder and Director

American Citizens Abroad

5 Rue Liotard

1202 Geneva, Switzerland

Tel: 41-22-340 0233

www.aca.ch <http://www.aca.ch> 
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Makes a Level Playing Field Impossible and
Harms the U.S. Economy
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American Citizens Abroad (ACA) was founded in August 1978 in Geneva, Switzerland, as a non-partisan, non-profit association to address specific problems faced by private sector overseas Americans.  ACA has now grown to embrace several thousand members in more than ninety countries. It also includes many who have returned home to live in the United States. ACA has a network of several dozen “country contacts” on five continents. These are active private sector Americans who serve as links between ACA and the local American communities.  ACA’s officers and country contacts are volunteers and do not receive any regular salary or other compensation from ACA.  
During the past 27 years, ACA representatives have testified before Committees in both the House of Representatives and the Senate, and have met regularly with senior Executive Branch officials.  ACA has been instrumental in bringing about changes in laws and regulations on citizenship, taxation, social security, voting, the census, medical benefits for military retirees, the hiring of U.S. citizens by the U.S. Government abroad, and a number of other issues. 
A five page submission follows:
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Twenty-five years ago the President’s Export Council, whose members included top American corporate and political leaders, warned that the citizenship-based tax system that was imposed on overseas Americans by the U.S. Government in 1962, on top of the taxes that they were already paying abroad where they lived, was creating havoc with America’s trade performance. The Council concluded that this novel tax idea, which abandoned the territorial-based tax used by all of the other major countries of the world, was a very expensive mistake.  This double taxation was:
· Causing unnecessary problems for the American economy, for exports, for American businesses, and for individual U.S. citizens at home and abroad. 
· Costing billions of dollars in lost exports, destroying hundreds of thousands of jobs in the U.S., and tens of thousands of jobs for U.S. citizens abroad.

The Export Council was quite prescient in its forecast of what would happen in the coming years with trade. In 1962, the U.S. had a trade surplus of goods and services of $3.3 billion or 0.6 % of GDP.  By 1979, when the President’s Export Council reported that this double tax was causing great harm to America’s trade performance, the U.S. had a trade deficit of $24.5 billion, or about 1% of GDP.  By 2004, the trade deficit reached a record new high of $617.7 Billion or 5 % of GDP. After 29 years of uninterrupted negative numbers, the cumulative deficit reached almost $4 trillion in 2004, 33% of that year’s GDP. 

The Export Council’s forecast of what double taxation would do to jobs for U.S. citizens overseas was also quite accurate. According to the Commerce Department, U.S. citizens employed by majority-owned foreign subsidiaries of U.S. Multinational Corporations dropped by 50 % from 41,200 (in 1982) to only 20,200 in 1999 (the latest data available).  Yet, at the same time, the total number of employees of these affiliates grew from 5.3 million to 7.7 million.  One might argue that as these foreign entities become more mature it is natural for more local employees to take the place of the original U.S. citizen executives and workers. But, if you look carefully at who is actually filling the top jobs in these affiliates today, it is most often well educated, articulate and highly paid executives from countries other than those where these entities are located.  The most striking factor is that fewer and fewer are U.S. citizens. Although many corporations are coy about admitting it, the real reason is the very obvious cost penalty if a corporation wants to hire an American to work abroad today. They are the only ones with a double tax burden that the corporation is often asked to help share.
But if this tax is so self-destructive, then why the hesitation on the part of the White House and the Congress to get rid of it?  The answer is, as this Panel knows very well, that this tax has been justified over time by casting overseas Americans in a very negative light in the United States. Changing this law now requires some tricky challenges of perception management. Here’s why.
Seen from the perspective of many people living in the United States, the citizenship-based taxation system that the United States uses today is both appropriate and justified. It is tax neutral in the sense that all citizens are being treated the same way. The reasoning is that you don’t stop being an American simply by living somewhere else, and you don’t stop benefiting from your American citizenship by being absent from your home country. This argument conveniently overlooks the fact that many of the benefits that are delivered to those at home from the expenditure of these government revenues are not, and cannot, be made available to those abroad.  
Seen through the eyes of an American living overseas, who is already paying taxes to the country of foreign residence for the services that this country is providing, this additional U.S. tax is something else entirely.  It violates the tax neutrality of the local market and puts Americans alone in a separate category of disadvantaged competitor.  More than half of those living abroad who file U.S. tax returns have to pay U.S. taxes today to the total tune of nearly $3 billion per year, in addition to what they are already paying in tax where they live abroad. Seen from abroad, therefore, this big negative tilt to the world playing field for trade is personally burdensome, a disincentive to employers, and highly toxic for the economic health and prosperity of all Americans. In essence, this is really an extremely costly export tax on U.S. citizens whose consequences clearly demonstrate that “The power to tax is the power to destroy.” 
Which of These Opinions is Correct?  Therein lies the conundrum. Depending on your perspective, and your conclusion as to which form of tax neutrality is most conducive to the economic health and prosperity of the United States, you find strong supporters on both sides.  But, given the incompatibility of these two forms of tax neutrality, a choice has to be made, you can’t have both. In more simple terms, do Americans get to compete on a level playing field abroad by being taxed once, or forced off the level playing field by being taxed twice? 
Over time, this citizenship based tax has grown ever more complicated bringing with it a number of novel consequences. U.S. companies operating outside the United States now clearly recognize the economic logic of getting rid of as many of their overseas U.S. employees as possible.  Replacing them with individuals of other nationalities saves them a lot of money. But this is not cost free for the United States, and it does more than just destroy jobs for Americans abroad. It also causes the loss of significant amounts of collateral exports when Americans who are replaced abroad can no longer influence procurement decisions by their overseas companies.  Imagine the role that a non-American can play in deciding to close a U.S. factory that might have been saved otherwise. Furthermore, citizenship based tax creates an important barrier for small and medium sized American companies which today represent 97 % of all American exporters and account for over 20 % of total U.S. exports. In certain world markets their exports even match those of the multinationals. Imagine the economic potential that could be released if this vast pool of exporters and other American entrepreneurs would not be deterred for tax reasons from establishing their own export related affiliates abroad. 
The conflict of perceptions about the value of having Americans work abroad causes considerable fear in the overseas American community today. Paradoxically some powerful participants in the current tax debate say that since Americans overseas have the right to exclude a certain amount of foreign earned income, and get credit for certain kinds of foreign taxes paid on this income, they actually enjoy special tax advantages compared to those back home. They have therefore recently proposed that the U.S. should increase the amount of the extra U.S. tax burden on Americans overseas. This explains why there is considerable anxiety in the overseas American community today about what could happen this year with tax reform.  
But we also have some very positive reasons for believing that this could be the year when overseas Americans finally regain full competitive equality all over the world. Our hopes for the rapid redress of this harmful practice are based on the following factors:
· The President promised in September 2004 that leveling the international playing field for trade would be a priority issue for his second term.  

· Many leading tax experts now agree that citizenship-based tax, and the inevitable double taxation of the same income that accompanies it, not only violates the tax neutrality of the worldwide marketplace, but also really is an export tax that makes a level playing field impossible for those with this unique extra tax burden. 
· The solution is simple, obvious, and all Americans will be big winners. 
· Elimination of the citizenship-based taxation imposed in 1962 would restore international competitive equality to overseas U.S. citizens once again.  
· That would go a very long way toward leveling the worldwide playing field.
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