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Eliminate Citizenship-based Taxation

Summary

In 1962 the U.S. became the first, and is still the only industrialized country in the world that subjects its citizens to citizenship-based taxation on their world-wide income when they are bona fide residents of a foreign country.
· It discriminates, not against foreigners, but exclusively against private U.S. citizens who, in addition to U.S. income tax, are always subject to the tax laws where they live. Diplomats are exempt from foreign taxes.
· It is an export tax on American labor that makes U S citizens non-competitive for overseas jobs.
· Citizenship-based taxation has resulted in the progressive and almost-total dismantling of the world-wide network of overseas Americans that always assured a positive U.S. trade balance. The US is the only industrialized nation with an out-of-control $617.8 billion trade deficit in 2004.
· It is a punitive tax that raises insignificant revenue but discourages US and foreign companies from employing U.S. citizens abroad by punishing them with costly double taxation. This has resulted in the wholesale replacement by 3rd country nationals of tens of thousands of Americans formerly assigned abroad and cost the U.S. economy several million domestic manufacturing and service jobs for exports markets that are no longer addressed and that consequently are lost to foreign competitors.
· This law obligates U.S. citizens abroad, most of whose income is in foreign currency to obtain dollars to pay taxes to the U.S, often in violation of the laws of their host countries and at great risk of blackmail, fines, imprisonment and seizure of their assets. 

___________ ۞___________
Eliminate Citizenship-based Taxation

___________ ۞___________

U. S. Discrimination Against U.S. Citizens Abroad: U. S. law forbids discrimination against employment of legally-present foreign citizens in the U.S.  Such persons are subject to U.S. taxes on an equal basis with U.S. citizens, but because the U. S. is the only country with citizenship-based taxation, foreigners resident in the U. S. are never subject to taxes on their U.S. income by their country of foreign citizenship. U.S. citizens employed abroad are subject to all of the various taxes levied on both citizen and non- citizen foreign residents by their countries of residence, but in addition are also subject to U.S. income tax on their world-wide income.  Credit for some foreign income taxes may be taken against the U.S. tax obligation on income taxed by both countries, but the differences in tax laws between countries are so enormous as to severely limit the effectiveness of foreign tax credits in mitigating double taxation. . Likewise the partial foreign earned income exclusion provisions of sec. 911 have a limited effect in mitigating double taxation because of the radical differences between the tax system of the U.S. and those of other countries. Unlike the U.S., many foreign countries raise most of their tax revenue, not through an income tax, but through consumption taxes; none of which are recognized by the IRS as creditable against a U.S. tax obligation.  Also, what can be claimed as a deduction against a foreign tax is often not deductible for U.S. tax purposes, so that tax planning that minimizes foreign taxes only increases the amount of tax owed to the U.S. Donations to churches and charities in one’s foreign country of residence, foreign personal property, sales taxes, value-added, and wealth taxes, etc. are not deductible for U. S. tax purposes. Foreign citizens from high tax countries like Germany and the UK who are resident in the U.S., because they have no home-country tax obligation, can compete with U. S. citizens for jobs in the U.S. on an equal economic basis, but U.S. citizens in all other countries are at an impossible competitive disadvantage because of their added U. S. tax liability on salary and out-of-pocket employer reimbursements..  Employer reimbursements of excess tax liabilities resulting from double taxation are also fully taxable as income by the U.S. and further compound the non-competitiveness of U. S. citizens abroad.  Foreign citizens generally are much better off tax-wise when they live and work in the U.S., whereas U. S. citizens are always worse off and at a competitive disadvantage, because of the additional obligation of U. S. citizenship-based taxation, when they live and work abroad.
The Disastrous Deterioration of the U.S. Position in Foreign Trade. The year the Revenue Act of 1962 was enacted and first imposed citizenship-based taxation on U.S. citizens resident abroad, the U.S. registered a $2.3 billion trade surplus.  The purpose of that legislation, reportedly, was to discourage a handful of Hollywood movie stars avoiding U. S tax from filming pictures in Mexico.. The American Bar Association testimony records from HR 10650 dated April 24, 1962, page 2351 in the hearings that preceded the Revenue Act of 1962, indicate that it was clearly understood that enacting this legislation would “…make it unduly difficult to get U.S. citizens to accept employment abroad.”  That was the objective of the 1962 legislation, so Americans would stay home and not go abroad to live and work, and that is precisely what has happened over the course of the 43 years since it was enacted.  While other nations do not discourage with double taxation but instead encourage their patriotic citizens to live and work abroad, many of which provide subsidized  schools abroad for their expatriates children and other incentives so their citizens will and, in fact, do move abroad and successfully market home-country goods and services in their export markets. U.S. legislation penalizing those who go abroad to live and work has had exactly the opposite effect. Americans who live and work abroad are treated as Benedict Arnold traitors.  Germany, a country with 27.5% the population of the U.S. now ranks No. 1 in the export value of goods, having bypassed the U.S. in 2003.  The U. S. is still slightly ahead of Germany in the export of services, maintaining the U.S. as still barely the world’s # 1 exporter for to combined total of both goods and services. The bottom-line effect of this difference in tax laws is very apparent when comparing the foreign trade balances of Germany and the U.S. Germany’s trade 2004 trade surplus was $132.6 billion in 2004, vs. a U.S. trade deficit of $617.8 billion.  Thirty years ago the U.S. dominated world trade with over a 50% share.   The U.S. share in 2004 has dropped to 10%.  U S. imports are currently growing at a 50% higher rate than U.S. exports, and each succeeding year the gap increases. China ranks #3 behind the US and the ECU in total imports, but with extremely few Americans living and selling US products there, the U.S. ranks 5th in supplying only 9% of China’s imports, way behind Japan and ECU countries who have a much higher share of the Chinese market than the U.S., even though their production costs and consequently product prices are generally higher than those of the U. S. This superior trade performance has almost nothing to do with an “undervalued Yuan,” but which countries encourages their citizens to live, work and sell its goods in China, and the U.S. which subjects its citizens to prohibitive double taxation as a means of discouraging them from living and working abroad. Citizenship-based taxation must be eliminated as a first essential step to reversing this trend in order to rebuild U. S. to become a significant factor in the export market. It takes Americans in China beating on doors, just like the Europeans, Koreans and Japanese are doing, to sell American products there. It is utter folly to think that foreigners will come on hands and knees begging to buy U.S. products when other countries make it a priority to send their salesman to China to capture Chinese orders. Korea imports about as much per capita from China as the U.S. but it has a 2-to-1 trade surplus with China. The Department of Commerce reports there are only 200 U. S. citizens employed by U.S. affiliated multi-national companies in China.  This, not the undervalued Yuan, is the primary cause of the massive U. S. trade deficit with China.
Blocked Currency Income.  Most developing countries, including China, Argentina and Venezuela, the Caribbean Republics and many more around the world, have exchange control laws which prohibit the conversion of local currency to dollars, or any other currency, for the purpose of paying taxes to a foreign government on income earned by foreign residents of those countries. They do not recognize that any foreign country has any right to levy taxes within their borders.  U.S. tax laws require U. S. citizens to pay their tax in U.S. dollars, which in controlled-currency countries obligates them to obtain dollars on the black market and smuggle them out of the country to pay the IRS. Both black market currency transactions in the smuggling out of foreign currency are felonies punishable in most such countries by severe fines, imprisonment and confiscation of assets.  US citizens in such countries must opt between violating U.S. law by not paying their U.S. tax or putting themselves in harms way by violating local exchange control laws in order to pay U.S. taxes.  There is no other way.  When the Tax Reform Act of 1976 reduced the foreign earned income exemption in section 911 and established new restrictions on the application of foreign tax credits to offset the U.S. tax obligation, from one day to the next my total tax obligation, living and working in Brazil and being paid in Brazilian currency by my employer, was increased to nearly twice what any other non-U.S. citizen resident of Brazil was taxed on exactly the same income.  I could neither afford this increase nor legally obtain dollars to pay my new U.S. tax obligation.  For the previous 8 years abroad my foreign tax credits had satisfied my U.S. tax obligation, but with the 1976 legislation, no longer was this true. The only morally-acceptable alternative was to resign and return to the U.S. to start all over in a new career.  The Brazilian market for the U.S.-made telecommunications products I had opened was promptly taken over by Alcatel, a French company, which previously had no presence at all in Brazil, but in 2004 now accounts for over $1 billion in French exports annually to that country and is a principal supplier of telecommunications equipment there.   The Brazilian market for the US products I introduced was lost forever when I returned home..  Tens of thousands of U.S. citizens abroad were either forced to resign or were fired and replaced by 3rd company nationals as a result of the 1976 legislation and many foreign markets abandoned to our world trade competitors.  It is absolutely inhumane for the U.S. to require its citizens abroad to be subject to double taxation and be required violate foreign currency laws in order to pay a tax obligation to the U.S. Requiring U.S. citizens resident in other countries to remove vital foreign dollar reserves needed by poor foreign countries to pay for imported food so the population does not starve in order to pay taxes to the Almighty United States is regarded as a prime example of Yankee Imperialism exercised against poor countries.  The penalties we pay as a nation for this errant concept of citizenship-based taxation are a poor image abroad and our current $618.7 billion trade deficit which costs ten or more million domestic jobs manufacturing exports we don’t sell.
The Unenforceability of Citizenship-based Taxation. Based on data prepared by the Bureau of Consular Affairs of the State Department for 1999, there are 4,163,810 U.S. Citizens living abroad. Of this total, 1,036,300 reside in Mexico.  The Treasury Department’s recently-released report “Individual Foreign-Earned Income and Foreign Tax Credit, 2001” indicates that 291,768 tax returns were submitted by U.S. citizens and permanent residents (green card holders) abroad.  That equates to 1 tax return for every 14.3 overseas Americans.  There were 5,571 tax returns submitted from Mexico, which equates to 1 for every 186 U.S. citizens and green card holders resident in Mexico.
These statistics compare with an average of 1 tax return for each 2.1 residents in the United States.  Since U. S. citizens abroad are required to submit tax returns in order to take advantage of the provisions for limited exclusion of foreign earned income provided for in section 911 of the Tax Code which may leave some of  them with no U.S. tax obligation, the obvious conclusion is there is a very low rate of compliance for U.S. citizens and green card holders resident abroad approximately equivalent to an average of 14.6% of the compliance rate for those resident in the U.S., and for those living in Mexico, about ½ of 1%. Many U.S. citizens overseas do not speak English, but only English language tax instructions are available for overseas filers. Overseas citizens cannot file electronically, and the detailed records that must be kept by overseas filers and the additional tax forms are so complicated that a minimum fee of $5,000 can be expected to be paid for expert tax assistance, even if the U.S. tax owed is zero.   U.S. citizens resident abroad include persons born in the U.S. of foreign parents here on temporary work assignment or tourists who were in the U.S. when the child was born, but who have never lived or worked in the U.S. as an adult.  It also includes U.S. citizens born abroad who have never visited the U.S., born to a U. S. citizen parent, naturalized U.S. citizens who have returned to their country of birth to live and work or retire, or moved to a 3rd country, as well as children of foreign mothers who came to the U.S. for medical care in giving birth to a child.  All U.S. citizens, not just those born and raised in the U.S., are subject to U.S. taxes on their world-wide income regardless of their place of residence. Green card holders, whose U.S. tax obligation continues for 10 years after they cease to be U.S. residents, include current leaders in the new Iraqi and Haitian governments who were exiled for many years in the U.S. The IRS has no power to enforce tax laws against U.S. citizens who have no assets in the U.S., and no authority to arrest U.S. citizens abroad for income tax evasion. And it is highly unlikely that it will take action against the new prime minister of Haiti, a former resident of Fort Lauderdale, FL.  whose U.S. tax obligation continues for several more years.  When IRS audits are conducted abroad, extreme care must be taken to insure they are done at U.S. embassies or consulates since attempts to enforce U.S. tax laws outside of U.S. jurisdiction in foreign territory can result in the apprehension and arrest of the auditing officials by foreign authorities. Treasury data for 2001 discloses that 34% of those submitting tax returns from abroad for tax year were either employees of U. S. companies or their foreign affiliates.  The remaining 66% were employees of foreign entities, self-employed, retirees or other.   On the average for every $1 paid in income taxes to a foreign government and claimed as a credit against U.S. taxes, an additional $1.22 was paid in taxes to the IRS. This data does not disclose the other additional foreign taxes paid by citizens abroad that often are higher than foreign income taxes, and which are neither creditable nor deductible for U.S. tax purposes and often for which there is no equivalent U. S. tax.    This data does, however, provide a clear understanding of how citizenship-based taxation more than doubles the income tax obligation of the average U. S. citizens overseas, making them totally non-competitive for foreign employment.  Herein lays the reason why U.S. citizens are discouraged from accepting overseas employment, punished with extremely high taxation if they do, why the compliance rate with U. S. tax law is so low overseas, why there are few Americans overseas selling U.S. products and services, and why the U. S. has a $618.7 billion trade deficit.  It also clearly shows why a first step to the solution to this problem is to repeal citizenship-based taxation; the root cause of this problem.
Citizenship-based taxation must be repealed.  The longer it is delayed, the more acute our trade deficit problem becomes; with no end in sight. 
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