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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 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. 
The submission follows:
Eliminate Citizenship-based Taxation

Summary
The United States is the only industrialized country which has citizenship-based taxation.    This has serious negative consequences for both those individuals directly concerned, the U.S. citizens resident abroad, and for the country as a whole:

· Americans abroad are subject to at least partial double taxation in all countries with local taxation;
· Americans abroad are furthermore forced to assume foreign exchange risk to meet their U.S. dollar tax liability when earning their income and/or holding assets in a foreign currency; 
· Americans abroad face competitive disadvantage compared to other nationalities.
This fiscal pressure on overseas Americans is a self-inflicted penalty on the United States;

· it reduces American presence abroad; 

· it reduces employment opportunities abroad with both U.S. and non-U.S. companies;
· it reduces the pool of trained U.S leaders with international experience;
· it inhibits growth of American exports, whether it be goods, services or technology.
Compared to other major trading nations, the U.S. has an enormous unexploited export potential.  Yet the nation is facing a ballooning trade deficit primarily because merchandise exports lag terribly. All must be undertaken to reverse this devastating trend and to promote exports. Export growth will generate domestic jobs and provide economic growth and taxes.  
Citizenship-based taxation penalizes not only Americans living and working abroad, but more importantly the entire U.S. economy; it should be eliminated altogether.   
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For background, we refer to the ACA submission of March 7th, 2005 to the President’s Tax Reform Panel outlining why the current citizenship-based taxation amounts to a penalizing double taxation on Americans residing abroad, thereby causing serious competitive disadvantages for the American economy, for exports, for American businesses, and for individual U.S. citizens at home and abroad.  No other industrialized country has citizenship-based taxation.  ACA recommends to eliminate citizenship-based taxation altogether.  The tax revenue shortfall shall be compensated over time by raising exports. Here is why and how.
The name of the game is promoting exports

Today the United States faces an ever widening trade deficit currently running at over $2 billion per day, financed by borrowing overseas, mostly from the central banks of a few countries in Asia.  High oil prices and the low value of the Yuan are only part of the explanation.  The nation has had a chronic trade deficit since 1974. Although US exports grew by 12 % in 2004, imports increased by more than 16 %, starting from a much bigger base.  At present, total imports are 50 % higher than exports.  This is clearly unsustainable.  Just to keep the trade gap at its current level, total exports have to increase at 150% the rate of imports; based on 2004 trade data, exports would have to grow by $370 billion, more than double the increase in 2004.  
To gain perspective on the relative importance of exports in leading industrialized countries, please refer to the table at the end of this submission.  This table shows export data of the top seven world exporters, together accounting for about 50% of world exports. The United States is still the world’s largest exporter.  However, relative to the economy, exports on a per capita basis and as a percent of GDP are significantly lower in the U.S.  Exports of large European countries are two to three times more important in their economies.  China stands out particularly, for while exports per capita are low due to the immense population and relatively low GDP, exports represent close to 50% of GDP.  China has understood that growth comes through exports. This table tells us that there is a vast potential in the American economy for a major expansion of American exports.  There is an urgent need to focus on exports and making sure that American fiscal policy and other governmental policies do not hinder export development.
 Given the dynamic economic growth underway in China and other economic emerging countries, to maintain a strong competitive position, Americans just have to get out into the world and sell.  China is now the world’s third largest importer of merchandise, with the total value of imports in 2004 reaching $561 billion and still growing over 30 % a year.  Yet, in this crucial market, the U.S. ranks only fifth among principal sources of Chinese imports.  The United States commands less than 9% of Chinese imports where as the European Union has 13% and Japan 18%.  In other words, the European Union is selling 50% more merchandise to China than the United States and Japan is exporting twice as much to China, even though their economies have cost structures comparable to the United States.  Citizenship-based taxation hinders the growth of U.S. exports at a time when they are most sorely needed. 

Tax revenue compensation can be achieved through higher exports
IRS 2001 data (the latest available) show Americans residing overseas paying $3.5 billion in taxes to the federal government despite the compensating measures (partial earned income and housing exclusion, foreign tax credit) aimed to mitigate some of the double taxation.  Hence double taxation really exists, as Americans overseas are also subject to many kinds of taxes (income, VAT, wealth, etc) levied by the countries where they live.  The $3.5 billion in taxes from Americans abroad corresponds to just 0.4% of total personal income taxes collected that same year and comes from 234,800 tax returns.  In the overall US tax picture, we are talking about small dollar amounts and few people. 
Any increase in exports corresponds to a comparable increase in GDP.  As the federal government receives roughly 18% of GDP in taxes, an increase of exports of just $19.5 billion is sufficient to generate $3.5 billion of income tax in the domestic economy, enough to compensate for the revenue loss from eliminating taxation on Americans overseas.  And $19.5 billion represents only 1.7% of U.S. 2004 exports of $1.15 trillion. 
More Americans are needed abroad to accelerate export growth
By canceling citizenship-based taxation, the US government would not only quickly recuperate revenue lost from Americans overseas, but more importantly would also open up the floodgates of an enormous export growth potential. 

Overseas employment has, in fact, declined substantially in recent years.  According to the Commerce Department, U.S. citizens employed by foreign subsidiaries of U.S. multinational corporations dropped by 50% from 41,200 (in 1982) to only 20,200 in 1999 (latest data available), while 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 only natural for more local employees to take the place of the original U.S. citizens, be they executives, technical experts or workers. But, the top jobs in these affiliates today are often being filled by well educated, articulate, highly paid executives from countries other than those where these entities are located, just as long as they are not Americans.   
 Headhunting firms make a very clear statement.  When looking for candidates to manage in Europe, Latin America, Canada, Asia or elsewhere outside the United States, the only criteria are management and professional talent as well as experience in the local business environment.  Americans are put at a serious competitive disadvantage because they must be paid more to compensate for the double taxation to which they alone are subjected.  When the topic turns to recruiting for companies operating in the Middle East, where several countries have no income tax, the comment is more brutal, to quote a senior international recruiter.  “An American will require a salary 50% higher than a national of any other country because of the unique home-country tax liability.  He is totally priced out of the market. Not one American will have access to the multiple jobs currently opening up at all job levels in the Middle East.”    
The insufficient exposure of Americans to international competition abroad creates a serious competitive handicap for American companies. Fewer Americans abroad means lower exports where American managers abroad can favor American suppliers in their overall operations.  It also means that the country is not training enough American international managers to keep up with the requirements of the rapidly expanding global economy.  Whereas 30 years ago, the United States dominated the world economy, today it is just one player among others, representing only 10 % of world exports.   The rules of the game have changed. Ensuring a solid position in global trade has become crucial to long-term prosperity, and our competitors are giving top priority to developing exports.  It is high time for the American government and American companies to do the same. 
There exists an enormous potential for export expansion of individual entrepreneurs and small and medium sized American companies. They represent 97% of all American exporters and already account for over 20% of the total value of U.S. exports. Imagine the economic energy to be released if this vast pool of thousands of American entrepreneurs were not deterred for tax reasons from setting-up overseas subsidiaries staffed with Americans to export more American products.

 There is no exact way to measure this potential as it is being bottled up by the current tax code, but let us make some assumptions and calculations.  Estimates of jobs created in the domestic economy range from 10 to 20 jobs for each additional $1 million of exports. Let’s assume an average of 15 new jobs for each additional $1 million of exports. Assume that citizenship-based taxation is eliminated, encouraging Americans to promote exports.  Assume also that every new American going abroad to sell U.S. goods generates $1 million in new export sales in the first year, thereby creating 15 US domestic jobs. If just 50,000 Americans go overseas for this purpose, new exports would total $50 billion, generating an increase in GDP of $50 billion, 750,000 new domestic jobs, more than 4% growth in exports and $9 billion in new federal taxes.  
This example is highly conservative as we are talking about only 50,000 new American pathfinders and a low sales estimate per employee.  If we assume 100,000 Americans salesmen overseas and each realizing $2 million in new export sales, then exports, and consequently GDP, would increase by $200 billion.  This would create 3,000,000 new domestic jobs and would reduce by one-third the current trade deficit.  
Eliminating citizenship-based taxation would promote long-term economic growth, create jobs and strengthen the competitiveness of the United States in the global marketplace.  It would consequently bring in significantly higher tax revenue to the federal government.  At the same time the tax code and administration would be greatly simplified without all the special forms required for citizenship-based taxation.

    Thanks to the inherent dynamics of American business people, once liberated from this destructive tax rule, the United States would clearly be in a win-win situation. 
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Relative Importance of Exports and Trade in Leading Industrialized Countries in 2004
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	USA
	292.3
	11,773.5
	1,147.2
	-647.0
	3,924.7
	9.7%
	-5.5%

	Germany
	80.4
	2,703.1
	1,040.9
	132.6
	12,946.5
	38.5%
	4.9%

	Japan
	127.0
	4,682.4
	659.3
	71.2
	5,191.3
	15.3%
	1.7%

	China
	1,288.4
	1,525.8
	653.2
	22.1
	507.0
	46.3%
	1.6%

	France
	58.5
	2,010.4
	559.4
	0.8
	9,562.4
	31.8%
	0.0%

	U.K.
	58.8
	2,124.5
	514.8
	-81.9
	8,755.1
	24.2%
	-3.9%

	Italy
	56.3
	1,677.9
	430.7
	2.1
	7,650.1
	40.5%
	0.2%

	
	
	
	
	
	
	
	

	Sources: World Trade Organization, (April 14,2005 press release) and OECD Main Economic Indicators
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PAGE  
7

