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This is the first in a four-part reportage -:’ 2 & W (fi]
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negotiating a new double taxation
agreement with the United States this
week.In its defence of banking secrecy,
Switzerland has allies in the United States.
That's the good news; the bad is that if
they're not outmatched, they're
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They consist of two of the US's abating Wl IR ievces
breeds — civil libertarians and fiscal

conservatives — and inasmuch as the

administration of President Barack Obama has taken a more conciliatory
foreign policy than his predecessor, the niceties have not trickled down to
tax evaders and their enablers.

That's an unlucky development for Switzerland but not much of a surprise.
Obama said on May 4: "We shouldn't let some citizens dodge their
responsibilities while ordinary Americans pick up the slack. Unfortunately,
that's exactly what we're doing."

Swiss officials will meet on June 16 with their US counterparts in
Washington in an attempt to hammer out a new double taxation agreement.

Tax havens are good fodder for US political theatre: the liberals need
money, some conservatives lay the blame on high taxes, and libertarians are
crying foul.

The Swiss have said in the past that existing taxation laws are good enough.

Dan Mitchell, a senior fellow at the Cato Institute, a libertarian think tank,
fears his government is overreaching.

"There has been a steady erosion of the Fourth Amendment," he said told
swissinfo.ch, referring to the portion of the US Bill of Rights guarding
against unreasonable searches and seizures. Mitchell says the US has no
business policing the activities of its citizens outside its own borders.

Dan Mitchell (cato.org)
Aligning with Europe

The Obama administration is more closely aligning the US with what
Europe's big economies have been doing for years: clamping down on
tax-friendly jurisdictions.
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But the US began ratcheting up the pressure even before Obama took office.
Investigations into the business practices of UBS, Switzerland's largest bank,
began in 2008, and a year earlier, Michigan Democrat Carl Levin
introduced the Stop Tax Havens Abuse Act — with the support of
then-Senator Obama.

Levin has since tabled a reincarnation that's 15 pages longer. His office did
not make the senator available for an interview.

John Campbell, a Republican congressman and member of the House
Committee on Financial Services, says Obama's stance on Swiss banking is
at odds with his pledges to demonstrate greater respect for other countries.

"I think it's difficult to say you're going to have that kind of viewpoint
internationally and then selectively pick out Swiss banking as something
you're going to treat differently," he said.

"My position is generally that there are Swiss banking laws and beyond that
there's almost an ethos or a history around Swiss banking, where the
privacy aspect has been a critical aspect for literally hundred of years,"
Campbell added.

Taxes and nativism

The California congressman is one of a dozen or so who "get it" on taxes,
according to Ryan Ellis, tax policy director at Americans for Tax Reform,
the fiscally conservative pressure group founded in 1985 by influential
Republican lobbyist Grover Norquist at the request of Ronald Reagan.

Ellis is less a defender of Switzerland than a man who wants lower taxes. He
lays the blame in part on growing insular sentiments, particularly among
constituencies that Americans for Tax Reform might have been able to
count on two decades ago.

"We view this as a tax fight but there's also an increasing nativism going on
in the Republican Party," he said. "And the reason the Democrats are going
after this as a pressure point is because they think, correctly, that they can
exploit a lot of the nativism."

"They're looking at the effects and not the cause... Why do people want to
do this stuff? And it always comes down to marginal tax rates," Ellis said.

John Campbell (campbell.house.gov)

Policy works

"It's not the fault of small countries that have sound fiscal regimes and
reasonable marginal tax rates that the United States corporate rate has crept
up to the second-highest in the world," Ellis added.

He believes that if rates were lower, the decreased savings would dissuade
many people from breaking the law. "It's not an all-or-nothing proposition,"
he says, pointing to a 2004-2005 scheme that allowed US-controlled
foreign corporations to move assets earned overseas back to the US at lower
rates.

In the span of a year, the companies repatriated $318 billion (SFr348
billion) in assets, handing to the government $20 billion in taxes it would
not have received under the old policy.

Corporate tax avoidance and personal tax evasion are substantively
different but Ellis holds it up as an example that enforcement is less
effective than changes in public policy.

Campbell, a critic of the Obama administration's budget plans, says
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Switzerland capitulating on banking secrecy would yield no benefits.
Act globally, think locally

"If Swiss banking secrecy laws were to be thrown out tomorrow, there
would probably be some country somewhere that would try to do the same
thing," Campbell said.

"And rather than have the kind of general respect and admiration and
worldwide clientele that Swiss banking has right now, these other places
would probably get solely tax evaders, which would mean that the US
government would be right back where it was before."

Even on a global scale, all politics is local. "I think this is an area in which
they believe they can raise some revenue and say they're really not raising a
tax — they're simply trying to stop tax evaders," Campbell said.

So what should the Swiss do? The experts are divided. Mitchell believes
officials should diligently attend their meetings with their US counterparts,
smile, nod and do nothing else.

Ryan Ellis of Americans for Tax Reform is more cautious: "The last thing
you ever want to do if you're dealing with a wild animal — in this case, the
international tax authorities — is to poke a stick in its eye."

Justin Hine in Washington DC, swissinfo.ch
Monday, 15 June 2009
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