
Switzerland – EU tax dialogue

Brief summary
Corporate taxes are an important component of international competi-
tion among business locations. Switzerland has an attractive tax system 
that is broadly-based politically. However, the European Commission con-
siders that certain cantonal company tax arrangements distort competiti-
on. It is unhappy with the inequality in the tax treatment of domestic and 
foreign revenues of holding, domiciliary and mixed companies in certain 
cantons. Switzerland is firmly committed to tax competition but is willing 
to hold talks with the EU on contentious issues regarding corporate taxa-
tion.

Bone of contention – cantonal company tax practices
The European Commission had already voiced criticism in 2007 of cer-
tain cantonal tax arrangements, considering them as unauthorised state 
aid and claiming that they would distort competition and violate the 1972 
Free Trade Agreement. The Federal Council has always rejected this inter-
pretation. A compromise solution proposed in 2009 fell through follow-
ing resistance from certain EU member states.

In June 2010, the EU put forward a proposal to Switzerland to conduct 
talks on the so-called Code of Conduct for business taxation. This Code 
is not a legally-binding instrument; it is a political commitment. It requires 
the EU member states to combat harmful competition in the field of busi-
ness taxation. The idea is to eliminate distortions in the domestic market, 
avoid significant falls in tax revenues, and ensure that tax structures are 
designed in a way that is more conducive to employment. The focus is on 
tax provisions and tax practices that lead to significantly lower effective 
taxation than is customary in the relevant member state.

Switzerland’s position
In August 2010, the Federal Council instructed the Federal Department 
of Finance to enter into exploratory talks with the European Commission 
on a potential dialogue regarding the Code of Conduct. Together with 
the other departments concerned, the State Secretariat for Internation-
al Financial Matters entered into preliminary discussions with the Euro-
pean Commission’s Taxation and Customs Union Directorate-General, a 
process that also involved the cantons. The aim is to set out the prereq-
uisites and conditions for any dialogue. Such a dialogue will focus on so-
called “ringfencing”, i.e. the unequal treatment of domestic and foreign 
revenues. 
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The exploratory talks led to the following conclusions in October 2011:
 – The dialogue is to focus on the inequality in the tax treatment of do-

mestic and foreign companies (ringfencing).
 – Switzerland’s sovereignty and the cantons’ powers regarding tax issu-

es have to be respected.
 – Switzerland expects the EU and its member states to refrain from re-

taliatory measures against Switzerland during the negotiations. 

On 4 July 2012, the Federal Council approved a mandate for the dia-
logue with the EU on business taxation. The aim is to find a solution that 
strengthens Switzerland’s competitiveness as a business location and 
takes federal and cantonal budgets into account. It also has to be accept-
ed internationally. 

The EU Code of Conduct for business taxation is based on a resolution of 
1 December 1997 made by the Ecofin Council (Council of EU finance min-
isters) and the member state governments represented in the Council. As 
it is not a member of the EU, the Code is not applicable to Switzerland. 
In accordance with this Code, tax benefits can be harmful if they are fully 
isolated from the domestic economy and are not based on any real eco-
nomic activity. 
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