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1 Introduction 
 
This paper summarizes and analyzes a 1999 report by the Swiss federal government and the 

cantons (Conseil fédéral 1999), which presents the planned reform of the equalization 

system in Switzerland. I argue that this reform is the result of hard work by both levels of 

government, and that it proposes ideal solutions to reform Swiss federalism in terms of 

economic rationality, but I doubt that such an extensive reform can be successfully 

implemented within the Swiss political context. 

The paper will first present a few facts about Switzerland and its current equalization 

system. The essay highlights the main reasons for changing the system, the procedure for 

reforming it, and the newly proposed equalization system. Finally, the paper will discuss 

this new system and its chances of success. 

 

2 A few facts on Switzerland 
 

Switzerland is a small country located in the heart of Europe (without being a member of 

the European Union). Its population of 7.1 million is composed of Swiss-German speaking 

population (69%), French speaking (20%), Italian speaking (10%) and Romanche speaking 

(1%). All four languages are national languages entrenched in the Swiss Constitution 

(Article 4, Constitution of April 18, 1999). 

Switzerland is a federal state composed of 26 cantons and “half cantons”, each 

represented in the upper House, the Council of States2. Another characteristic of the Swiss 

political system is consensus government. The government is a cabinet of seven ministers 

chosen and voted in by the parliament according to an institutionalized but unwritten 

composition that ensures that the major political forces as well as the main regions are 

represented. Since 1959, each federal government has been composed of two members of 

the Socialist party, two members of the Radical Democratic party, two members of the 

Christian Democratic party, and one member of the Agrarian-Popular party (Klöti 1999: 

                                            
2 Each canton has two seats in the Council of states and each half canton has one. 
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165-166). There are many other smaller political parties that are not included in the federal 

government (Ladner 1999). 

Another characteristic of the Swiss system is the extensive direct democracy. Every 

federal bill can be submitted to a referendum if 50 thousand citizens or eight cantons 

request it (optional referendum, art 141 Cst). Any constitutional change or participation in 

an international treaty is automatically submitted to a compulsory referendum and can be 

implemented only if a majority of the voters and a majority of cantons accept it (art 140 and 

142 Cst). The citizens can also propose a constitutional change by submitting an “initiative” 

supported by at least 100 thousand valid signatures (art 139 Cst). Referendums and 

initiatives also exist at the cantonal and local levels, though with regulations that vary 

widely from one canton to another. 

Swiss federalism is a cooperative type, unlike Canada’s, which corresponds to the 

dual type of federalism. The federal government has few exclusive jurisdictions and the 

cantons are responsible for most tasks, for which the federal government gives financial 

support and guidance (Faganini 1991). The federal government does not directly implement 

policies, but it establishes legislation that is administered by the cantons. This corresponds 

to the Swiss notion of "executive federalism", or what we call administrative federalism 

(Germann 1986). 

Concerning fiscal federalism, Switzerland is amongst the most decentralized 

federations. The cantons have extensive taxing powers, while those of the federal 

government are limited by the constitution and have to be periodically renewed by a 

referendum. The federal government is responsible for levying the VAT, a federal direct 

tax (personal income tax), and a business profit tax. The cantons' main revenue source is 

the personal income tax, which is levied by the cantons for both levels of government. The 

cantons "are largely free to structure and frame their tax system and to decide the tax 

burden" (Dafflon 2001: 16). 

The Swiss GDP per capita is amongst the highest of the OECD countries, but there 

are wide disparities in the country. The richest canton's per capita GDP, Zug, is more than 

twice that of the poorest canton, Jura. There are also disparities in terms of population, the 

mountainous regions being less populated than the cities, and in terms of the fiscal burden, 
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as the cantons are free to set their tax system as they see fit. For at least the same level of 

public services, the rich cantons can, for example, afford to lower their income tax rates and 

thus attract rich taxpayers to their territory. 
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Table 1: Incomes and global tax burdens by canton 
Cantons  Language 

spoken 
Population 
(in 
thousand, 
1998) 

Surface 
(square 
km) 

National  
Income per  
capita 
(Sfr, 1997) 

Total tax 
revenues 
(thousand Sfr, 

1998) 

Global index of 
tax burden  
(Switzerland=100, 
1998)3 

Zug German 96.5 239 68 320 720 849 57.3 
Basel-City (1/2 cant.) German 190.5 37 65 704 3 561 351 112.1 
Zurich German 1187.6 1 729 56 048 8 276 586 80 
Geneva French 398.9 282 50 744 5 429 981 113.5 
Basel-Land (1/2 cant) German 256.8 518 48 458 2 056 673 93.0 
Glarus German 38.7 685 51 766 327 942 108.1 
Nidwalden (1/2 cant.) German 37.3 276 52 112 239 538 70.3 
Schaffhausen German 73.7 299 46 007 502 732 99.0 
Vaud French 611.6 3 212 43 772 5 283 219 109.3 
Aargau German 536.5 1 404 43 306 2 998 193 96.6 
Schwyz German 126.5 908 45 294 707 761 81.3 
Solothurn German 243.5 791 40 678 1 392 585 100.3 
St. Gallen German 444.9 2 026 38 196 2 893 062 100.0 
Ticino Italian 306.2 2 812 37 179 2 278 845 97.6 
Graubünden German  

Italian 
Romanche 

186.1 7 105 38 878 1 718 438 90.6 

Lucerne German 343.3 1493 38 832 2 339 803 116.8 
Bern German 

French 
941.1 5959 38 758 7 043 650 120.3 

Uri German 35.6 177 38 348 366 883 88.5 
Thurgau German 226.5 991 38 506 1 342 460 101.5 
Fribourg German 

French 
232.1 1671 37 137 1 921 668 124.8 

Neuchâtel French 165.6 803 39 079 1 424 204 126.4 
Appenzell A-Rh (1/2 

cant.) 
German 53.8 243 36 207 354 715 106.1 

Obwalden (1/2 cant.) German 32.0 491 34 308 232 254 116.9 
Appenzell I-Rh (1/2 

cant) 
German 14.9 173 38 735 105 477 94.3 

Valais German 
French 

274.5 5225 32 789 1 924 706 130.0 

Jura French 69.0 838 31 012 713 939 131.8 
Switzerland German 

French  
Italian 
Romanche 

7123.7 41284 44 500 56 157 514 100 

Source: (Dafflon 2001 table 1 and table 9), Office fédéral de la Statistique. 

 

                                            
3 This is calculated as a weighed average of the effective tax rates imposed on representative tax units of each canton for the income tax 
and wealth tax on individuals; the profit tax and tax on capital for business (legal entities) and the motor vehicle tax.. 
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3 The actual equalization system 

Equalization in Switzerland has never been strong. The goal is not to ensure that all cantons 

have the same level of revenues, but rather to reduce disparities in terms of tax burden. 

Unlike Germany, which is constitutionally bound to ensure equal living conditions, 

Switzerland cherishes regional diversity. Intercantonal competition, which is seen as 

valuable because it helps reduce the overall tax burden, is the preferred outcome. The role 

of the federal government is to ensure that competition takes place in optimal conditions 

and that the specific constraints mountainous cantons have to face do not limit their ability 

to compete. 

The constitutional article providing the federal government with the power to 

equalize disparities has been adopted in 1958 and the federal law on intercantonal 

equalization which implemented the article was adopted in 1959 (federal law of June 19, 

1959 on fiscal equalization).  According to the constitutional article (art. 135 Cst), "The 

Confederation shall promote financial equalization among the cantons. When granting 

subsidies, it shall take into account the financial capacity of the Cantons, and the special 

situation of the mountainous regions". 

As a comparison, article 36 (2) of the Canadian Constitution Act 1982, states that 

"Parliament and the government of Canada are committed to the principle of making 

equalization payments to ensure that provincial governments have sufficient revenues to 

provide reasonably4 comparable levels of public services at reasonably5 comparable levels 

of taxation" (see Clark 1998). The Canadian equalizing paradigm is therefore closer to the 

German one, because it insists on the need to promote equal opportunities for all 

Canadians, whereas this is not emphasized in the Swiss Constitution. This difference is 

reflected in the policy instruments used to perform equalization in Switzerland: unlike the 

Canadian system where equalization is a program distributing unconditional grants to 

provinces whose revenues are below a certain average, in Switzerland, it is a bit more 

complicated and confusing. In fact, as is the case in the US system, equalization is 

                                            
4 per capita expenditure per function 
5 5 province standard 
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omnipresent. Whenever the federal government decides to give money to the cantons, there 

are usually additional amounts distributed for equalization purposes (Dafflon 1995).  

The cornerstone of the Swiss system is the fiscal capacity indicator, which is based 

on which equalization funds are distributed —or not— to the cantons (see Table 2). The 

fiscal capacity indicator takes into account elements concerning the per capita national 

income of the cantons (weighed 0.3), the cantonal potential tax receipts per capita from 

various tax sources (weighed 0.3), the inverse of calculated tax burden (weighed 0.2), and 

elements approximating the costs of accomplishing tasks (cantonal specific expenditure 

requirements, weighed 0.2 in the total index). This last element concerns especially the 

mountainous cantons that face additional burdens for accomplishing tasks due to their 

geographical situation, and cantons which are scarcely populated. Thus, in the specific 

expenditure requirements, two criteria are taken into account: geographical conditions and 

population. 
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Table 2: Fiscal capacity of the cantons 2000/20016 
Cantons NIC per 

capita 
1996/97 (x 

1.5) 

Inverse of tax 
burden  

1995-1998 (x 1) 

Tax revenues 
1996/1997 (x 
1.5) 

Expenditure 
requirements 
(x 1) 

Weighted 
average 

Total 
index 

1 2 3 4 5 6 7 
Zoug 158.32 142.23 161.02 96.63 143.57 218 
Bâle-Ville 141.00 89.93 129.60 111.10 121.39 158 
Zurich 125.15 118.22 126.56 108.95 120.95 157 
Genève 112.65 85.49 126.35 111.10 111.02 130 
Nidwald 115.81 128.85 105.77 83.38 108.92 124 
Bâle-
Campagne 

107.22 107.21 109.39 105.52 107.53 120 

Schaffhouse 102.29 102.93 95.53 111.06 102.14 106 
Argovie 98.80 105.99 90.33 110.46 100.03 100 
Schwyz 97.49 118.71 94.20 85.49 98.35 96 
Vaud 98.77 87.80 98.47 106.17 97.96 95 
Thurgovie 86.31 102.42 89.40 110.44 95.28 87 
Soleure 91.51 102.51 88.46 103.52 95.20 87 
Saint-Gall 86.48 101.13 91.74 98.58 93.41 82 
Tessin 84.06 96.67 100.53 85.96 91.90 78 
Glaris 113.65 90.98 80.86 77.30 92.01 78 
Grisons 87.12 100.89 101.52 70.00 90.77 75 
Lucerne 88.82 87.75 83.36 102.09 89.62 72 
Uri 86.81 113.89 81.17 73.61 87.89 67 
Berne 88.50 83.25 84.99 94.18 87.53 66 
Appenzell Rh.-
Ext. 

80.79 95.45 83.43 82.25 84.81 59 

Appenzell Rh.-
Int. 

83.36 105.49 82.49 71.39 85.13 60 

Neuchâtel 87.53 76.48 84.35 88.65 84.59 58 
Fribourg 84.63 70.00 78.09 97.00 82.21 52 
Obwald 77.47 89.06 70.99 76.76 77.70 40 
Jura 70.00 73.41 72.27 84.98 74.36 31 
Valais 74.23 71.99 70.00 81.19 73.90 30 
Switzerland 100 100 100 100 100 100 
max/min ratio 2.26 1.98 2.30 1.35 1.94 7.27 
Source: ordonnance fixant la capacité financière des cantons pour les années 2000 et 2001 du 17 
novembre 1999, RS 613.11, (Dafflon 2001, table 10) 
 

 

                                            
6 The computed indices are not directly comparable with the corresponding figures in table 1 (per capita NIC and indices of 
tax burden) because for each series, the lowest result is given the value of 70 points and all the other numbers are 
proportionally computed through a specific formula. One cannot say a priori whether this adjustment reinforces or reduces 
equalizing effects. It depends on whether, in the first calculation, the original min/max ratio, i.e. the original differences in the 
relative position of the cantons, was higher or lower. 
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Equalization is present in three types of transfers: 

1. Conditional grants: matching funds are distributed to the cantons as incentives for the 

accomplishment of certain tasks or as an indemnity for spillover effects. Conditional 

grants are composed of two elements: a basic rate (for example, 10% of the costs) and 

an equalization supplement (up to 50% of the costs). The equalizing element varies 

from canton to canton according to fiscal capacity7.  

2. Revenue sharing: there is an equalizing element included in the revenue sharing 

scheme. The federal government gives part of its tax receipts to the cantons, and part of 

those receipts are distributed amongst the cantons according to their fiscal capacity. The 

taxes involved are the direct federal tax, the withholding tax, the excise on petrol and 

motor fuel, and part of the national Bank profits. For example, the federal government 

transmits 30% of the receipts of the federal direct tax to the cantons. Out of these 30 

percentage points, 13 percentage points are distributed according to fiscal capacity, 

while the remaining 17 percentage points are distributed according to the derivation 

principle. The revenue sharing scheme is formally vertical in that the cantons receive 

part of the revenue from federal sources, but since the equalizing amount is fixed in the 

Constitution, the incidence of equalization is strictly horizontal. In the case of the direct 

federal tax, the federal share is always 70%. If a canton receives more from the 

remaining 30% because its capacity index has lowered, this part is paid for by richer 

cantons, not by the federal government.  

3. Cantonal contributions to (federal) social security expenditures: the cantons 

contribute to the federal expenditures for social policy (old age/survivors insurance, 

disabled pension scheme, unemployment allowances, family allowances) according to 

their fiscal capacity. 

There are about 40 conditional grant programs with an equalizing element using various 

equalization formulae. In addition, each of the four revenue sharing programs and the four 

                                            
7 For example, a canton whose fiscal capacity is 60 receives the basic rate (10%)  plus an equalization supplement of 50%, and a canton 
whose fiscal capacity is above 120 will only receive the basic rate (10%). 



9 

schemes of cantonal contributions to social security expenditures use specific equalization 

formulae. Thus, the federal equalization policy is complex and not particularly transparent. 

Reasons for change and the reform process 

3.1 Reasons for change 
 
This system is indeed rather complex, but any equalization policy is inevitably complicated. 

Why then have Swiss stakeholders embarked on such a major reform? It seems that Swiss 

experts (Dafflon, Frey et al. 1994), as well as federal and cantonal governments all agreed 

that something had to be done to reform the system.  

More specifically, in the Conseil fédéral report of 1999 (Conseil fédéral 1999: 17-19) 

advanced several reasons for reforming the Swiss equalization system: 

• Despite its complexity, or perhaps because of its complexity, the actual system has been 

unable to reduce disparities among the cantons (Dafflon 1995: 47-49).  

• Experts have established that the matching grant system advantaged the rich cantons 

rather than the poor ones and that the matching grant system distorted cantonal fiscal 

priorities. The mix between the incentive and equalization elements in the same grant 

were also criticized by experts because it seemed that neither the goal of achieving 

redistribution nor that of providing incentive could be attained.  

• The authors of the report emphasize the fact that over the years, the Swiss system has 

become more and more entangled, blurring the actual responsibilities for accomplishing 

tasks. The federal government has, over the years, become more and more involved in 

cantonal tasks, thus limiting its scope for action on important national issues. The goal 

of the reform is to clarify the task distribution and allow each level to focus on their 

tasks. 

• The politicians wanted the reform to be inspired from the New Public Management 

(NPM) which has been in fashion in Switzerland (Delley 1994). According to this new 

trend in public management, which brings many features of private management into 

public management, an entangled system where responsibilities and financing 
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authorities are not clearly established is not efficient. Some of the proposals for reform 

clearly stem from the NPM. 

• Finally, what triggered the reform of the equalization scheme was the financial crisis of 

the early 1990s, where all levels of government started accumulating deficits. 
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Table 3: Expenditures, revenues, surplus/deficit in million CHF 
 1980 

 
1990 1997 1998 

FEDERAL      
Expenditures  17 532 31 616 44 383 46 692 
Revenues 16 461 30 837 38 852 47 073 
Surplus/deficit -1 071 -779 -5 530 111 
     
CANTONS     
Expenditures  21 926 41 116 56 866 57 170 
Revenues 21 763 39 264 53 788 56 158 
Surplus/deficit -163 -1 852 -3 078 -1 012 
     
COMMUNES     
Expenditures  16 476 30 245 30 471 39 327 
Revenues 16 934 29 423 37 849 38 770 
Surplus/deficit 458 -822 -578 -557 
     
TOTAL     
Expenditures  47 240 86 614 117 310 120 272 
Revenues 46 464 83 161 108 124 118 814 
Surplus/deficit -776 -3 453 -9 186 -1 458 
Source: Finances publiques en Suisse 1998, AFF, 18/2000, Berne, pp. 24, 44 and 76. 

 

3.2 The reform process 
 
Reform processes in Switzerland are generally long, painful and unpredictable. The reform 

of the equalization system actually started in 1990 when the federal finance administration  

made a preliminary assessment of the system.  This federal review was followed by an 

assessment by the cantonal ministers of finance. Then, the national fund for research 

financed a research project on this theme (Dafflon 1995). In parallel, and in order to clarify 

the situation and to see what could be changed and how, the federal Department of Finance 

mandated four experts who issued a report in 1994 (Dafflon, Frey et al. 1994). It contained 

several proposals for change. Based on this, the federal government put in place a federal-

cantonal working party (composed equally of members from the federal and cantonal 

levels) that was instituted to issue proposals for reform. The report came out in 1996 and 
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was followed by a consultation procedure in which all actors interested could submit their 

opinions8.  

Based on the results of the consultation procedure, which were controversial, the 

federal-cantonal working party issued a second report in 1999 with more precise proposals 

established by the actors concerned within working groups. Another consultation procedure 

took place in 1999, and the federal government is now working on the message that will 

accompany the legal and constitutional reform proposals.  That message should have been 

issued in late 2000, but it has already been delayed to the fall of 2001. The problem is that, 

unlike what the reform project states, after some calculations some cantons with lower- 

than-average fiscal capacity stand to become losers and are now opposed to the reform. The 

data used by the federal government as well as the formula proposed were thus criticized by 

the losing cantons, Appenzell, External rhodes, Neuchâtel and Fribourg. Amazingly, one of 

the rich cantons, Schwyz, stands to become a winner according to simulations based on 

1993 and 1994 data.  

However, the fundamental problem lies in that the initiators of the project wanted to 

include a revision of the division of responsibilities between the federal level and the 

cantons in addition to the equalization reform per se. By doing this, they touched vested 

competencies and financial transfer resources, thus triggering reluctance and strong 

opposition to any change by stakeholders. Indeed, previous attempts to rationalize federal 

specific grants to the cantons (Stocker report 1966) and two series of measures for a new 

assignment of functions and responsibilities between the federal government and the 

cantons, in 1971 and 1978, have failed, the outcome being much below the most 

pessimistic expectations at that time. For now, the project is at a standstill and the federal 

government has to review its data if it wants the project to be accepted by the cantons. The 

federal government has admitted that there was a problem and that the project was may 

have been overly ambitious (Tribune de Genève 18.11.2000). 

                                            
8 The consultation procedures always take place before the federal government transmits a law or constitutional proposal to the 
parliament. It gives the federal government the opportunity to adapt the proposal before submitting it to the parliament and eventually to 
avoid a referendum. In this case it was used to ensure that all stakeholders were aware of what was happening before further steps were 
taken. 
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The legal process will be composed of two stages, in order to avoid excluding crucial 

elements and to ensure that the project remains intact. In its first bill, the federal 

government will submit in one federal decree all constitutional revisions to the Parliament 

(it will narrowly define equalization and disentangle responsibilities between levels of 

government as far as constitutional powers are involved). The parliamentary debates on that 

first package should take place in the fall of 2001 and the compulsory referendum in 2003. 

The explanatory information for the second package, which will include all legal changes 

that need to be adopted because of the new constitutional articles adopted in the first 

package, should be issued in 2004-2005, followed by a non-compulsory referendum. The 

whole thing should therefore not be implemented before the year 2005, if everything goes 

well (that is, if the federal government manages to carry the project through and if the 

cantons and the voters agree). 

4 The new equalization system 

The goal of this reform is rather ambitious: besides a reform of the transfer system, it aims 

at revitalizing federalism by clearly separating each level’s powers, which are now 

“entangled”. The various publications presenting the project (Département fédéral des 

finances and Conférence des directeurs cantonaux des finances 1996), (Wettstein 1998), 

(Rey 1999), (Conseil fédéral 1999), insist on the fact that the goal of the project is not 

primarily to reduce federal expenditures, but to foster efficiency at all levels of government. 

In other words, the reform should be financially neutral (no cuts), but the rearrangements 

proposed should give each level of government more scope for action and avoid 

duplication. We will see in the concluding section that not only is financial neutrality hard 

to reach, but also that such a reform is not politically neutral. 

The reform proposals are the following: a disentangling of tasks and financing, 

intercantonal cooperation and costs compensation, a new type of vertical cooperation and 

financing, a new horizontal equalization scheme, and extra federal funding for cantons 

facing additional charges. Each of these elements is presented below. 
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4.1 Disentangling of tasks and financing 
 
The goal of the reform is to define more clearly who is in charge of what and to simplify 

the financing mechanisms. Federal and cantonal tasks have been examined by a working 

group and, based on the subsidiarity principle, they have been reallocated to one level or 

the other. As a result, some tasks have become exclusively federal or exclusively cantonal. 

Cantonal tasks which have spillover effects will be accomplished through intercantonal 

cooperation and some tasks will remain joint tasks (federal-cantonal). For those joint tasks, 

it has been decided that the Confederation would be in charge of strategic issues, while the 

cantons would be in charge of operational issues. 

 
4.2 New type of vertical cooperation and financing 
 
For joint tasks, a new type of cooperation and financing is planned. As mentioned, the 

federal government will be in charge of strategic issues, while the cantons will be in charge 

of operational issues. Since the cantons will be in charge of implementing policies, as is the 

case now, the federal government will transfer funds. The principles for distributing money, 

however, are new. For the accomplishment of joint tasks, the federal government and the 

cantons will get together and agree on the goals to be achieved. This will take the form of 

an intergovernmental contract. The federal grants will be block grants, based on the level of 

achievement of the goals. Thus, the grants will remain conditional because they are linked 

to the accomplishment of specific tasks, but the amounts will be calculated based on the 

policy accomplishments rather than based on the actual costs, as was the case with the 

previous matching grant system. Here, we see the influence of the New Public 

Management, which promotes the notion that public administrations should be managed 

based on their output and not through procedures. 

In the new system, there are no more equalizing amounts distributed through the 

conditional grants system. Equalization is performed through other mechanisms, but the 

grants linked to the accomplishment of joint tasks are free from equalizing elements. 

Therefore, incentives are separated from redistribution. Needs equalization is solved 

differently, through extra federal funding (see section 5.5). 
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4.3 Inter-cantonal cooperation and costs compensation 
 
Responsibilities that have spillover effects such as provision for professional schools, 

universities, specific medical care, public transportation, are to be accomplished through 

intercantonal cooperation. The authors of the report believe that the cantons will gain 

additional resources by realizing economies of scale through cooperation. Moreover, free 

rider behavior will be eliminated and the entities that benefit from a service will be the ones 

which decide and pay for it, according to the user-pay principle. 

Cantons benefiting from services provided by other cantons will have to pay 

compensation to the providing canton(s). 

In practice, the cantons will have to establish inter-cantonal contracts, which 

determine the structure of collaboration (organization), the conditions and principles for 

compensation of costs, the type of cooperation (selling of services or joint financing), as 

well as the procedures to be admitted and excluded. 

The cantons that would benefit from that new scheme are the cantons that now 

provide services : Basel, Geneva, Zurich, Berne and Vaud, that is, mostly urban cantons. 

The 21 remaining cantons will share the costs. 

The principle of a compulsory intercantonal cooperation will be introduced in the 

Constitution. It will give the federal government the possibility of extending an agreement 

to all cantons and of forcing reluctant cantons to cooperate. The domains for which the 

cantons must cooperate will be introduced in a law, and the federal government can only 

force the cantons to cooperate if a certain number of cantons involved request its 

intervention. The exact way the federal government may force the cantons to cooperate is 

not very clear in the report. It says that if at least 21 cantons request it, the federal 

government may impose the intercantonal agreement upon reluctant cantons; if at least 18 

cantons request it, the federal government may impose conventions of national interest to 

reluctant cantons. Moreover, the federal government may force reluctant cantons to 

cooperate in an intercantonal convention if at least half of the cantons involved request it. 

The cantons, however, remain free to establish the ways in which they want to cooperate, 

without federal intervention (Conseil fédéral 1999: 27-28, 42-47). 
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The small cantons have reacted to that proposal. They fear they will lose the 

possibility of deciding on a service. They are strongly opposed to the fact that the federal 

government could force the cantons to cooperate (Département fédéral des finances 1999). 

 
4.4 New horizontal equalization scheme: reduction of inter-cantonal disparities 
 
Under the new system, horizontal equalization will operate through unconditional revenue 

sharing, with a new fiscal capacity indicator. The cantonal contributions for social security 

expenditures are to be abolished and reduced in revenue sharing on a zero-sum basis. As is 

the case now, the federal government will transmit a fixed amount of receipts which will 

then be distributed among the cantons according to the new fiscal capacity indicator. Thus, 

horizontal equalization means revenue sharing of a constitutionally fixed amount of federal 

revenue sources (30% of the federal direct tax and maybe other federal tax sources), as well 

as the creation of an intercantonal fund for revenue sharing. This scheme helps to avoid 

exploitative behavior by the cantons toward the federal government – as is the case in 

Germany – because they cannot request additional revenue sharing funds from the federal 

government. 

The new fiscal capacity indicator is under construction. It excludes elements linked 

to the costs for accomplishing tasks and those elements that are based only on the potential 

tax receipts of the cantons. 

Based on this indicator, each canton's fiscal capacity will be established. The 

parliament has to decide the extent of the redistribution that will take place between the 

cantons. For example, if the average cantonal fiscal capacity is 100, the parliament can 

decide that all cantons should reach a level of 90 on the fiscal capacity indicator. Cantons 

with greater fiscal capacity will pay for those with less fiscal capacity.  

In order to ensure that all cantons reach the level of fiscal capacity decided upon by 

the parliament, the federal government will provide complementary federal grants for 

cantons whose fiscal capacity remains under a certain level after equalization. 

It is not clear yet how this whole scheme will be implemented because neither the 

fiscal capacity indicator nor the extent of the redistribution has been established.  
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4.5 Extra federal funding  for cantons facing additional charges 
 
So far, the new system has clearly separated incentives from redistribution and has 

eliminated elements linked to the costs of providing services. The final element of the 

reform deals with the cost of providing services. The federal government will give 

additional unconditional grants to cantons facing higher costs due to their geographical 

location (mountainous regions) or socio-demographic challenges. The grants are 

unconditional but remain linked to certain responsibilities such as forests, roads, water 

emergencies. 

There are specific criteria for establishing which cantons can benefit from the grants 

and to what extent, such as: the density of the population, the length of roads per capita, the 

amount of forest per capita, the percentage of old people, of poor people, of foreigners and 

of unemployed people. 

5 Summary of the differences between the old and the new system 
 
5.1 Differences 
 
In the new equalization system per se, revenue sharing shall be used rather than matching 

grants with equalizing elements. There is a new scheme for horizontal equalization with a 

new indicator of fiscal capacity. 

Most importantly, the new system separates equalization of costs from equalization of 

resources. Equalization of costs is made through: 

1. intercantonal costs compensation and  

2. federal transfers for extra costs linked to socio-demographic or geographical challenges. 

Equalization of resources is made through  

1. horizontal equalization (through revenue sharing) and  

2. complementary federal grants, based on the new fiscal capacity indicator. 

Grants linked to the accomplishment of federal-cantonal joint tasks are block grants based 

on the attainment of goals decided upon jointly by both levels of government and do not as 

such perform any equalization function. 
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Table 4: Differences between the two systems 

old new 
Equalization supplements in conditional transfers; 
mix between incentives and equalization. 

Block grants without equalizing supplements 
and new task distribution 

Equalization through revenue sharing and 
cantonal contributions to federal social 
expenditures 

Equalization through revenue sharing, but new 
formula; abolishment of cantonal contributions 
to federal social expenditures because 
reallocation of those tasks and zero balanced 
operation 

Mix between equalization of costs and 
equalization of resources  

Separation between equalization of costs and 
equalization of resources (see below) 

 

 

Able 5:The new equalization system  
Type of equalization 
 

Instruments  

 Horizontal 
(between the cantons) 

Vertical 
(between federal government 
and cantons) 

Equalization of resources  Reduction of intercantonal 
disparities 

Complementary federal grants 

Equalization of costs Intercantonal costs 
compensation 

Extra federal funding for 
cantons facing additional costs 
due to geographical or socio-
demographic factors 

Source: (Conseil fédéral 1999: 32). 

 

5.2 Winners and losers 
 

One of the guiding principles of the whole reform process has been that there should be no 

transfers of costs between levels of governments. In other words, the reform is not 

supposed to induce changes for any  level of government in terms of costs. The cantons 

should gain additional scope for action through disentanglement and intercantonal 

cooperation. The equalization performed by the federal government through revenue 

sharing and compensation for extra costs will be financed by the proposed abolition of the 

equalizing supplement to conditional grants in the old system and by the money that should 

come from the disentanglement and new task distribution. If these amounts are not 

sufficient to cover the federal expenses for equalization, the federal government may 
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reduce the cantonal share of the federal direct tax. This last point of course does not satisfy 

the cantons, but at this point no changes have been implemented and the cantons still 

receive 30% of the direct federal tax and their share of the other revenues sharing programs. 

Since some elements such as the new fiscal capacity indicators are not yet fully established, 

it is difficult to assess which cantons will be winners and losers.  

However, besides the political discourse which aims at rendering the whole project 

acceptable to all, it is clear that such a reform will create winners and losers. Although 

intrinsically equalization per se can be financially neutral, the new task distribution will 

induce changes in the positions of the various actors, both financially and politically. This 

explains the strong opposition of the cantons to the reform. Besides the financial aspect, it 

is important to emphasize that the whole process is not politically neutral. By transferring 

the financial means of equalization from the cantonal contributions for social security 

expenditures to revenue sharing (see 5.4), and by suppressing the equalization component 

of federal conditional grants (see 5.2), the relative financial position of the specific 

ministries at the federal level and in the cantons will change. In particular, at the cantonal 

level, equalization will be channeled almost exclusively through the finance ministry. This 

indeed changes the relations between government members in a collegial system of 

government. Budgets in the ministries of finance will be increased because of the new 

equalization policy to the detriment of "functional" ministries, which will have to beg for 

new funds. 

 

6 Chances of success 
 

Since the 1960s, the Swiss political system has been in the process of being reformed. The 

three main areas of reform are the Constitution, federalism and governance. They are very 

much intertwined as both the reform of governance and the reform of federalism require 

major constitutional changes. In the Swiss political context, because of the many veto 

points actors have to intervene in the processes, it is very difficult for a reform to actually 

be implemented as planned (Wälti 1996), (Klöti and Nüssli 1986). 
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I see three challenges for the success of this equalization reform: the first is the challenge of 

passing it through the parliament, the second is the formal adoption of the project through 

the compulsory referendum, and the third is its implementation. 

 

6.1 Challenges for passage of legislative changes 
 
As the recent debates show, there is already strong opposition to the reform. Even though 

the federal government has been careful to include all stakeholders in the framing of the 

reform and has tried to present the reform as financially neutral, some cantons or some 

ministries within the cantons stand to be losers and are thus opposed to the reform. 

Therefore, before speaking of the adoption and the implementation of the reform, one 

wonders whether it will get through the parliament. 

As mentioned above, the fact of presenting together a reform of the equalization 

system per se and a reform of the assignment of functions and competencies may very well 

lead to a failure of the project before the formal adoption process.  

 

6.2 Challenges for the adoption of the reform 
 
First, the adoption through a referendum is unpredictable. The present reform is 

overwhelming and the past as well as the structure of the system suggest that the chances of 

success are slim. 

However, unlike a few years ago9, the federal government seems to be aware of the 

fact that it needs to inform the people and the cantons of its intentions. The federal 

government has established a plan to make people aware of the need for reform and the 

cantons are closely associated to the process. 

The strategy of the federal government to ensure the success of the reform was first 

to include all stakeholders (the cantons) in the reform process. This is best illustrated in the 

federal cantonal working party that worked together from the beginning. Since the cantons 

are also the framers of the project, they are also responsible for "selling" it to their 

                                            
9 The rejection of the European Economic Area in a referendum in 1992 seriously shocked the federal government and forced it to work 
on its public relations and on informing the population.  
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populations. Secondly, through the consultation procedures, the federal government could 

see the positions of the other actors and modify the project accordingly, by removing some 

elements which were not essential to the whole project.  

Thirdly, the federal government presented the reform as a whole and insisted on the 

fact that if only parts of it were accepted, it would not fulfill its goals and there would be 

losers. The federal government insists on the fact that the alternatives to this reform, that is 

the status quo, extensive tax harmonization, or a territorial reform, would satisfy neither the 

cantons and nor the people. 

However, the federal government's strategy may not be sufficient to ensure the 

adoption of the project as such. Indeed, the federal government is now changing its strategy 

by changing the name of the whole project from "nouvelle péréquation financière" (new 

fiscal equalization) into "réforme de la péréquation et de la répartition des tâches entre la 

Confédération et les cantons" (reform of the equalization and of the assignment of functions 

between the federal government and the cantons), maybe in an attempt to have at least one 

element accepted. 

 

6.3 Challenges on the implementation of the reform 
 
If the project is accepted as such, there still remain some issues related to its 

implementation. Two elements seem particularly problematic. First, intercantonal 

cooperation could prove difficult to put in place. Swiss cantons are proud of their 

uniqueness and are not deeply interested in collaborating. Even though groups of cantons 

already cooperate in several areas, this is not without problems. Intercantonal cooperation 

may raise the issue of visibility as the link between the provider of services and the 

electorate might not be clear since one canton may provide services to other cantons with 

financial compensation from the canton benefiting from the service. It also raises the issue 

of democratic control over decisions and over the provision of services. 

Second, with the adoption of the principles of the New Public Management, 

dividing strategic from operational issues has proven to be difficult to implement (Knoepfel 

1996). In the case of joint tasks, who will define what is strategic and what is operational? 
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How will the federal government, which does not have at its disposal an extensive 

administration, negotiate the goals to be achieved with each canton? As an example, the 

canton of Geneva decided in March 2001 to not pursue its own experience of NPM, 

initiated in 1998, because its business-like implementation is alien to collective goods and 

services and to functions characterized by strong social externalities. It is doubtful that this 

canton will advocate NPM in the federal reform. 

To conclude, even though the proposals for reform seem appropriate to render 

equalization more efficient, the scope of this reform is very ambitious, and I doubt that in 

the Swiss political context, such major steps can be taken all at once. 



23 

7 References 
 
Clark, D. H. (1998). Canada's Equalization Program: In Principle and in Practice. 

Equalization: Its Contribution to Canada's Economic and Fiscal Progress. R. 
W. Boadway and P. A. R. Hobson. Kingston, Ontario, John Deutsch Institute 
for the Study of Economic Policy Queen's University. 36: 83-156. 

Conseil fédéral (1999). La nouvelle péréquation financière entre Confédération et 
cantons: Rapport final de l'organisation de projet au Conseil fédéral. Berne. 

Dafflon, B. (1995). Fédéralisme et solidarité : étude de la péréquation en Suisse. 
Fribourg Suisse, Institut du Fédéralisme. 

Dafflon, B. (2001). Fiscal Federalism in Switzerland: A Survey of Constitutional 
Issues, Budget Responsability and Equalisation. Working Paper 278. 
Fribourg, Université de Fribourg (annually updated). 

Dafflon, B., R. L. Frey, et al. (1994). La péréquation financière entre la 
Confédération et les cantons : expertise relative aux aides financières et 
indemnités de la Confédération en faveur des cantons mandatée par 
l'Administration fédérale des finances et la Conférence des Directeurs 
cantonaux des Finances. Bâle, Fribourg. 

Delley, J.-D. (1994). “Quand l'esprit d'entreprise vient à l'Etat : pour une réforme du 
service public.” Domaine public. 

Département fédéral des finances (1999). Nouvelle péréquation financière: état de 
la consultation. Berne, Département fédéral des finances,. 

Département fédéral des finances and Conférence des directeurs cantonaux des 
finances (1996). La nouvelle péréquation financière entre Confédération et 
cantons: lignes directrices. Berne, Lucerne. 

Faganini, H. P. (1991). Föderalistischer Aufgabenverbund in der Schweiz. Bern, 
Haupt. 

Germann, R. E. (1986). Die Beziehungen zwischen Bund und Kantonen im 
Verwaltungsbereich. Manuel système politique de la Suisse. R. E. Germann 
and E. Weibel. Bern, Haupt. 3: 343-367. 

Klöti, U. (1999). Regierung. Handbuch der Schweizer Politik. U. Klöti, P. Knoepfel, 
H. Kriesi, W. Linder and Y. Papadopoulos. Zürich, NZZ Verlag: 159-185. 

Klöti, U. and K. Nüssli (1986). Constitutional Reform in Switzerland: Task-
Distribution, Political Ideas and Financial Interests. Federalism and 
federation in Western Europe. M. Burgess: 187-203. 

Knoepfel, P. (1996). “New Public Management: Plädoyer für ein tatsäslich 
wirkungsorientierte Public Management.” Revue Suisse de Science 
Politique 2(1): 151-164. 

Ladner, A. (1999). Das Schweizer Parteiensystem und seine Parteien. Handbuch 
der Schweizer Politik. U. Klöti, P. Knoepfel, H. Kriesi, W. Linder and Y. 
Papadopoulos. Zürich, NZZ Verlag: 214-259. 



24 

Rey, A., Ed. (1999). Der neue Schweizer Finanzausgleich. Schriftenreihe der 
Fachgruppe für kantonale Finanzfragen. Solothurn, Fachgruppe für 
kantonale Finanzfragen. 

Wälti, S. (1996). “Institutional Reform of Federalism: Changing the Players Rather 
than the Rules of the Game.” Swiss Political Science Review 2(2): 113-141. 

Wettstein, G. (1998). La nouvelle péréquation entre la Confédération et les 
cantons. Revue de politique économique: 58-62. 

 


