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Main findings and policy options for Switzerland

This article discusses the recent OECD report in the field of taxation and philan-
thropy, presenting its main findings and policy options for Switzerland. The Swiss
legislator could be inspired by certain suggestions, such as clearly defining the pol-
icy goals for incentivising philanthropy with taxes, reassessing the current restric-
tions on tax support for cross-border philanthropy, and improving data collection on

tax incentives for charitable giving.

1. INTRODUCTION

On 26 November 2020, the OECD issued a pioneer report on
taxation and philanthropy, an initial in-depth comparative
study of the legal frameworks and practice in relation to tax
aspects of philanthropic initiatives (hereinafter “the Re-
port”)[1]. The Report was produced as part of a joint research
project conducted by the OECD and the Geneva Centre for
Philanthropy of the University of Geneva [2]. Largely based on
the data gathered through country questionnaires, the Re-
port provides a detailed review of the tax treatment of phil-
anthropic entities and philanthropic giving in 40 OECD
member states and participating countries[3]. It examines
the normative justification of preferential tax treatment for
philanthropy and its domestic and cross-border tax treat-
ment, and it provides a range of potential tax policy options
for countries to consider [4].

The Report is a response to the growing public and aca-
demic debate about the role of tax incentives in charitable
giving. For a number of reasons, such as the accessibility of
the information about high-profile philanthropy and/or
the occurrence of global events triggering massive philan-
thropic fundraising (COVID-19 pandemic, or, on a smaller
scale, the fire of the Notre-Dame), the tax treatment of the
philanthropic sector has recently received a lot of atten-
tion [5]. Recent studies show that the global volume of phi-
lanthropy amounts to 5% of worldwide GDP [6]. The in-
creasing popularity of this topic brought to light the fact

GIEDRE LIDEIKYTE HUBER,
DR.IUR, LLM,,

SENIOR LECTURER,
GENEVA CENTRE FOR
PHILANTHROPY,
UNIVERSITY OF GENEVA

108

that knowledge in this field was —and to an important ex-
tent still is — incomplete. Although some questions related
to taxation of charitable giving have been identified and an-
alysed by scientists in recent decades (for instance, aspects
affecting the efficiency of tax incentives and taxpayers’ be-
haviour([7]), other important questions have not been suffi-
ciently explored. In particular, the fundamental justifica-
tion of tax incentives for philanthropy, the tax barriers to
cross-border giving and the blurring boundaries between
the traditional concept of philanthropy and the increasing
popularity of social entrepreneurship need empirical insight.
To address these issues, in September 2019 the OECD
launched a joint research project with the Geneva Centre for
Philanthropy of the University of Geneva. This project re-
sulted in the publication of the Report, which seeks to fill
significant gaps in the current knowledge in the field of tax-
ation and philanthropy [8].

The Report addresses four key areas of the research. Chap-
ter 2 reviews the normative justification for granting tax
concessions for philanthropicgiving, Chapter 3 discusses the
tax treatment of philanthropic entities, Chapter 4 analyses
the tax treatment of giving and Chapter 5 explores the tax
treatment of cross-border philanthropy. Conclusions and
policy options are presented in Chapter 6. Chapter 2 is theo-
retical and based on a review of the existing literature, while
chapters 3 through 5 present an empirical analysis based on
the data provided by forty jurisdictions.
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2. MAIN FINDINGS

One of the most fundamental observations of the Report is
that the majority of countries studied in this project provide
some form of preferential tax treatment for philanthropy|g].
The common practice is to grant tax relief on the activities
of entities having philanthropic status, while both individ-
ual and corporate donors to these entities receive tax incen-
tives that lower the cost of giving 10]. In the analysis of coun-
try-specific legal frameworks, the Report disentangles these
two aspects: it describes the legal regime applied to philan-
thropic entities and analyses the tax treatment of donors. We
present the main findings below.

2.1 Tax treatment of philanthropic entities. When estab-
lishing favourable tax treatment for philanthropic entities,
governments need to decide two major issues:

1. how to define the boundaries of the entities that should
benefit from favourable tax treatment; and

2. what kind of tax relief is most beneficial.

As regards the definition of a philanthropic entity with a status
conferring tax benefits, the Report finds that most of the
countries require entities to fulfil three cumulative condi-
tions: being not-for-profit, having a worthy purpose, and acting
for the public benefit. The not-for-profit requirement generally
means that the surplus generated by an entity may not be dis-
tributed as dividends or other benefits beyond the scope of
the entity’s worthy purpose|11]. In terms of employee remu-
neration, the Report finds that this requirement allows the
payment of “reasonable remuneration” for services or the
provision of goods [12]. The worthy purpose condition means
that philanthropic entities have to pursue goals that are
deemed to be beneficial for society: welfare, education, scien-
tific research and health care are some of the most frequent
examples across countries[13]. Thirdly, the public benefit re-
quirement specifies who can benefit from entity’s activities.
This latter condition depends on certain circumstances:
some countries require the benefit to be open to all, while
others allow the benefit to be restricted to groups having
given characteristics or stipulate that the characteristics
used to specify who can benefit must relate to the fulfilment
of the entities’ worthy purpose[14]. Nearly all countries sur-
veyed in the Report require philanthropicentities toundergo
a defined application process to become eligible for prefer-
ential tax treatment, during which a competent authority as-
sesses the fulfilment of those requirements[15].

In terms of income taxation, the Report identifies two ap-
proaches: some countries exempt all (or part) of the income
of charitable entities, whereas others hold all forms of in-
come taxable, but allow philanthropic organisations to re-
duce their taxable income through reinvestments towards
the fulfilment of their worthy purpose[16]. Non-commercial
income (gifts or grants received) are often excluded from
the tax base. The interesting question explored by the Report
is the treatment of commercial income. While this treat-
ment is not the same across all countries, the most common
approach is to exempt the commercial income related to the
worthy purpose and to tax unrelated commercial income [17].
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In respect of other forms of tax, such as VAT, a number of
countries also provide preferential treatment and conces-
sions to philanthropic entities [18].

2.2 Tax treatment of donors. With regard to encouraging
individual and/or corporate donors through taxes, govern-
ments usually choose one of two options: a tax deduction or
a tax credit. A tax deduction, also called a “tax allowance”, isa
mechanism whereby the amount of a charitable donation is
used to reduce the taxable income or profit of a donor (“a de-
duction”), usually subject to a given maximum. This tax in-
centive, which is the approach adopted by Switzerland, is
very popular; twenty-two countries studied in the Report
use it[19]. A tax credit is a different form of tax incentive. In
contrast to a tax deduction, a tax credit allows the amount
of a charitable donation to be deducted not from the donor’s
income or profits, but from the donor’s taxes (a maximum
threshold sometimes applies). Tax credits are deemed to be a
more equitable incentive than tax deductions because pro-
gressive income tax rates are neutral regarding the benefit de-
rived by the taxpayer[20]. Twelve jurisdictions studied in the
Report use some type of tax credit to encourage philan-
thropic giving.

Certain governments choose to encourage charitable giv-
ing through direct subsidies as opposed to indirect (tax) in-
centives. Whereas tax incentives support philanthropy indi-
rectly, through relief offered by the tax system, direct subsi-
dies are governmental support directed straight to the
charitable organisation. The two most common mechanisms
of direct subsidies for philanthropy are matching grants and
allocation schemes. Through matching grants, the government
tops up private donations with a pre-defined amount that is
transferred directly to the philanthropicentity (e. g. for every
1Swiss franc donated the state adds 25 centimes). Matching
grants are very rare, even though economic literature finds
them more efficient than, forinstance, tax deductions [21]: only
four countries out of the forty studied use them (Ireland, the
UK, Norway and Singapore; the latter two also use tax deduc-
tions). Allocation systems, which enable taxpayers to re-direct
a portion of the income tax they owe the state to a charity in-
stead, are also seldom: only seven countries provide them,
sometimes in combination with other types of subsidy [22].

2.3 Taxation of cross-border philanthropy. A significant
part of the Report is devoted to the analysis of the tax rules
relating to cross-border philanthropy. A general conclusion
is that countries currently provide insufficient tax support
for cross-border giving[23]. Within the EU, which is an ex-
ception in this case, the European Court of Justice (EC]J) rul-
ings require member states to adopt a “comparability” ap-
proach on case-by-case basis to ascertain whether a gift to a
philanthropic entity in another member state is entitled to
tax relief[24]. This approach can often result in considerable
complexity and uncertainty, due to differences in tax relief
between member states; in addition, the ECJ rulings have not
been complied with everywhere across the EU|[25].

Outside the EU, certain countries have signed bilateral
treaties (e. g. US-Canada; US-Mexico) providing tax relief on
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a reciprocal basis [26]. Another approach, adopted for in-
stance by Canada, is to have alist of approved foreign philan-
thropic organisations to which grants are eligible for tax
relief[27]. Due to all the limitations on tax-incentivised
cross-border giving, some philanthropic entities have estab-
lished ways to work around legal restrictions, so that gifts
can be made to domestic entities (that are eligible for tax re-
lief) but are then passed on to entities in other countries [28].

3. POLICY OPTIONS AND IMPLICATIONS

FOR SWITZERLAND

Despite certain controversies, it appears that most govern-
ments consider tax incentives for philanthropy a useful pol-
icy instrument. To mitigate some of the arguments against
them and improve the policy framework, the Report sug-
gests six tax policy options for countries to consider|29],
which are deliberately quite broad. These options are not in-
tended to be applied cumulatively and represent sugges-
tions to be considered on a case-by-case basis, taking into
account the specificities of each jurisdiction. As there is
no “one size fits all” model, each country should weigh the
opportunities and costs offered by each of the recom-
mended options; we address them in turn below from a
Swiss perspective.

3.1 Ensuring the design of tax incentives for philan-
thropic giving meets policy goals. The first recommenda-
tion of the OECD is to ensure that the design of tax incen-
tives for philanthropic giving meets policy goals. This im-
plies a trade-off between incentivising giving, limiting fiscal
cost (from the state’s standpoint) and balancing the distri-
butional and democratic impacts of the relevant tax incen-
tive [30]. The Report discusses four incentive design aspects
which are relevant in this respect: eligibility criteria for a
worthy purpose, the choice of a tax deduction versus a tax
credit, using fixed or percentage-based fiscal caps and the
use of allocation schemes. For instance, narrower eligibility
conditions ensure that tax incentives better target the activ-
ities that align with the priorities of the policy makers, but
they may result in a lower level of total giving. In contrast
to a fixed cap, a percentage-based cap ensures a maximum
proportional benefit available to both poor and rich house-
holds, although in aggregate terms the benefit to rich house-
holds is greater. As taxpayers in the higher income and/or
wealth brackets are empirically known to give more[31], per-
centage-based caps would therefore be more suitable for
countries that aim to maximise total giving[32]. The same
logic applies to tax deductions, which, compared to tax cred-
its, provide a greater benefit to affluent households.
Distributional concerns are also often mentioned in policy
messages, even though legislators do not establish a hierar-
chy between the two policy objectives (distribution and
maximising total giving), which are sometimes conflicting.
In this context, Switzerland, with its tax incentives for a
broad range of worthy purposes and percentage-based cap as
well as the use of tax deductions, emerges as a country whose
choice of tax instruments prioritises the goal of maximising
total giving. However, whether legislators consciously priv-
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iledges this policy goal over distributional concerns, is un-
clear. In fact, governmental messages do not explicitly for-
mulate the goal of Swiss tax policy for incentivising charita-
ble donations as being the “maximisation of total giving”.
This goal may be implicit in the general goal of civil and tax
law reform related to foundations, which is “to sustainably
strengthen the status of charitable foundations in Switzer-
land” [33]. However, when it comes to the specificlegal anal-
ysis of proposed tax reforms for philanthropy, itisinteresting
to note the legal arguments and the emphasis put on some of
them by thelegislators. During thelatest reform, the firstand
thelongestargument was whether the proposed tax law pro-
visions are in line with Art. 127, al. 2 of the Federal Constitu-
tion, in particular with the principle of the ability to pay [34] —
which is a distributional issue. The analysis considered
whether a given tax deduction undermines the typical fiscal
character of taxation (use of tax proceeds to finance state
tasks). It was followed by public finance considerations and,
lastly, deliberations about the democratic impact of delegat-
ing budgetary power to private taxpayers [35]. Even though
one cannot assume that the order in which legal arguments
are presented necessarily reflects the hierarchy of legislators’
policy concerns, in our view it would be safe to say that dis-
tributional concerns are important for the Swiss government.
On this basis, Switzerland rejected the proposal of large in-
creases in tax deductions for philanthropic giving in 2003.

In any event, the Report recommends making a clear deci-
sion about which policy objective is to prevail: taxpayer
equality, maximising total giving etc[36]. While the Report
says that maximising total giving may be achieved through
tax deductions[37] and a wide range of philanthropic pur-
poses, distributional and equality concerns are clearly better
addressed with tax credits and by potentially targeting spe-
cificfields of philanthropic purposes through tax incentives.
However, as tax deductions incentivise higher-income tax-
payers, switching to a tax credit system might affect (reduce)
the amount of total giving. Swiss legislators could consider
this possibility, but such a move should be based on a clear
policy objective and would need to be supported by an exten-
sive legal and economic analysis.

3.2 Improving preferential tax treatment of philan-
thropic entities. Policy options for improving the preferen-
tial tax treatment of philanthropic entities touch upon some
of the most complex questions that arise in practice[38]. In
particular, the Report discusses the tax treatment of commer-
cial income of philanthropic entities and VAT.

Unrestricted commercial activities of tax-exempt entities
may give rise to competitive neutrality and revenue loss con-
cerns[39]. The Report therefore suggests reassessing tax ex-
emptions for commercial income, at least concerning the in-
come generated by activities unrelated to the entity’s worthy
purpose. However, disentangling commercial and non-com-
mercial income is sometimes a very complex process which
increases compliance and administration costs[40]. Other
policy options would be to only exempt commercial income
reinvested into the worthy purpose or to impose a threshold
beyond which income from commercial activities is taxed [41].
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Concerning VAT, the Report suggests fully subjecting phil-
anthropic entities to it, while exempting small philan-
thropic entities for whom compliance costs are likely to be
disproportionate relative to the VAT revenue collected [42].

The Swiss position is to a certain extent already in line with
these policy recommendations. In terms of commercial in-
come, Switzerland exempts all the income of philanthropic
entities [43], but tolerates commercial income at a level deter-
mined by non-codified cantonal practices[44]; if the com-
mercial income exceeds this level, the philanthropic entity
can lose its tax-exempt status [45]. As the limit for “exempt”
commercial income is not uniform, the Swiss system is not
entirely transparentand diverges on this point from the solu-
tion recommended by the OECD. In terms of VAT, philan-
thropic entities in Switzerland are in principle not exempt
from it, but certain limits have been acknowledged by legis-
lators, as recommended by the OECD. Specifically, non-profit,
voluntarily run sporting and cultural associations as well as
charitable organisations generating a yearly turnover of less
than 150,000 francs[46] in Switzerland and abroad are ex-
empt from Swiss VAT liability.

3.3 Reducing complexity. Another recommendation con-
cerns finding the right balance between tax policies tailored
to the wide range of philanthropicactivities and limiting the
complexity of the tax system[47]. Overly complex tax rules
generate high compliance costs and may put low-income do-
nors and smaller philanthropic entities at a disadvantage
compared to high-income donors and larger philanthropic
entities [48]. The Report suggests applying uniform entity
eligibility requirements to the receipt of tax-incentivised
gifts and performance of tax-exempt activities, imposing a
threshold for non-monetary donations (or reassessing their
types) and implementing a payroll giving system.

In the light of such a recommendation, certain aspects of
the Swiss tax system appear relatively non-complex, namely
the uniformity of eligibility requirements for philanthropic
entities. Our knowledge about the field of non-cash dona-
tions is imperfect, however. In certain situations, the valua-
tion of non-cash donations and the associated administra-
tive processes may indeed be complex. Yet, virtually no re-
search or data exist on this question. As tax incentives for
non-cash donations were introduced in Switzerland in
2006 [49], it would be very interesting to see findings about
the impact of this tax policy measure. In addition, payroll
giving, currently non-existent in Switzerland, could be a
useful additional option to be considered by Swiss legislators.

3.4 Improving oversight. The Report provides an overview
of policy options that may ultimately improve oversight of
the philanthropicsector and its activities[50]. Switzerland al-
ready complies with a number of recommendations, such
as annual reporting requirements for exempt entities, differ-
entiating between donating and sponsoring as well as limit-
ing the remuneration of board members of philanthropic en-
tities[51]. Some of these options could, however, be usefully
considered in Switzerland. For instance, having an easily ac-
cessible and publicly available register of approved philan-
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thropic entities [52] might be useful for a number of donors
(even though this would not prevent situations where a
donor is misinformed because an entity retrospectively loses
its tax-exempt status)[53]. Another crucial point for improv-
ing oversight is collecting data that would allow the benefit
to be estimated for the state in waiving part of its right to
collect taxes in order to foster philanthropic incentives[54].
Regrettably, such information does not currently exist in
Switzerland.

3.5 Reassessing restrictions on tax support for cross-bor-
der philanthropy. One of the most important recommenda-
tions for Switzerland would be increasing its degree of tax
support for cross-border philanthropy. The Report ex-
presses a view — which the authors of this article share —
that the nature of many of the challenges which the world
faces calls for countries to adopt a global rather than an in-
sular perspective. Issues such as poverty, war and conflict,
environmental concerns, medical research and public health
(e.g- a pandemic) require cross-border cooperation [55]. How-
ever, the basic principle applicable in the Swiss tax system is,
with only few exceptions, that cross-border philanthropic
giving is not incentivised through taxes[56). This is regretta-
ble not only for the above-mentioned reasons, but also be-
causein practice such tax treatmentis easily worked around
by organisations such as Transnational Giving Europe which,
in numerous instances, may transfer donations abroad in a
tax-efficient way for the donor by using local tax-exempt en-
tities [57]. The current Swiss system is therefore neither justi-
fied from a normative perspective, nor from a pragmatic
standpoint.

4. COMMENTARY IN THE LIGHT OF THE
LUGINBUHL INITIATIVE

The Luginbiihl initiative entitled “Strengthening Switzer-
land’s attractiveness for foundations”[58], which is cur-
rently pending in the Federal Parliament, suggests several
changes to Swiss law, three of which concern tax incentives
for philanthropy. The proposals are as follows:

1. creating a preferential regime for gifts made by heirs to the
debit of the estate, by granting them a one-off increase in the
tax deduction for gifts in the year of the decedent’s death or
the following year or in the year of the division of the estate;
2. creating a way to carry forward a donation to subsequent
tax years if the maximum deduction for donations is ex-
ceeded;

3.allowing salary payments to members of the strategic man-
agement bodies.

One may note that none of these proposals are mentioned in
the OECD’s policy options. The first two proposals are indeed
not adressed by the OECD (which, however, does not mean
that they may not be considered). Regarding the recommen-
dation on remuneration, the OECD expressly recommends
limiting the remuneration of staffin order to avoid misuse of
philanthropic entities and their income[s9]. Switzerland
takes another approach in this respect (which, however, is
up for discussion) by forbidding salary payments to the mem-
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bers of the strategic governing bodies of philanthropic enti-
ties on the grounds that, since such entities pursue a public
utility purpose, these members must act in an disinterested
way.

5. CONCLUSIONS

The Swiss tax incentive system for philanthropy generally
complies with certain of the OECD’s policy recommenda-
tions. As a whole, it presents a favourable legal environment
for philanthropy. However, the Swiss legislator could be in-
spired by certain suggestions. To begin with, it would be ben-
eficial to take time and consider whether the design of tax in-
centives for philanthropic giving meets the policy goals of
the Swiss legislator. When analysing Swiss tax incentives for
philanthropy, one may note that the adopted tax instruments

pursue the ultimate goal of maximising total giving, poten-
tially undermining distributional (equality) concerns. This

may be a valid policy choice provided the legislator expressly
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states it. So far, there is no clear policy message, although the
legislator seems to be concerned with equality in their legal
analysis of tax incentives for philanthropy. Another impor-
tant policy suggestion concerns the reassessment of the cur-
rent Swiss restrictions on tax support for cross-border phi-
lanthropy. In the light of the truly global challenges, such as
the COVID-19 pandemic and climate warming, an insular
perspective on philanthropic action and its benefits seems
very outdated. Finally, one of the most important recommen-
dations — and where Switzerland is lagging behind — is im-
proving data collection and reporting on tax incentives for
charitable giving. Such a move would enhance transparency
and efficiency and allow all stakeholders to better under-
stand the relationship between philanthropy and taxes. This
would also increase the general trust towards philanthropic
initiatives, which is often lacking because of opacities in the
philanthropic sector [60]. u

Notes: 1) OECD (2020), Taxation and Philanthropy,
OECD Tax Policy Studies, No. 27, OECD Publish-
ing, Paris, https://doi.org/10.1787/df434a77-en
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