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Abstract

Swiss municipalities set separate tax multipliers for natural persons and corporations,
creating rare within-municipality variation in relative tax prices across economic agents.
Standard Tiebout theory predicts factor-specific sorting: firms should flee high corporate
rates while residents respond to personal rates. Using 172 municipalities in the Canton
of Zurich over 2012–2023, I find no evidence that this wedge causes physical sorting—
establishments, employment, and population are all unresponsive to the corporate-
personal tax differential. Yet the tax base moves: a one-percentage-point increase in
the corporate Steuerfuss reduces municipal tax capacity (Steuerkraft) by 3.1 percent.
Factor-specific tax instruments create the illusion of targeted competition while the
actual channel is tax base mobility—income shifting rather than physical relocation.
The standard one-dimensional tax competition model is not misspecified; it is merely
mislabeled.
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1. Introduction

Every year, dozens of Swiss municipalities adjust their Steuerfuss—the multiplier applied
to cantonal tax rates—in a bid to attract residents and firms. Unusually, municipalities in
several cantons set separate multipliers for natural persons and legal persons (corporations),
creating a wedge between the tax burden faced by different types of economic agents within
the same jurisdiction. If Tiebout sorting operates along factor-specific tax dimensions, these
wedge changes should trigger measurable relocation: firms migrating toward lower corporate
rates, residents toward lower personal rates. I test this prediction directly and find it fails.

The idea that local tax rates drive factor mobility is central to public finance. Tiebout
(1956) introduced the notion that mobile agents “vote with their feet,” choosing jurisdictions
that offer their preferred bundle of taxes and public services. A large subsequent literature
has documented tax-driven sorting of residents (Epple and Platt, 1998; Schmidheiny, 2006;
Brülhart et al., 2012; Kleven et al., 2014) and firms (Devereux and Maffini, 2007; Giroud and
Rauh, 2019; Suárez Serrato and Zidar, 2016). Yet the canonical Tiebout model treats taxes
as one-dimensional: agents face a single rate and sort accordingly. In practice, tax systems
are multidimensional—personal income, corporate profit, property, and consumption taxes
may all vary independently across jurisdictions. Whether these factor-specific instruments
generate factor-specific sorting remains an open empirical question.

Switzerland provides an ideal laboratory. In the Canton of Zurich, all 172 municipalities
set distinct Steuerfuss rates for natural persons (Einkommenssteuer) and legal persons
(Gewinnsteuer). The average corporate-personal wedge is 12.1 percentage points, and 38
percent of municipality-year observations exhibit a wedge change. This within-municipality,
within-year, across-factor-type variation is rare globally and enables a clean test of factor-
specific sorting that controls for all common municipal shocks.

My empirical strategy exploits this variation in a panel framework with municipality and
year fixed effects. I estimate whether changes in the corporate Steuerfuss affect firm outcomes
(establishment counts, employment, new registrations) differently than they affect resident
outcomes (population), and vice versa for the personal rate. The identifying assumption is
standard: conditional on municipality and year fixed effects, changes in the corporate-personal
wedge are uncorrelated with unobserved determinants of firm location and residential choice.

The main finding is a precise null for physical factor sorting. A one-percentage-point
increase in the wedge has no detectable effect on log establishments (β̂ = 0.001, SE = 0.005),
log employment (β̂ = 0.004, SE = 0.008), or log population (β̂ = −0.003, SE = 0.004). The
Wald test for differential factor responses is insignificant for both establishments (p = 0.61)
and population (p = 0.93). This null is robust to level specifications, first differences, lagged
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treatments, and the exclusion of the city of Zurich.
But the tax base moves. The same wedge change that leaves physical factors undisturbed

has a highly significant effect on Steuerkraft (municipal tax capacity): a one-percentage-point
increase in the corporate Steuerfuss reduces tax capacity by 3.1 percent (p < 0.01). This
result is robust across specifications and stronger in municipalities with larger wedges. The
personal rate enters with the opposite sign, increasing tax capacity by 2.4 percent (p < 0.05).

These findings contribute to the tax competition literature in three ways. First, they
provide a direct test of factor-specific sorting using genuinely factor-specific tax instruments—a
test that the existing literature, which typically studies uniform tax rate variation (Brülhart et
al., 2012; Schmidheiny, 2006), cannot perform. Second, they demonstrate that the mechanism
of intermunicipal tax competition operates through tax base mobility (income and profit
shifting) rather than physical factor relocation, consistent with theoretical models emphasizing
profit shifting (Keen and Konrad, 2006; Hines, 2010). Third, the contrast between null factor
effects and significant tax base effects suggests that the Tiebout model’s behavioral predictions
may be correct in principle—agents do respond to tax differentials—but that the response
margin is financial rather than physical. What moves across municipal boundaries is not the
firm or the person, but the reported income.

The paper proceeds as follows. Section 2 describes the institutional setting. Section 3
presents the data. Section 4 outlines the empirical strategy. Section 5 reports results. Section
6 discusses implications.

2. Institutional Background

The Swiss Steuerfuss system. Switzerland’s three-tier fiscal system gives municipalities
substantial tax autonomy. The federal government sets base tax rates; cantons apply their own
multipliers; and municipalities apply a further multiplier—the Steuerfuss—to the cantonal
tax liability. A Steuerfuss of 100% means the municipality charges exactly the cantonal rate;
120% means a 20% surcharge.

Factor-specific multipliers. In several cantons, including Zurich and Basel-Landschaft, the
Steuerfuss is set separately for natural persons (income and wealth taxes) and legal persons
(profit and capital taxes). This institutional feature is rare globally. In most countries and
most Swiss cantons, tax multipliers apply uniformly to all taxpayers. The separate setting
of corporate and personal rates creates within-municipality variation in relative tax prices
across economic agents—the “wedge” that this paper exploits.
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Rate-setting mechanics. Steuerfuss adjustments are typically decided by the municipal
assembly (Gemeindeversammlung) or, in larger municipalities, by the local parliament.
Adjustments are usually in integer percentage points and reflect a trade-off between tax
competitiveness and revenue needs. In Zurich canton, the personal Steuerfuss averages 106.5%
(range: 72–135%), while the corporate rate averages 118.6% (range: 80–149%). The average
wedge is 12.1 percentage points, meaning corporations face a systematically higher multiplier.

Variation over time. The wedge is not static. In any given year, roughly one-third of
Zurich municipalities adjust their corporate rate, their personal rate, or both. Of the 1,972
municipality-year observations in our panel, 38% exhibit a wedge change—implying that the
corporate and personal rates moved by different amounts. This frequent adjustment provides
substantial within-municipality variation for identification.

3. Data

I combine four administrative datasets from the Canton of Zurich, covering 172 municipalities
over 2012–2023. While Basel-Landschaft also sets separate corporate and personal rates, its
wedge is nearly static—only 0.7% of BL municipality-years exhibit a wedge change, compared
to 38% in Zurich—providing insufficient variation for identification. The analysis therefore
focuses on Zurich, where the wedge changes frequently and the cantonal statistical office
publishes detailed municipality-level outcomes.

Tax rates. The cantonal statistical office publishes annual Steuerfuss rates for natural
persons (STF_O_KIRCHE1, excluding church taxes) and legal persons (JUR_PERS) at
the municipality level. I construct the wedge as Wmt = Corporatemt − Personalmt.

Firm outcomes. Establishment counts, employment, new firm registrations, and firm-
size distributions come from the Federal Statistical Office’s Business Structure Statistics
(STATENT), available annually at the municipality level from 2011.

Population. Annual resident population by municipality is drawn from the cantonal
Bevölkerungsstatistik (1962–2025), cross-validated against Federal Statistical Office figures
from STATPOP.

Tax capacity. Steuerkraft (tax capacity)—a 3-year rolling average of municipal tax base in
CHF millions—comes from the cantonal tax statistics (1990–2024). Steuerkraft reflects the
size of the taxable base: higher Steuerkraft indicates more taxable income and profits within
the municipality.
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Table 1: Summary Statistics: Zurich Canton Municipalities, 2012–2023

Mean SD Min Max
Panel A: Tax Rates (%)
Personal Steuerfuss 106.6 13.1 72 135
Corporate Steuerfuss 118.6 14.2 79.6 149.5
Wedge (Corporate – Personal) 12.1 1.7 7 15
Municipality-years with wedge change 39.5%
Panel B: Outcomes
Establishments 721 3518 28 47382
Employment 6331 38570 69 545938
Population 9110 32882 305 432552
Steuerkraft (CHF million) 37.2 168.2 0.6 2506.0
Municipalities 172
Municipality × years 1,972

Notes: Sample includes all municipalities in the Canton of Zurich with complete Steuerfuss
data for natural persons and legal persons (corporations), 2012–2023. Personal Steuerfuss
is the tax multiplier applied to natural persons’ income tax; Corporate Steuerfuss applies
to corporate profit tax. The wedge is their difference. Establishments and employment
are from the Federal Statistical Office STATENT. Steuerkraft is the 3-year rolling average
tax capacity of the municipality.

4. Empirical Strategy

The core specification exploits within-municipality variation in the corporate-personal Steuer-
fuss wedge:

ln Ymt = β1 Corporatemt + β2 Personalmt + µm + τt + εmt (1)

where Ymt is an outcome (establishments, population, or Steuerkraft) for municipality m in
year t, µm are municipality fixed effects, τt are year fixed effects, and standard errors are
clustered at the municipality level.

If firms sort on the corporate rate specifically, β̂1 should be negative and significant in the
establishments regression, while β̂2 should be near zero. Conversely, if residents sort on the
personal rate, β̂2 should be negative and significant in the population regression. A formal
Wald test of H0 : β1 = β2 tests whether the two factors respond to the same rate or to their
factor-specific rate.

I also estimate a reduced-form wedge specification:

ln Ymt = γ Wmt + µm + τt + εmt (2)

where Wmt = Corporatemt − Personalmt is the wedge. Under the factor-specific sorting
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hypothesis, γ < 0 for establishments (firms leave when the corporate premium rises) and
γ > 0 for population (residents stay or enter as personal rates fall relative to corporate rates).

Identifying assumption. The key assumption is that changes in the wedge are uncorrelated
with unobserved municipality-specific time-varying shocks to firm location or residential
choice, conditional on municipality and year fixed effects. This is plausible because wedge
changes arise from the municipal assembly’s budgetary decisions, which respond to fiscal needs
rather than anticipated firm or resident movements. I probe this assumption in three ways.
First, a leads test shows that future tax rate changes do not predict current establishment
counts or population, confirming the absence of pre-trends in physical outcomes. Second, I
verify robustness to lagged treatments (one- and two-year delays) and first differences. Third,
leave-one-out tests excluding the city of Zurich confirm that no single municipality drives the
results.

Statistical power. With 172 municipalities and 12 years, the minimum detectable effect
(80% power, α = 0.05) is a 1.4% change in establishments and a 1.1% change in population
per percentage-point increase in the wedge. The 95% confidence interval for the establishment
effect is [−0.009, 0.011], ruling out responses larger than about 1% per percentage point. For
context, the cross-sectional standard deviation of the corporate Steuerfuss is 13.3 percentage
points, so a one-standard-deviation change in the corporate rate can be ruled out to have
effects larger than approximately 15% on establishment counts. These bounds are tight
enough to reject the large sorting effects implied by standard tax competition models (Giroud
and Rauh, 2019).

5. Results

5.1 Main Results

Table 2 presents the main findings. In Panel A, the wedge specification shows no significant
effect of the corporate-personal differential on establishments (γ̂ = 0.001, SE = 0.005),
population (γ̂ = −0.003, SE = 0.004), or Steuerkraft (γ̂ = −0.037, SE = 0.011). The
Steuerkraft coefficient is statistically significant at the 1% level.

Panel B decomposes the wedge into its constituent rates. The results are striking. For
establishments, neither the corporate rate (β̂1 = 0.002, SE = 0.005) nor the personal rate
(β̂2 = −0.003, SE = 0.005) is statistically significant. The Wald test for β1 = β2 yields
p = 0.61—we cannot distinguish firms’ responses to corporate versus personal rates.

For population, the pattern is similar: both rates are insignificant and statistically
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Table 2: Factor-Specific Tax Rates and Sorting: Main Results

Establishments Population Steuerkraft
(1) (2) (3) (4) (5) (6)

Panel A: Wedge Specification
Wedge 0.0010 -0.0028 -0.0372***

(0.0050) (0.0039) (0.0108)
Panel B: Separate Rates
Corporate rate 0.0020 -0.0012 -0.0305***

(0.0048) (0.0039) (0.0090)
Personal rate -0.0029 -0.0005 0.0240***

(0.0048) (0.0041) (0.0087)
Municipality FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Observations 1,972 1,972 1,972 1,972 1,972 1,972
Within R2 0.0001 0.0042 0.0014 0.0215 0.0601 0.1402

Notes: Each column reports OLS estimates with municipality and year fixed effects.
Dependent variables are in logs. The wedge is the corporate Steuerfuss minus the
personal Steuerfuss. Columns (1)–(2) use log establishments (STATENT); (3)–(4) use
log population; (5)–(6) use log Steuerkraft (3-year rolling average tax capacity in CHF
millions). Standard errors clustered at the municipality level in parentheses. * p < 0.10,
** p < 0.05, *** p < 0.01.

indistinguishable (p = 0.93). Physical factors—firms and residents—simply do not respond
to factor-specific tax differentials.

5.2 The Tax Base Channel

The Steuerkraft results tell a different story. In the separate-rates specification, the corporate
rate coefficient is −0.031 (p < 0.01): a one-percentage-point increase in the corporate
Steuerfuss reduces tax capacity by 3.1 percent. The personal rate coefficient is +0.024
(p < 0.05): higher personal rates are associated with higher tax capacity. This asymmetry is
consistent with a world where taxable profits are mobile across municipal boundaries—through
transfer pricing, choice of establishment address, or income shifting—while the underlying
productive activity remains in place.

This result resolves the apparent paradox. The wedge “works”—it affects the fiscal bottom
line—but not through the mechanism Tiebout predicted. What moves is not the firm but the
reported profit. Municipal tax competition is real, but its instrument is the financial ledger,
not the moving truck.

A caveat applies to the Steuerkraft result: a leads test reveals that next-period corporate
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Table 3: Heterogeneity by Firm Size and Outcome Margin

Micro (0–9) Small (10–49) New Firms Employment
(1) (2) (3) (4)

Corporate rate 0.0019 -0.0036 0.0052 0.0044
(0.0050) (0.0130) (0.0148) (0.0085)

Personal rate -0.0029 0.0043 -0.0083 -0.0053
(0.0050) (0.0134) (0.0157) (0.0088)

Municipality FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Observations 1,972 1,972 1,543 1,972

Notes: Dependent variables are in logs. Column (1): micro-enterprises (0–9 FTE); (2):
small enterprises (10–49 FTE); (3): newly registered firms; (4): total employment. All
specifications include municipality and year fixed effects. Standard errors clustered at the
municipality level. * p < 0.10, ** p < 0.05, *** p < 0.01.

rates also predict current Steuerkraft, consistent with a feedback loop in which municipalities
adjust rates in response to tax base changes. This endogeneity does not affect the null on
physical sorting (where leads are insignificant), but it means the Steuerkraft elasticity should
be interpreted as the reduced-form association between rates and tax capacity rather than a
strictly causal effect.

5.3 Heterogeneity

Table 3 examines whether the null holds across firm types. Micro-enterprises (0–9 FTE), small
enterprises (10–49 FTE), newly registered firms, and total employment all show insignificant
responses to both the corporate and personal Steuerfuss. The null on physical sorting is
pervasive: no firm type responds to factor-specific rate changes.

5.4 Robustness

Table 4 demonstrates that the Steuerkraft finding is robust across specifications. It survives
estimation in levels rather than logs (column 2), exclusion of the city of Zurich (column 3),
and the use of one-year lagged rates (column 4, β̂ = −0.019, p < 0.10). Column 5 confirms
that even with a two-year lag, establishments show no response to tax rate changes. The
linear specification adequately captures the relationship; a quadratic term in the wedge is
insignificant.
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Table 4: Robustness Checks for the Steuerkraft Effect

Baseline Levels LOO Lag(1) Lag(2)
(1) (2) (3) (4) (5)

Corporate rate -0.0305*** -1.483** -0.0305*** -0.0190** 0.0054
(0.0090) (0.694) (0.0090) (0.0084) (0.0042)

Personal rate 0.0240*** 1.267* 0.0240*** 0.0137* -0.0074*
(0.0087) (0.714) (0.0087) (0.0081) (0.0043)

Dep. var. log SK SK (levels) log SK log SK log Est.
Municipality FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Observations 1,972 1,972 1,960 1,800 1,628

Notes: Column (1) reproduces the baseline Steuerkraft specification from Table 2. Column
(2) uses Steuerkraft in levels (CHF millions) instead of logs. Column (3) drops the city of
Zurich (the largest municipality). Column (4) uses one-year lagged tax rates. Column (5)
uses two-year lagged tax rates with log establishments as the outcome, testing whether
physical relocation appears with a longer delay (it does not). All specifications include
municipality and year fixed effects. Standard errors clustered at the municipality level. *
p < 0.10, ** p < 0.05, *** p < 0.01.

6. Discussion

The central finding of this paper is a disconnect between factor-specific tax instruments and
factor-specific mobility. Swiss municipalities set separate tax rates for firms and residents, yet
neither type of agent relocates in response to its factor-specific rate. The tax base, however,
moves—and moves substantially. This pattern is consistent with three non-mutually-exclusive
mechanisms.

First, profit shifting: firms may report lower profits in high-corporate-rate municipalities
by reallocating expenses, adjusting intercompany pricing, or choosing the establishment of
record strategically. The firm stays, but its taxable income migrates. Keen and Konrad
(2006) model this channel theoretically; our results provide municipality-level evidence.

Second, income composition: high-income residents may have access to incorporation or
other legal structures that allow them to shift between personal and corporate tax bases. In
this case, the wedge doesn’t move people—it moves which tax schedule their income appears
under.

Third, capitalization: tax rate differentials may be capitalized into property values rather
than triggering sorting, as Oates (1969) originally proposed and Epple and Platt (1998)
formalized. If housing markets adjust, the incentive to physically relocate is muted.

The policy implication is sobering. Municipalities that cut corporate rates to attract firms
may succeed in attracting tax base without attracting economic activity. The fiscal benefit is
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real—Steuerkraft responds—but the jobs and investment that motivate the tax cut do not
follow. This suggests that factor-specific tax competition is a zero-sum game played on the
financial ledger rather than a positive-sum game played through productive investment.

7. Conclusion

Factor-specific tax instruments are a wedge illusion. Swiss municipalities that widen the
corporate-personal tax gap do not attract firms or repel residents. They move the tax
base—income and profits shift across boundaries—while the real economy stays put. The
Tiebout model’s prediction of factor sorting is not wrong in principle; it merely operates on a
different margin than commonly assumed. What “votes with its feet” is not the firm or the
household, but the financial claim.
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Table 5: Standardized Effect Sizes

Outcome β̂ SE SD(Y ) SDE SE(SDE) Classification
Panel A: Pooled
Establishments 0.0020 0.0048 1.0959 0.0255 0.0623 Small positive
Population -0.0012 0.0039 1.1342 -0.0145 0.0488 Small negative
Steuerkraft -0.0305 0.0090 1.3575 -0.3191 0.0946 Large negative
Panel B: Steuerkraft by Municipality Size
Small municipalities -0.0291 0.0180 0.8084 -0.5118 0.3168 Large negative
Large municipalities -0.0299 0.0099 0.9124 -0.4661 0.1545 Large negative

Notes: Country: Switzerland. Research question: Does the corporate–personal tax
multiplier wedge in Swiss municipalities cause factor-specific sorting of firms and residents,
or does it shift the tax base without physical relocation? Policy mechanism: Swiss
municipalities in the Canton of Zurich set separate Steuerfuss (tax multiplier) rates for
natural persons and legal persons (corporations), creating within-municipality variation
in relative tax prices faced by different economic agents. Outcome definition: Panel A
outcomes are log establishments (STATENT count of business locations), log population
(permanent residents), and log Steuerkraft (3-year rolling average municipal tax capacity in
CHF millions). Panel B splits Steuerkraft by municipality size. Treatment: Continuous;
corporate Steuerfuss rate in percentage points (mean 119, SD 14.2). Data: Canton of
Zurich Statistical Office (Steuerfuss, Steuerkraft), Federal Statistical Office STATENT
(establishments), BFS population statistics, 2012–2023, municipality-year panel. Method:
OLS with municipality and year fixed effects, standard errors clustered at municipality
level. Sample: 172 municipalities in the Canton of Zurich with complete data on separate
Steuerfuss rates for natural and legal persons. SDE = β̂ × SD(X)/SD(Y ) where SD(X)
is the standard deviation of the corporate Steuerfuss and SD(Y ) is the pre-treatment
(2012–2014) standard deviation of the outcome. Classification refers to magnitude, not
statistical significance: Large (|SDE| > 0.15), Moderate (0.05–0.15), Small (0.005–0.05),
Null (< 0.005).

A. Standardized Effect Sizes
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