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Foreword


This annual publication provides details of taxes paid on wages in all 35member countries of the OECD.1 The information contained in the Report covers the personal income tax and social security contributions paid by employees, the social security contributions and payroll taxes paid by their employers and cash benefits received by families. The objective of the Report is to illustrate how personal income taxes, social security contributions and payroll taxes are calculated and to examine how these levies and cash family benefits impact on net household incomes. The results also allow quantitative cross-country comparisons of labour cost levels and of the overall tax and benefit position of single persons and families.

The Report shows the amounts of taxes, social security contributions, payroll taxes and cash benefits for eight family-types, which differ by income level and household composition. It also presents the resulting average and marginal tax rates. Average tax rates show that part of gross wage earnings or total labour costs which are taken in personal income taxes (before and after cash benefits), social security contributions and payroll taxes. Marginal tax rates show the part of an increase of gross earnings or total labour costs that is paid in these levies.

The focus of the Report is the presentation of new data on the tax/benefit position of employees in 2017. In addition, the new data is compared with corresponding data for the year2016. The average worker is designated as a full-time employee (including manual and non-manual) in either industry sectors B-N inclusive with reference to the International Standard Industrial Classification of All Economic Activities, Revision 4 (ISIC Rev.4) or industry sectors C-K inclusive with reference to the International Standard Industrial Classification of All Economic Activities, Revision 3 (ISIC Rev.3).

The Report is structured as follows:


	

Chapter1 contains an overview of the main results for 2017.



	

Chapter 2 contains the Special Feature on “Differences in the disposable incomes of households with and without children”.



	

Part I (International Comparisons) reviews the main results for2016 and2017 and is divided into 3 chapters (Nos. 3 to 5). Chapter 3 reviews the main results for 2017, which are summarised in comparative tables and figures included at the end of that section. Chapter 4 presents a graphical exposition of the estimated tax burden on labour income in 2017 for gross wage earnings between 50% and 250% of the average wage. Then Chapter 5 reviews the main results for 2016, which are summarised in the comparative tables at the end of the chapter and compares them with the 2017 figures.



	

Part II (Chapter 6) focuses on the historical trends in the tax burden for the period 2000-17.



	

Part III contains individual country tables specifying the wage levels considered and the associated tax burdens for eight separate family types, together with descriptions of each tax/benefit system.



	
The Annex describes the methodology and its limitations.





The Report has been prepared under the auspices of the Working Party on Tax Policy Analysis and Tax Statistics of the Committee on Fiscal Affairs. This document has been produced with the financial assistance of the European Union. The views expressed herein can in no way be taken to reflect the official opinion of the European Union.


Note

←1.Previous editions were published under the title The Tax/Benefit Position of Employees (1996-1998 editions) and The Tax/Benefit Position of Production Workers (editions published before 1996).





Executive summary


The average worker in OECD countries pays just over one-quarter of their gross wages in income taxes and social security contributions (SSCs), a ratio that has remained relatively stable over the last two decades. On average, the net personal average tax rate (NPATR), defined as the sum of personal income tax (PIT) and employee SSCs, minus cash benefits as a percentage of gross wage earnings, was 25.5% for the average single worker in OECD countries in 2017. Belgium had the highest rate, at 40.5%, with Denmark and Germany being the only other countries with rates of more than 35%. Chile and Mexico had the lowest NPATRs at 7% and 11.2% respectively. Korea was the only other country with a rate of less than 15%.

Between 2016 and 2017, the NPATR on the average worker increased in 20 countries, decreased in 13 countries and remained unchanged in two countries (Chile and Hungary). In most countries where the NPATR changed, the change was due to changes related to the PIT, even though only one country increased their statutory rates (i.e.theNetherlands). Most PIT increases were driven by a higher proportion of earnings becoming subject to tax as the value of tax-free allowances and tax credits fell relative to earnings. Lower SSCs also played a significant role in decreasing the NPATR in Canada.

A special feature focuses on the impact of the tax system on the disposable income of households with children. On average across the OECD, households with children face a lower NPATR than the same household type without children, and the difference is considerably more pronounced for a single worker at a lower level of wage income. This observation is also true in almost all OECD countries: in 2016, 31 countries had lower NPATRs for a two-earner married couple with children relative to the same couple without, and 34 had lower NPATRs for the single worker with children at two-thirds of average wage than for the single worker without. Differences in NPATRs are due primarily to higher cash benefits for households with children. In many countries, these are combined with reductions in personal income taxation due to joint taxation or higher allowances and credits for families with children. 

When employer costs and taxes are included, the effective tax rate on the labour costs of the average worker, or tax wedge, was 35.9%, a slight decrease since 2016. The tax wedge measures the difference between the labour costs to the employer and the corresponding net take-home pay of the employee. It is calculated as the sum of the total PIT and SSCs paid by employees and employers, minus cash benefits received, as a proportion of the total labour costs for employers.

Although the OECD average decreased by 0.1 percentage point in 2017, 18 OECD countries experienced a higher tax wedge on the average worker compared with 2016, while 16 countries experienced reductions. In three cases, the decreases were significant: Hungary (-2.10 percentage points), Luxembourg (-1.76 percentage points) and Finland (-1.18 percentage points). There were no increases exceeding one percentage point. 



Key findings




The average NPATR in the OECD was 25.5% in 2017 (no change since 2016)



	
In 2017, the highest average NPATR for single workers with no children earning the average wage were in Belgium (40.5%), Germany (39.9%) and Denmark (35.8%). The lowest were in Chile (7%), Mexico (11.2%) and Korea (14.5%). 



	
Between 2016 and 2017, the NPATR for the childless single average worker increased in 20 of 35 countries, fell in 13 and remained unchanged in Chile and Hungary. 








The average NPATR for single-earner families with children was 14.0% in 2017



	
In 2017, the highest NPATR for one-earner families, with two children, at the average wage was in Turkey (25.9%). Denmark was the only other country with a NPATR over 25% (25.3%). The lowest NPATRs were seen in the Czech Republic (0.7%), Canada and Ireland (1.2%). The NPATR was negative for Poland (-4.8%) as cash benefits exceeded total PIT and employee SSC payments. 



	
Between 2016 and 2017, the NPATR for this family type increased in 25countries, decreased in nine and remained unchanged in one country (Chile). The largest increases were in Ireland (2.88 percentage points) and Australia (2.90percentage points). In contrast, the largest decreases were in Luxembourg (1.03 percentage points) and Poland (5.06 percentage points). The OECD average increased by 0.23 percentage points.








The average tax wedge in the OECD decreased in 2017 relative to 2016



	
Across OECD countries, the average PIT and total employee and employer SSCs on employment incomes was 35.9% in 2017, a decrease of 0.13 percentage points.



	
In 2017, the highest average tax wedges for single workers with no children earning the average national wage were in Belgium (53.7%), Germany (49.7%), Italy (47.7%), France (47.6%) and Austria (47.4%). The lowest were in Chile (7%), New Zealand (18.1%) and Mexico (20.4%). 



	
Between 2016 and 2017, the tax wedge increased in 18 of 35 countries, fell in 16 and remained unchanged in Chile. 








The average tax wedge for families with children in 2017 was 26.1%



	
In 2017, the highest tax wedge for one-earner families with two children at the average wage was in France (39.4%). Belgium, Finland, Greece, Italy and Sweden had tax wedges of between 38% and 39%. New Zealand had the lowest tax wedge (6.4%), followed by Chile (7.0%) and Switzerland (9.1%). 



	
Between 2016 and 2017, the largest increase in the tax wedge for this family type was in Australia (2.74 percentage points), Ireland (2.60 percentage points) and in Latvia (1.06 percentage points). The largest decreases were in Poland (4.35percentage points) and Hungary (3.05 percentage points). 



	
The tax wedge for one-earner families with children is lower than for single individuals without children in all OECD countries except in Chile and Mexico, where both family types face the same tax levels. The differences are more than 15% of labour costs in Belgium, Canada, the Czech Republic, Germany, Hungary, Ireland, Luxembourg and Slovenia.










Chapter 1. Overview



This chapter presents the main results of the analysis of the taxation of labour income across OECD member countries in 2017. Most emphasis is given to the tax wedge – a measure of the difference between labour costs to the employer and the corresponding net take-home pay of the employee – which is calculated by expressing the sum of personal income tax, employee plus employer social security contributions together with any payroll tax, minus benefits as a percentage of labour costs. The calculations also focus on the net personal average tax rate. This is the term used when the personal income tax and employee social security contributions net of cash benefits are expressed as a percentage of gross wage earnings. The analysis focuses on the single worker, with no children, at average earnings and makes a comparison with the single earner married couple with two children, at the same income level. A complementary analysis focuses on the two earner couple with two children, where one spouse earns the average wage and the other 67% of it.




The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international law.

This Report provides unique information for each of the thirty-five OECD countries on the income taxes paid by workers, their social security contributions, the transfers they receive in the form of cash benefits, as well as the social security contributions and payroll taxes paid by their employers. Results reported include the marginal and average tax burden for one- and two-earner households, and the implied total labour costs for employers. These data are widely used in academic research and in the formulation and evaluation of social and economic policies. The taxpayer-specific detail in this Report enables it to complement the information provided annually in Revenue Statistics, a publication providing internationally comparative data on tax levels and tax structures in OECD countries. The methodology followed in this Report is described briefly in the introduction section below and in more detail in the Annex.

The tables and charts present estimates of tax burdens and of the tax “wedge” between labour costs and net take-home pay for eight illustrative family types on comparable levels of income. The key results for 2017 are summarised in second section below. Part I of the Report presents more detailed results for 2017, together with comparable results for 2016 and discusses the changes between the two years. Part II of the Report reviews historical changes in tax burdens between 2000 and 2017.

The present Chapter 1 begins with an introduction to the Taxing Wages methodology that is followed by a review of the results of tax burden indicators for 2017. The review includes the tax wedge and the personal average tax rates results for a single worker, without children, earning the average wage, and also the corresponding indicators for a one-earner couple at the average wage level and a two-earner couple where one spouse earns the average wage and the other 67% of it, and assumes that both couples have two children. Finally, the chapter ends with a section on the change in the average wage levels by country and the industry classification on which they are based.



Introduction


This section briefly introduces the methodology employed for this Report, which focuses on full-time employees. It is assumed that their annual income from employment is equal to a given percentage of the average full-time adult gross wage earnings for each OECD economy, referred to as the average wage (AW). This covers both manual and non-manual workers for either industry sectors C-K inclusive with reference to the International Standard Industrial Classification of All Economic Activities, Revision 3 (ISIC Rev.3) or industry sectors B-N inclusive with reference to the International Standard Industrial Classification of All Economic Activities, Revision 4 (ISIC Rev.4).1 Further details are provided in Table 1.8 as well as in the Annex of this Report. Additional assumptions are made about the personal circumstances of these wage earners in order to determine their tax/benefit position.

In the Report, the term tax includes the personal income tax, social security contributions and payroll taxes (which are aggregated with employer social contributions in the calculation of tax rates) payable on gross wage earnings. Consequently, any income tax that might be due on non-wage income and other kinds of taxes – e.g. corporate income tax, net wealth tax and consumption taxes – are not taken into account. The transfers included are those paid by general government as cash benefits, usually in respect of dependent children.

For most OECD countries, the tax year is equivalent to the calendar year, the exceptions being Australia, New Zealand and the United Kingdom. In the case of New Zealand and the United Kingdom, where the tax year starts in April, the calculations apply a “forward-looking” approach. This implies that, for example, the tax rates reported for 2017 are those for the tax year 2017-18. However, in Australia, where the tax year starts in July, it has been decided to take a ’backward looking’ approach in order to present more reliable results. So, for example, the year 2017 in respect of Australia has been defined to mean its tax year 2016-17.

The Report presents several measures of taxation on labour. Most emphasis is given to the tax wedge – a measure of the difference between labour costs to the employer and the corresponding net take-home pay of the employee – which is calculated by expressing the sum of personal income tax, employee plus employer social security contributions together with any payroll tax, minus benefits as a percentage of labour costs. Employer social security contributions and – in some countries – payroll taxes are added to gross wage earnings of employees in order to determine a measure of total labour costs. However, it should be recognised that this measure may be less than the true labour costs faced by employers because, for example, employers may also have to make non-tax compulsory payments.2 The average tax wedge measures identify that part of total labour costs which is taken in tax and social security contributions net of cash benefits. In contrast, the marginal tax wedge measures identify that part of an increase of total labour costs that is paid in taxes and social security contributions less cash benefits.

The calculations also focus on the net personal average tax rate. This is the term used when the personal income tax and employee social security contributions net of cash benefits are expressed as a percentage of gross wage earnings. The net personal marginal tax rate shows that part of an increase of gross wage earnings that is paid in personal income tax and employee social security contributions net of cash benefits.




Review of result for 2017




Tax wedge



Table 1.1 shows that the tax wedge between total labour costs to the employer and the corresponding net take-home pay for single workers without children, at average earnings levels, varied widely across OECD countries in 2017 (see column 1). While in Austria, Belgium, France, Germany, Hungary and Italy, the tax wedge is over 45%, it is 20% or lower in Chile, Mexico and New Zealand. The highest tax wedge is observed in Belgium (53.7%) and the lowest in Chile (7.0%). Table 1.1 shows that the average tax wedge in OECD countries was 35.9% in 2017.



	
Table 1.1. Comparison of total tax wedge


	
As % of labour costs





	
Country1



	
Total Tax wedge 2017


	
Annual change, 2017/16 (in percentage points)2


 


	
Tax wedge


	
Income tax


	
Employee SSC


	
Employer SSC3






	
(1)


	
(2)


	
(3)


	
(4)


	
(5)







	
Belgium


	
53.7


	
-0.24


	
-0.14


	
0.02


	
-0.12





	
Germany


	
49.7


	
0.12


	
-0.02


	
0.07


	
0.07





	
Italy
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