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283Figure 11
Net average tax wedge for single workers (2013), in %
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Source: Author’s calculation.

The lowest tax wedge for single taxpayers earning less than 100% of AGW is 
found in Croatia, followed by Poland and Greece (figure 11). If we look at the 
interval in which the gross wage exceeds 100% of AGW, Poland’s tax wedge is 
convincingly the lowest, while the curves indicating Hungary’s, Austria’s and 
Greece’s tax wedge are “intertwined” in this interval. The Croatian tax wedge 
curve rises steeply in the interval indicating wages between 180% and 400% of 
AGW and meets the level of the aforementioned three countries as wages reach 
the highest amounts.

Figure 12
Net average tax wedge for couples with two children (2013), in %

Source: Author’s calculation.
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284 Greece has the highest tax wedge for couples with two children at all wage levels 
(figure 12). Even though Hungary’s and Austria’s PIT systems are significantly 
different, it is noticeable that the two countries’ tax wedges are very similar across 
all gross wage levels. Among the analysed countries, Croatia’s and Poland’s tax 
wedges are the lowest; as is the case for single workers, the tax wedge is initially 
higher in Poland, but the tax wedge in Croatia exceeds the Polish tax wedge at a 
certain point. When comparing figures 12 and 11, it becomes evident that the cor-
relation between tax wedge curves for single workers and those for couples with 
children differs substantially. This is due to the fact that significantly different tax 
reliefs and cash benefits for families with children apply.

5 conclUsIon
The aim of this paper was to compare the average tax burden imposed on taxpayers 
in Croatia, Austria, Greece, Hungary and Poland. OECD data and methodology 
presented in OECD’s Taxing Wages publication were used to calculate indicators for 
the eight hypothetical family units defined by the OECD. Moreover, such indicators 
were calculated for a number of other hypothetical units across a wide range of gross 
wages in order to gain an insight into the tax burden at higher income levels. A mi-
crosimulation model for hypothetical units across all five countries developed by the 
author specifically for this research was used for the above calculations.

Even though the observed countries are geographically relatively close and are all 
EU members, substantial differences in the labour income taxation systems are 
found. Each of the countries has its own unique features. For instance, Poland’s 
system for calculating social insurance contributions is relatively complicated; 
Hungary has only one PIT rate; Greece lacks the usual child benefits: instead, 
employers increase the employee’s gross wage by a certain percentage for each 
child; there is no tax credit in Croatia, but taxpayers are entitled to child benefits 
(which are means-tested), etc.

In spite of the differences in the taxation systems, some countries follow similar 
patterns and have similar net average tax wedge levels for different wage levels 
(for instance, Hungary and Austria in the case of couples with children). The com-
parison of hypothetical units with and without children has shown that the relative 
amounts of tax reliefs and child benefits differ among countries.

The analysis has also shown that Croatia has the lowest net average tax wedge for 
single workers with lower wages, while the tax wedge for single workers with 
above-average wages is lowest in Poland. However, it is worth noting that both 
Polish and Croatian taxpayers pay additional social insurance contributions which 
are not included in the tax burden calculations under the methodology used in this 
paper (see Urban, 2016).

The analysis of a wide range of income levels sheds a brighter light on the Croa-
tian tax wedge pattern: even though the tax wedge for low gross wages is rela-
tively low, it sharply increases to reach the same level as that of other countries 
(Austria, Hungary and Greece) for higher wages.



m
a

r
in o

n
o

r
ato

ta
x  w

ed
g

e in c
r

o
atia, a

u
str

ia, h
u

n
g

a
ry, po

la
n

d a
n

d g
r

eec
e

fin
a

n
c

ia
l th

eo
ry a

n
d 

pr
a

c
tic

e
40 (2) 265-288 (2016)

285RefeRences
1. CBS, 2015. DZS website. [online] Available at: <http://www.dzs.hr/>. 
2. Child Benefits Act (Zakon o doplatku za djecu), NN 94/01, 138/06, 107/07, 

37/08, 61/11, 112/12, 82/15. [online] Available at: <http://www.zakon.hr/z/ 
475/zakon-o-doplatku-za-djecu>. 

3. KPMG, 2014. 2014 KPMG International Annual Review. [online] Available 
at: <http://www.kpmg.com/TW/zh/Documents/2014/international-annual-re-
view-2014.pdf>. 

4. OECD, 2014. Taxing Wages 2014. Paris: OECD.
5. OECD, 2015. Non-tax compulsory payments as an additional burden on la-

bour income. [online] Available at: <http://www.oecd.org/tax/tax-policy/Non-
tax-compuslory-payments_2014.pdf>.

6. Personal Income Tax Act (Zakon o porezu na dohodak), NN 177/04, 73/08, 
80/10, 114/11, 22/12, 144/12, 43/13, 120/13, 125/13, 148/13, 83/14, 143/14. 
[online] Available at: <http://www.zakon.hr/z/85/Zakon-o-porezu-na-dohodak>. 

7. Social Insurance Contributions Act (Zakon o doprinosima), NN 84/08, 152/08, 
94/09, 18/11, 22/12, 144/12, 148/13, 41/14, 143/14. [online] Available at: 
<http://www.zakon.hr/z/365/Zakon-o-doprinosima>. 

8. Urban, I., 2016. Tax wedge on labour income in Croatia and the Europen Union. 
Financial Theory and Practice, 40(2), pp. 157-168. doi: 10.3326/fintp.40.2.1



m
a

r
in o

n
o

r
ato

ta
x  w

ed
g

e in c
r

o
atia, a

u
str

ia, h
u

n
g

a
ry, po

la
n

d a
n

d g
r

eec
e

fin
a

n
c

ia
l th

eo
ry a

n
d 

pr
a

c
tic

e
40 (2) 265-288 (2016)

286 annex
tax anD contRIbUtIon calcUlatIons foR the eIght hYPothetIcal 
faMIlY UnIts In cRoatIa

Table a1
Elements of tax burden indicator calculation: part 1 (Croatia, 2013)

a-67-nc a-100-nc a-167-nc a-67-2c
 1. Gross wage 8,202 12,303 20,505 8,202
 2. Employee SICs 1,640 2,461 4,101 1,640

2.1.  Paid into the 1st pension 
insurance pillar 1,230 1,845 3,076 1,230

2.2.  Paid into the 2nd pension 
insurance pillar 410 615 1,025 410

 3. Personal income tax 369 1,136 2,777 0
3.1. Tax base reductions 5,126 5,947 7,587 9,309

3.1.1. Employee SICs 1,640 2,461 4,101 1,640
3.1.2. Personal allowance 3,486 3,486 3,486 7,669

3.2. PIT base 3,076 6,357 12,919 0
 4. Local government surtax on PIT 44 136 333 0
 5. Total personal income taxes 413 1,272 3,110 0
 6. Child benefits 0 0 0 727
 7. Net wage 6,148 8,570 13,295 7,289
 8. Employer SICs 1,247 1,870 3,117 1,247
 9.  Total employee taxes  

(= 2.1 + 5 – 6) 1,643 3,117 6,186 503

10.  Total employee and employer 
taxes (= 8 + 9) 2,890 4,987 9,303 1,750

11. Total labour cost (= 1 + 8) 9,449 14,174 23,623 9,449
12.  Net average tax rate  

(= 9 / 1 x 100) 20.04 25.34 30.17 6.13

13.  Net average tax wedge  
(= 11 / 12 x 100) 30.59 35.19 39.38 18.52

Note: According to the Taxing Wages methodology (OECD, 2014), employee SICs paid into the 
2nd pension insurance pillar are not tax levies and are therefore not included in item 9. 
Source: Author’s calculations.
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287Table a2
Elements of tax burden indicator calculation: part 2 (Croatia, 2013)

2a-0/100-2c 2a-100/33-2c
a1 a2 total a1 a2 total

 1. Gross wage 12,303 0 12,303 12,303 4,101 16,404
 2. Employee SICs 2,461 0 2,461 2,461 820 3,281

2.1.  paid into the 1st 
pension insurance 
pillar

1,845 0 1,845 1,845 615 2,460

2.2.  paid into the 2nd 
pension insurance 
pillar

615 0 615 615 205 820

 3. Personal income tax 52 0 52 261 0 261
3.1. Tax base reductions 11,872 0 11,872 10,130 4,306 14,436

3.1.1.  Employee 
SICs 2,461 0 2,461 2,461 820 3,281

3.1.2.  Personal 
allowance 9,412 0 9,412 7,669 3,486 11,155

3.2. PIT base 431 0 431 2,174 0 2,174
 4.  Local government surtax 

on PIT 6 0 6 31 0 31

 5.  Total personal income 
taxes 58 0 58 292 0 292

 6. Child benefits 632 0 632 0 0 0
 7. Net wage 10,417 0 10,417 12,831 0 12,831
 8. Employer SICs 1,870 0 1,870 1,870 623 2,493
 9.  Total employee taxes  

(= 2.1 + 5 – 6) 1,271 0 1,271 2,137 615 2,752

10.  Total employee and 
employer taxes (= 8 + 9) 3,141 0 3,141 4,007 1,238 5,245

11.  Total labour cost  
(= 1 + 8) 14,174 0 14,174 14,174 4,725 18,899

12.  Net average tax rate  
(= 9 / 1 x 100) 10.33 16.78

13.  Net average tax wedge  
(= 11 / 12 x 100) 22.16 27.76

Note: (a) see the note under table A1; (b) A1 – Spouse I, A2 – Spouse II, “Total” – sum of val-
ues for Spouse I and Spouse II.
Source: Author’s calculations.
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288 Table a3
Elements of tax burden indicator calculation: part 3 (Croatia, 2013)

2a-100/67-2c 2a-100/33-nc
a1 a2 total a1 a2 total

 1. Gross wage 12,303 8,202 20,505 12,303 4,101 16,404
 2. Employee SICs 2,461 1,640 4,101 2,461 820 3,281

2.1.  paid into the 1st 
pension insurance 
pillar

1,845 1,230 3,075 1,845 615 2,460

2.2.  paid into the 2nd 
pension insurance 
pillar

615 410 1,025 615 2,015 2,630

 3. PIT 261 369 630 1,136 0 1,136
3.1. Tax base reductions 10,130 5,126 15,256 5,947 4,306 10,253

3.1.1.  Employee 
SICs 2,461 1,640 4,101 2,461 820 3,281

3.1.2.  Personal 
allowance 7,669 3,486 11,155 3,486 3,486 6,972

3.2. PIT base 2,174 3,076 5,250 6,357 0 6,357
 4.  Local government surtax 

on PIT 31 44 75 136 0 136

 5.  Total personal income 
taxes 292 413 705 1,272 0 1,272

 6. Child benefits 0 0 0 0 0 0
 7. Net wage 15,699 0 15,699 11,851 0 11,851
 8. Employer SICs 1,870 1,247 3,117 1,870 623 2,493
 9.  Total employee taxes  

(= 2.1 + 5 – 6) 2,137 1,643 3,780 3,117 615 3,732

10.  Total employee and 
employer taxes  
(= 8 + 9)

4,007 2,890 6,897 4,987 1,238 6,225

11.  Total labour cost  
(= 1 + 8) 14,174 9,449 23,623 14,174 4,725 18,899

12.  Net average tax rate  
(= 9 / 1 x 100) 18.44 22.76

13.  Net average tax wedge  
(= 11 / 12 x 100) 29.20 32.95

Note: (a) see the note under table A1; (b) A1 – Spouse I, A2 – Spouse II, “Total” – sum of val-
ues for Spouse I and Spouse II. 
Source: Author’s calculations.
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290 Triggered by Thomas Piketty’s English version of the book Capital in the Twenty-
First Century, published in 2014, many recent academic, political, and public dis-
cussions have focused on the growing income and wealth inequality in developed 
countries, particularly among the wealthiest 1%, who are accumulating an ever-
increasing share. However, authors such as Saez, Piketty, Davies, and particularly 
Anthony Atkinson, have been analysing this tendency for many years. Coming as 
it does from a pioneer in the analysis of inequality and poverty, the 71-year-old 
Atkinson’s book is an excellent summary of his lifelong research on this topic. The 
“added value” of the work is twofold. Firstly, the author’s experience in this topic is 
reflected in the historical overview of changes in tax and social policy – primarily 
in the United Kingdom (UK), but in other European countries as well – since the 
early 20th century. Secondly, Atkinson clearly sets out 15 proposals and five ideas 
that, if pursued, would reduce inequality. Even though most proposals are either 
taken from UK history or aimed at making changes in the UK, they can easily be 
transferred to other European countries (EU members) or even worldwide.

The book is divided into three parts. First, Atkinson sets the scene by analysing the 
available global data, showing that the “inequality turn” of the 1980s has made 
increasing worldwide inequality inevitable. The UK and US have experienced a 
more rapid growth of inequality than have most EU countries, particularly those 
in Scandinavia. Atkinson is careful to examine the comparability of the data and 
highlights two important features: the comparability of the data sources (e.g., 
household budget surveys, income tax data, data on wealth); and that inequality 
should be quantified by more than one indicator but should be analysed using no 
more than twenty different variables. He concludes that inequality declined after 
the Second World War, during the period in which most of today’s social policies 
were introduced, but started to rise in the 1980s. Atkinson proposes a set of mech-
anisms that could be used, in combination, to reduce the UK’s Gini coefficient – a 
standard inequality measure – by some 3 per cent. 

The second part of the book analyses and suggests 15 sets of proposals to reduce 
inequality. Each chapter deals with a specific topic, such as technological change, 
progressive taxation, social policy, and sharing of capital – the resulting sets of 
proposals are specific for each topic analysed. Some proposals are related to the 
reintroduction of UK policies that were abolished in the 1980s and 1990s. Inter-
estingly enough, eight of the 15 proposals are related to UK taxation and social 
security policy and, in the final part, are analysed in terms of distributional analy-
sis, using tax-benefit models. The suggestions include: (a) the reintroduction of a 
top progressive rate at 65 per cent, accompanied by a broadening of the tax base; 
(b) introduction of a progressive lifetime capital receipts tax for taxation of inher-
itance and gifts inter vivos; (c) introduction of proportional or progressive prop-
erty taxation based on up-to-date property assessments; (d) introduction of an 
earned income discount; (e) introduction of a participation income for any citizen 
defined as “participating in society”; (f) renewal of social insurance and (g) broad-
ening of child benefit to all children. At the global level, Atkinson proposes: (h) an 
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291introduction of official development assistance of 1 per cent of gross national in-
come of rich (developed) countries.

Some of these sets of proposals are UK-specific, but Atkinson believes that they 
can be applied to other countries, particularly those in the EU. The remaining 
seven proposals include: (a) the need to focus the direction of technological 
changes s on the encouragement of innovation, especially in terms of employabil-
ity of workers; (b) the introduction of a distributional dimension into competition 
policy and the establishment of a legal framework for active support of trade un-
ions and the establishment of a social and economic council; (c) the government 
adoption of a mechanism to reduce unemployment, if necessary by providing pub-
lic employment; (d) the identification by national policy of a statutory minimum 
wage (set as a living wage) as well as a code of practice for pay above the mini-
mum; (e) the offer, via national savings bonds, of a guaranteed positive real rate of 
interest on savings, with a maximum holding per person; (f) a capital endowment 
paid at adulthood (or later); (g) a public investment authority should be  created.

Furthermore, Atkinson proposes five ideas that ought to be pursued. These are: (a) 
an ongoing review of the access of households to the credit market for borrowing 
not secured by housing; (b) re-examination of the case for an annual wealth tax; 
(c) a global tax regime for personal taxpayers based on total wealth; (d) an “in-
come-tax based” re-examination of contributions to private pension schemes; (e) 
a minimum tax for corporations.

The final part evaluates the proposed measures in terms of their feasibility. Some 
proposals are statistically evaluated as far as they relate to the UK. The most inter-
esting part examines the ability of countries, especially those in the EU, to carry 
out these measures in the light of the current Europe 2020 strategy. Atkinson care-
fully highlights the possibility of EU regulations constraining national govern-
ments, and discusses the affordability of the measures proposed as well as the 
significance of globalisation in this context. Sceptics might fear that globalisation 
would impede successful application of his sets of proposals, but Atkinson disa-
grees, arguing that most social policies in the early 19th century were created in the 
midst of globalisation.

The whole book is very optimistic – reforms can be successfully made, and we are 
solely responsible for making them. Atkinson targets the whole population, from 
politicians and governments to individuals (in their roles as voters or lobbyists). 
He strongly believes that inequality can be reduced, but highlights the significance 
of institutional factors as well as that of investment in education and training. The 
two most significant proposals with an institutional dimension are the establish-
ments of a social and economic council and a public investment authority at the 
national level (UK). Furthermore, he proposes greater inter-country institutional 
cooperation (e.g., tax administration, social and economic councils, etc.) that 
should benefit all.
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292 What can transition countries learn from this book? There are no explicit sugges-
tions or recommendations for them, but some aspects of this book are applicable 
to all EU members, some of which are former transition countries. Atkinson states 
that even though EU members differ in their historical backgrounds and political 
standpoints, they all managed to agree on a set of objectives for the EU. These 
especially relate to reducing poverty, eliminating social exclusion and diminish-
ing inequality.

Overall, this excellent book gives a valuable insight into the tendency of inequal-
ity to grow in the world’s developed countries. Its most notable contribution is a 
move from a political debate on inequality towards a more economic and prag-
matic evaluation of what we can all do to reduce both inequality and poverty. 
Furthermore, Atkinson uses the results of a complex statistical and mathematical 
analysis in a very simple way in order to show the applicative nature of his pro-
posals, using the UK as an example. He also promotes international cooperation 
– and optimism – with his proposals of measures to reduce worldwide inequality 
and poverty.
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