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Total labour costs
- employer social security contributions

Gross earnings
- employee social security contributions
- personal income tax
+ cash benefits

Net earnings
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Focus on employees and on labour income

Gross earnings = fraction of the average gross wage earnings of
adult, full-time both manual and non-manual workers covering
iIndustry sectors C-K

(International Standard Industrial Classification of Economic Activities)

Personal income tax Is tax on gross income minus allowable tax
reliefs. Levies on income that are earmarked for social security
funds but dondét confer an entit]l
PIT.

All compulsory payments that do confer an entitlement to receive a
(possibly contingent) future social benefit (e.g., unemployment
Insurance benefits, accident, injury and sickness benefits, old-age,

di sability and s uefwmeda(eitbhesempleyees i o

or employer) SSC. C
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Tax measures

Average income tax =

Average income tax plus
employee SSC 1 cash transfers

personal income taxes

gross earnings

PIT + employee SSC i1 cash transfers

gross earnings

gross earnings T net earnings

gross earnings

‘TPA



PIT + employee SSC i cash benefits + employer SSC

Average tax wedge
gross earnings + employer SSC

total labour costs i net earnings

total labour costs
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2(PIT + employee SSC i cash transfers)

Marginal rate (income tax plus =
employee SSC i cash transfers) ae(gross earnings)

2(PIT + employee SSC i cash transfers + employer SSC)

Marginal tax wedge =
a(gross earnings) + ae(employer SSC in response)

a(gross earnings) = +1 currency unit
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Focus on different family types:

Single
Single
Single
Single

Married
Married
Married
Married

67% of AW
100% of AW
167% of AW
67% of AW

100% - 0% of AW

100% - 33% of AW
100% - 67% of AW
100% - 33% of AW

O children
O children
O children
2 children

2 children
2 children
2 children
O children
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