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SS5. Tax Wedge on Labour

The tax wedge on labour provides one measure
of the extent to which the tax system discourages
employment. On average, across 30 OECD countries,
the tax wedge levied on a single average worker was
around 37% of labour costs in 2005, ranging between
50% or more in Germany, Belgium and Hungary, and
less than 20% in Korea and Mexico (Table SS5.1). On
average, this tax wedge fell by around half a point
since 2000, with declines exceeding 3 points in
Denmark, Finland, Ireland and the Slovak Republic,
and increases of 2 points or more in Iceland, Japan
and Turkey. The mix of taxes and social security
contributions levied on labour also varies. Personal
income tax accounted in 2004 for less than 5% of total
labour costs in Korea and Greece, and for more that
30% in Denmark (Figure SS5.2). Workers’ own social
security contributions vary across countries by a large
amount, ranging from zero in Australia and New
Zealand to close to 20% in the Netherlands and
Poland. Employers’ social security contributions
represent the largest components of the tax wedge on
labour (around 15% of total labour costs of average),
ranging between close to zero in New Zealand and
Denmark to 20% of labour costs or more in several
European countries (the Slovak Republic, Greece,
Spain, the Czech Republic, Italy, Austria, Sweden,
Hungary and Belgium) and close to 30% in France.

Labour taxes are a significant element of total
government receipts. OECD countries with a higher
tax wedge on labour also tend to display a higher
total tax burden (as measured by total government
receipts as a share of GDP, see Figure SS5.3). There is,
however, much variation. As a result, countries with
a similar level of government receipts (e.g. Iceland

and Italy) may have a very different tax wedge on
labour (16 points higher in the second country than
in the first). This difference – which represents the
importance of other types of taxes, such as indirect
taxation, environmental taxes and taxes on alcohol
and tobacco – may influence labour market
outcomes to the extent that taxes not directly levied
on labour costs may have a less distortionary effect
on employment decisions.

The tax wedge on labour is a significant
determinant of unemployment across OECD
countries (OECD, 2006). However, a full evaluation of
the effects of taxes on the labour market has to take
into account the distribution of the tax burden, and
also how the tax revenues are used. For instance,
taxes levied on workers may finance programmes
that redistribute income to other people (i.e. a “tax”)
or they can pay for benefits that will accrue to each
worker during a different phase of his or her life
cycle (i.e. a form of savings). Estimates of the size of
the redistributive and actuarial components of
contributions to public pension schemes (i.e. the
share of earnings required to finance current
spending on public pensions without budgetary
transfers or accumulation or decumulation of
pension funds) suggests that the redistributive “tax”
represents less that ¼ of the total (Disney, 2004).

Definition and measurement

The measure of the tax wedge on labour presented in this section is defined as the difference between the
salary costs of a single “average worker” to their employer and the amount of net income (“take-home-pay”) that
the worker receives. The taxes included are personal income taxes, compulsory social security contributions paid
by both employees and employers, as well as payroll taxes for the few countries that have them. The amount of
these taxes is expressed as a percentage of the total labour costs for firms, i.e. the sum of gross earnings,
employers’ social security contributions and payroll taxes. The “average worker” is taken to represent a full-time
worker in industry sectors C-K of the International Standard Industrial Classification (ISIC) of All Economic
Activities, Revision 3.

This indicator is derived from the 2005 edition of the OECD report Taxing Wages. This report presents data on the
taxes paid by different types of workers (singles but also married couple, with different number of children and
earnings levels) based on OECD tax benefit models. These models apply the tax provisions of each country and are
based on a common typology and definitions of different types of taxes. It should be noted that, starting
from 2005, a new and more comprehensive definition of the average wage has been used. This implies that the
measure of the tax wedge on labour presented here for the years 2000 to 2005 are not comparable to those
reported in previous editions of Society at a Glance.

Status indicators: Employment (SS1), Unemployment
(SS2).
Response indicators: Out-of-work benefits (SS6), Public
social spending (EQ5).
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SS5.2. Large differences across countries 
in the composition of the tax wedge on labour

Income taxes, employees and employers social security 
contributions, in percentage of labour costs, for a single person 

on average earnings, 2005

Note: Countries are ranked by decreasing 2005 tax wedge.

SS5.3. Countries with similar tax wedge on labour 
can have very different tax burdens

Tax wedge on labour, in percentage of labour costs, 
and total government revenues as a share of GDP, 

latest year available

Note: The tax wedge on labour refers to a single person at the
earnings of an average production worker.

Source: OECD (2006), Taxing Wages 2004-2005, Paris (www.oecd.org/ctp/taxingwages) and OECD (2006), Revenue Statistics 1965-2004, Paris
(www.oecd.org/ctp/statistics).

StatLink: http://dx.doi.org/10.1787/725757462120

SS5.1. Broad stability of the tax wedge on labour

2000 2001 2002 2003 2004 2005 2000 2001 2002 2003 2004 2005

Australia 30.6 27.3 27.7 28.0 28.0 28.3 Luxembourg 38.2 36.2 33.6 34.1 34.6 35.3
Austria 47.3 46.9 47.1 47.4 47.5 47.4 Mexico 16.8 15.9 17.5 18.1 16.2 18.2
Belgium 57.1 56.7 56.3 55.7 55.4 55.4 Netherlands 39.7 37.2 37.4 37.1 38.6 38.6
Canada 33.2 32.0 32.1 32.0 32.0 31.6 New Zealand 19.4 19.4 19.5 19.7 20.0 20.5
Czech Republic 42.7 42.6 42.9 43.2 43.5 43.8 Norway 38.6 39.2 38.6 38.1 38.1 37.3
Denmark 44.3 43.6 42.6 42.6 41.3 41.4 Poland 43.2 42.9 42.9 43.1 43.3 43.6
Finland 47.8 46.4 45.9 45.0 44.5 44.6 Portugal 37.3 36.4 36.6 36.8 36.8 36.2
France 49.6 49.8 49.8 49.8 49.8 50.1 Slovak Republic 41.8 42.8 42.5 42.9 42.5 38.3
Germany 53.9 53.0 53.6 51.5 53.3 51.8 Spain 38.6 38.8 39.1 38.5 38.7 39.0
Greece 38.4 38.1 37.7 37.7 38.3 38.8 Sweden 50.1 49.1 47.8 48.2 48.4 47.9
Hungary 52.7 54.0 53.7 50.8 51.8 50.5 Switzerland 30.0 30.1 30.1 29.7 29.4 29.5
Iceland 26.1 26.9 28.4 29.2 29.4 29.0 Turkey 40.4 43.6 42.5 42.2 42.8 42.7
Ireland 28.9 25.8 24.5 24.2 26.2 25.7 United Kingdom 32.1 31.8 31.9 33.3 33.4 33.5
Italy 46.4 46.0 46.0 45.0 45.4 45.4 United States 29.7 29.6 29.4 29.2 29.1 29.1
Japan 24.8 24.9 30.5 27.4 27.4 27.7
Korea 16.4 16.4 16.1 16.3 17.2 17.3 OECD 37.9 37.5 37.5 37.2 37.4 37.3

Note: The tax wedge on labour is defined as the sum of income tax plus compulsory social security contributions paid by both employees and
employers, for a single person earning as an “average worker”. This tax wedge is expressed in percentage of labour costs.
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Further reading ■ Disney, R. (2004), “Are Contributions to Public Pension Programmes a Tax on Employment?”, Economic Policy,
July. ■ OECD (2006), “Reassessing the Role of Policies and Institutions for Labour Market Performance: A quantitative analysis”,
Chapter 7 in OECD Employment Outlook, Paris. 
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