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Abstract

The aim of the study is to identify the level anerdity of labour taxation,
expressed by the so-called tax wedge, in Polangaped to the other OECD
countries. The identification is based on an analy$ statistical data collected
in the OECD database for the years 2000-2012. Tindysinterprets key terms
such as labour taxation, tax wedge, and non-wagscof labour. The further
section synthetically discusses theoretical findiagd the results of empirical
research concerning effects of labour taxation lo@ functioning of the labour
market and, in particular, its impact on employmantd unemployment. The
author’'s own research includes a comparative analyd tax wedge sizes in
different household types in Poland and the othECO countries in the years
2000-2012. The major conclusion of the analysishet labour taxation in
Poland insufficiently takes into account the finahsituation of low-earning
individuals and those providing for children (i€hildren within households).
The results of the conducted research form thesb#si drawing synthetic
conclusions and making recommendations for Poldim& main suggestion is
that a selective reduction in the non-wage costdabbur of low-earning
individuals and those burdened with family resguaitises should be considered.

Keywords tax; labour taxation; tax wedge; employee, empltpyabour costs,
earnings
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1. Introduction

In all developed countries labour, as one of tleofs of production, is
subject to taxation in the process of its use. [€kel, principles or diversity of
taxation depend on national solutions arising freatablished priorities of
national socio-economic policies. At the same tilabpur taxation is one of
those policy instruments that arouses the mosteeostsy. Depending on the
assumed criteria, labour taxation may simultangoosljudged to be too low or
too high, insufficiently or excessively diversifieHuch judgments are made by
both economic theoreticians and policy practitisn@rho are constantly trying
to find an optimal level and structure of laboutation, from the point of view
of its social and economic functions. This studingoin the discussions by
attempting a comparative analysis of labour taxato Poland and countries
forming the international Organization for Economic Co-operation and
Developmen{OECD). The principal aim of the study is to idsnthe level and
diversity of the so-called tax wedge in Poland, pamed to the other OECD
countries. The identification is based on an anslgé statistical data collected
in the OECD database for the years 2000-2012. Restithe analysis permit
the drawing of conclusions concerning the labouatian policy implemented
in Poland.

2. Labour Taxation — Comparative Analysis

2.1. Interpretation of Key Terms

Labour taxation consists of income taxes and ssei@lrity contributions

(paid by both the employee and employer). Incomxedaare components of
every country’s tax system, providing for mandatpayments to be paid by
natural and legal persons to the state. As suely, ilerform specific functions,
being (among others) a source of revenues for ubécpfinance system. Income
taxes collected from hired workers are not direet§gociated with the labour
market, although they impact on the behavioursoth Ipartners participating in
hiring processes in that market, i.e. employers eamployees. On the other
hand, a direct relationship occurs between thetiomag of the labour market
and social security contributions (Boeri, Ours 2at1, pp. 119-129).

Labour taxation performs functions similar to thadeall other taxes, in
particular, fiscal and regulatory functions. Theedl function consists of providing
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sources of revenues for state and local budgetsgl@s social security funds.
The regulatory function consists of affecting thelume of income at the
disposal of taxpayers and their households, bedahser taxation is one of the
financial means through which income adjustmentumcWhile the fiscal
function is fulfilled by both income taxes and sda@ecurity contributions, the
regulatory function is ascribed, first and foremadstincome taxebThe degree
of regulation depends on the nature of the taxreaile. whether it is a fixed
(lump-sum), linear, degressive or progressive taxwell as whether the so-
called “negative taxation” takes place in the foofmbenefits compensating
incomes deemed to be insufficient. Finally, taxatiof earnings can also
perform a stimulating function aimed at affectimg tehaviours of employers
and employees in the labour market. That is so vehemptions, allowances,
or increased rates are used to diversify employard’employees’ tax burdens,
both in the case of income taxes and social sgaittributions.

Labour taxation is an important component of th@-wage costs of
labour, strongly determining their level. It affe¢he relationship between gross
earnings, being the employer's costs, and the astirggs received by the
employee. The share of labour taxation in the tlathbur costs borne by the
employer is referred to as the “tax wedge”. The OBGlossary of Statistical
Terms defines the tax wedge as tharh of personal income tax and employee
plus employer social security contributions togetivith any payroll tax less
cash transfers, expressed as a percentage of labmsig (Glossary 2014?. As
suggested by the definition, the tax wedge show®nly burdens in respect of
labour taxation but also all kinds of financial nséers received by the
employee, such as income-dependent employee leerafited at providing
financial incentives to work.

In practice, the relationship between the emplayegfoss and net
earnings depends on the individual situation ofdnieer household. Therefore,
tax wedges are calculated separately according ddtah statuses (single
individuals and married couples), number of ear(enty for married couples),
number of children provided for by the employee #nel relationship between
his or her earnings and average earnings. Thetsesfilthese calculations
indicate, in particular, the occurrence and strierftmechanisms reducing tax
burdens of employees with low earnings and/or gliag for family members.

! Social security contributions can also serve #gilatory function only in the event they are
different for different groups of payers.

2 Sometimes the tax wedge also contains indireetstax consumption (VAT and excise tax),
which offers complete information on the differehegween gross earnings and earnings allocated to
consumption (Nickel, Layard, 1999, pp. 3029-3088kdvski, 2005, p. 156, Boeri, Ours van,
2011, pp. 121-122).
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2.2. Results of the Research to Date

Labour taxation — as such — increases the pri¢gboiur, causing, on one
hand, an increase in the total costs of labour,anthe other hand, interfering
with the market or, so to speak, the natural retetiip between the cost of
labour and its marginal productivity. This issue tlse subject of many
theoretical discussions (see, among others, Nitlksfard 1999, pp. 3029-3083,
Koskela 2002, pp. 63-85) and empirical studies.

In general — according to the theoretical approacimcreased labour
costs result in decreased demand for labour. Dtieetdact that those costs are
a source of financing certain benefits which onfypoyees are entitled to (e.g.
related to retirement or unemployment), they maygfate into an increase in
the labour supply. That is the case, however, onlgonditions assumed to be
inherent in the functioning of labour markets untlex neoclassical approach
and, in particular, in conditions of perfect eleityi of labour supply and
demand in relation to similarly perfectly elastiages (Bukowski 2005, p. 158).
In practice, such a situation does not occur irtesoporary labour markets — there
IS, among others factors, the phenomenon of dowhwage rigidity consequential
to setting the minimum wage.

Empirical research into labour taxation most comijdacuses on the
relationship between labour taxation and volumes efiployment and
unemployment. Results of studies to date have lydadlto a conclusion that high
labour taxation adversely affects the labour maokedecreasing employment and
contributing to increased unemployment. It alsaltesn higher employment in
the grey area of the economy, which is directly seau by a decline in
employees’ net earnings, encouraging them to tpkenuegistered employment.
Therefore, it can be concluded that if the tax veedyg high it ought to be
reduced in order to increase the demand for labadr first and foremost, for
legal employment, simultaneously decreasing sgcialhd economically
troublesome unemployment (Dolenc, LaporSek 201Q, 36-357, Dolenc,
Vodopivec 2005, pp. 303-304, Wojciechowski 2008)p.The effect is, however,
not guaranteed because — as stems from the th&édmg éunctioning of labour
markets and economic practice — all those variabtesinfluenced by many
factors and not merely the labour taxation level.

It should be emphasised that the research cartiethdDECD countries
indicates that the negative impact of the tax wenlyemployment is the most
severe for low-skilled individuals, most often l@afning ones, because their
wages are less elastic than the earnings of highilled employees. With
respect to the latter, a high tax wedge may on$ygmficantly contribute to
a decrease in the employment of highly-skilled vittiials, whereas it causes
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unemployment among low-skilled workers to a muaigda extent. Thus, the
macroeconomic effects of the level of labour tao@tbn total employment (in
the economy as a whole) depend on the qualificatstructure of labour supply:
they are stronger in countries with a large shdrtow-skilled employees and
weaker in countries where that share is small (&b&d, 2006, p. 49). A similar
impact of the tax wedge is observed for young eygas, whose productivity of
work and earning level are relatively low at theyeatages of their careers.

Researchers have demonstrated less interest givilesity of tax wedge
sizes depending on households’ individual situatichhis is so despite the
increasing recognition of the role of labour tagatin affecting the financial
situations of households of both low- and high-gayrindividuals, as well as
those more burdened or less burdened with the megplities associated with
providing for children.

2.3. Statistical Analysis

In the years 2000-2012, the highest tax wedgesoland occurred in
households of single individuals earning 167% darage earnings and with no
child: from 39.1% in 2000 to 36.2% in 2012. The ésvtax wedges occurred in
households of single individuals earning 67% ofrage earnings and with two
children (29.7% and 29.6% respectively), and imglgirearner married couples
earning 100% of average earnings and with two mmd33.3% and 29.6%
respectively) (Figure 1).

In the study period, all tax wedges in Poland ozsd by 2.9 percentage
points (pp.) on average for all household typeen(fr35.8% to 32.9%). The
largest decrease was observed for households eéaweer married couples -
with one earning 100% of average earnings and tiver 7% - and with two
children (a decrease of 5.5 pp.), while the smiatlesrease was observed in the
group of households of single individuals earnid§u6of average earnings and
with two children (decrease of only 0.1 pp.).

An abrupt decrease in tax wedges in Poland occtiroed 2007 to 2008,
when employees’ disability pension insurance cbation was reduced, having
previously been 13% of the assessment basis, ahwhb% was paid by the
employee and 6.5% by the employer. The reductio mwade in two steps: on
1 July 2007 the part of disability pension conttibno paid by the employee fell
by 3 pp., while on 1 January 2008 the total contidn fell by 4 pp. (2 pp. for
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employees and 2 pp. for employe?'d}ollowing these reductions, employees
paid the contribution accounting for 1.5% of thesessment basis, whereas
employers paid 4.5%, making a total of 6% of theeasment basis. In 2012 tax
wedges rose, which mainly resulted from the denisivincrease, by 2 pp., the
part of disability pension insurance contributionahced by employer“sAs

a consequence, the disability pension insuranctibation went up from 6%
to 8% of the assessment basis. This change wafseidty the need to reduce
the Social Insurance Fund deficit related to thsaldiiity pension fund.

Figure 1. Tax wedges according to household typesFoland from 2000 to 2012
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Source: OECD StatExtracaxing Wagedhttp://stats.oecd.org/index.aspx, accessed qrib2Q14.

In the years 2000-2012, changes in the sizes ohgedax wedges in the
OECD countries showed a steady downward trendliftioasehold types. They
decreased by 1.5 pp. on average, with most comditbedecrease occurring for
households of two-earner married couples, one mgrii00% of average
earnings and the other 33%, with two children (I dp.), and markedly the
least decrease for households of single individagl)0% of average earnings,
with no child (by 1.1 pp.) (Figure 2).

3 Pursuant to the Act of 15 June 2007 on the Amemdrneethe Act on the Social Insurance
System and Certain Other Acts (Journal of Lalvs.[J] of 2007 No. 115, item 792).

4 Pursuant to the Act of 21 December 2011 on the rdment to the Act on the Social
Insurance System (Journal of Lavigz[U] of 2011 No. 291, item 1706).
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Figure 2. Average tax wedges according to househdighes in 35 OECD countries from 2000 to 2012
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Two conclusions can be drawn from the comparisoongntax wedges
occurring in Poland and average ones for 35 OECQIDtaes in the study period.

Firstly, tax wedge sizes in Poland were much légsrsified according to
household types than in OECD countries. In Pol&aimhur taxation of different
household types was considerably more similar aspeoed to the average for
OECD countries. The coefficient of variation conguutfor the values of tax
wedges in different household types in Poland iecHjz years of the 2000-
2012 period ranged from 3.3 in 2005 and 2006 (@kebt value) to 8.9 in 2004
and 2008 (the highest value), while it was 7.5 02 In the same period, the
coefficient of variation calculated for the averagdue of tax wedges in OECD
countries ranged from 19.8 in 2000 (the lowestejta 22.9 in 2009 (the highest
value) and was 21.5 in 2012. It should be addet] tha?012, coefficients of
labour taxation variation for different househojgds were lower than those in
Poland only in Turkey (4.8) and Greece (6.4). Tisatlirect evidence of the
flattening of Poland’s labour taxation scale afile to earners in households and
indirect evidence of the non-adjustment of Polatakspolicy, in its part concerning
labour taxation, to the needs and capabilitiesfigrdnt household types.

Both in OECD countries and Poland, the highestwaxge occurs for
single individuals at 167% of average earningshwib child, i.e. those with
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high earnings and no family responsibility burdefisat is quite obvious and
consistent with the sense of the so called soudgtlge. The lowest tax wedge
(again — both in Poland and the other OECD couw)tioecurs for households of
single individuals at 67% of average earnings, witle children, i.e. single
parents, which should also be appreciated if ordynfthe point of view of the
pro-family policy. Interestingly, the differencetieen those two wedges was
relatively small in Poland: in 2012 it was 6.5 pphile it was as big as 23.2 pp.
on average in OECD countries. In other words, lirc@lintries, net incomes of
households of working single parents with averagmiags were higher than
net incomes of working single individuals, but iontse countries, Poland
included, the differences were slight.

The comparison of tax wedges in Poland and avetsagevedges for 35
OECD countries also leads to the other conclusitamely that they were
considerably higher for most Polish household typdsch can be clearly seen in
Figure 3.

Figure 3. Differences between tax wedge sizes fdffdrent household types in Poland and
35 OECD countries from 2000 to 2012
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In Poland, the most favourable situation occurm@dsingle individuals
earning 167% of average earnings, who were burdestecconsiderably lower
labour taxation than their OECD counterparts. Imtuhe labour taxation of
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Polish single individuals earning 100% of averagenigs and with no child
was similar to the tax wedge level in OECD couustrie the other household
types, labour taxation was higher than OECD coesitraverage. From this
point of view, the worst situation occurred for l@arning single parents of two
children (single individuals earning 67% of averagenings, with two children). In
their case, the size of the tax wedge size in olant from 9.9 pp. (2004) to 18.2
pp. (2006), higher than the OECD average in thaéysperiod.

Compared to the other OECD member states, labaativa in Poland
was relatively high (Table 1). In 2012, 35 courdgneere ranked in order from
the lowest to the highest tax wedge size, and Eliddabour taxation burdens
ranked as follows:

* single person at 67% of average earnings, no ehllgth place;

* single person at 100% of average earnings, no €tilth place;

* single person at 167% of average earnings, no ehiltth place;

* single person at 67% of average earnings, withdiwiolren — 27th place;

« one-earner married couple at 100% of average agnih children — 20th
place;

* two-earner married couple, one at 100% of averagaregs and the other at
33%, 2 children — 20th place;

« two-earner married couple, one at 100% of averagargs and the other at
67%, 2 children — 16th place;

« two-earner married couple, one at 100% of averagaregs and the other at
33%, no child — 17th place.

Tax wedge sizes in OECD member states were signific diversified.
In 2012, for instance, net incomes of couples witke earner and two children
were lower than gross incomes from 0.551% in Nealafel to 43.1% in France.

Generally low labour taxation was observed in nomefgean countries,
in particular countries such as: Chile, Mexico, Négaland, Australia, Korea,
Israel or the United States, and in Europe in Salignd. Interestingly, in some
countries net incomes of households of single parefth low earnings and
two children exceeded their gross incomes, which ta case in Ireland (with
a difference as large as 25.6%) as well as NewaddalCanada, Australia and
Israel. This was cause by specific benefits oralfowances available to those
household groups in those countries. It is wortmtioaing that tax systems in
some countries take into account taxpayers’ petsand socio-economic
situations, which permits adjusting tax burdenshir payment capabilities in
adopted tax solutions, considering mainly theirifarsituations and, especially,
the number of dependent children (s8lesicka 2011, pp. 58-87). Such solutions
are applied to a very limited extent in Poland. Podish tax system offers only
two income tax preferences. One is the option pauses to file a joint income



56 Eibieta Kryaska

tax and single parents to do the same if the raibéd is the second earner in
the family. The other is a tax-deductible childoalance (since 20075).These
solutions, minimalist in their nature, result inld&wl’s very low ranking in all
the quoted classifications and, in particular, e tase of labour taxation of
single parents with low earnings and two childr2rilg place).

It should be emphasised that a majority of Eurofd@aion member states
ranked low in all the classifications. That espiciapplied to France, Belgium
and Sweden, i.e. countries with extensive systdreemal benefits. Among EU
member states, relatively low tax wedge sizes wararacteristic of only
countries such as lIreland, the United Kingdom, Imieurg and the
Netherlands. Taking this into consideration, it niegysaid that labour taxation
in Poland was not especially high inasmuch asaitswedges were similar to
those of most of the European Union member statebas also been observed
in other analyses (Nadolny 2009, pp. 11-14, Bakt@6i12, pp. 35-40). Poland
stood out as a country with particularly low labtaxation of single individuals
earning 167% of average earnings and without admldin that category its tax
wedge was the lowest among all EU countries (rankimmber one among 21
EU member states).

® For more on this issue, see:kas 2012, pp. 426-429.
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Table 1. Tax wedges for different household types OECD countries in 2012 (in %)
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Belgium 50.461| 56.048 60.957 36.885 41.375 42.592.0089| 48.832
Canada 26.126 30.806 32.944 -7.0P9 18.225 23|6919326.27.669
Chile 7 7 7.902 6.059 7 4.842 6.624 7
CZGCV} . 39.326| 42.412| 44.88 14.564 20.684 29.812 34.0332040.
Denmark 36.999] 38,554 45069 11.687 27.845 32/474.153| 37.197
Estonia 39.167 40.4| 41.387 26.085 32.341 34.972 5536| 39.167
Finland 36.73| 42508 48457 25548 37.341 34.927.0997| 38.802
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Greece 38.64] 41.946 47046 37568 42b7 41l03 121911206
Hungary 47629 49.42% 50611 21667 33898 3481 .1239 47.182
Iceland 20.868 34516 39.046 20588 22.101 28[7922.5 3 30.125
Ireland 20.074| 25944 38172 -25.6836.377 | 12.622] 18.019 19.631
Israel 12.508| 19.194) 27.402 -0.805 15078 9.953 12.569 1024.
Italy 44.485| 47.605 52.969 28.688 38.382 40.227 9912 44.45
Japan 20.857 31.16] 34.135 23.288 25515 27/04301%28.30.327
Korea 17.993] 20992 22571 17.287 18493 18|51 928/519.967
Luxembourg | 28.904 3576 43133 2717 13315 17/p2p.984| 27.41
Mexico 13525 18.961 21.87F 13525 18961 16.601.7606 16.601
Netherlands | 33.16| 38557 42342 11.J48 32.001 99|531.764| 34.452
New Zealand | 13.114 16.388 22.376 -18.400.551 | 8.667| 14.684 15.233
Norway 34.257| 37573 43192 21.891 31.344 31.b65.8283| 34.984
Poland 34578 35455 36.155 29.633 29.633 30.907.16%| 34.579
Portugal 32.005 36.738 42.457 21.677 26941 28/084.373| 32.008
gfgj'glic 36.871| 39.628 41.581 24.456 25887 30.386 33.550598¢
Slovenia 38.455 42349 47.269 12.582 22.827 28/9334.1 | 39.987
Spain 37.024] 41.40] 43589 29904 3544 36p44 137/938.028
Sweden 40.733 42.844 50687 32.776 37.539 37/104.81B4 41.082
Switzerland | 18589 21.458 26.0d49 4.239 9.4p8 12p11529 | 19.119
Turkey 36.131| 38.153 41606 35012 3691 37.693 3:B| 38.252
Ei”n';%%m 28.214| 32.329 3813 8446 27914 2486 28033 2§21
United States | 27.42] 29582 34.4p3 0208 18354 9522.24.823| 27.983
ngeCraDg; 32.007| 3564| 39.942 16755 2608 27.d69 30.793 33p.7
Poland’s

gOES'g'S” - 18 14 11 27 20 20 16 17
countries (35)

Poland’s

position — EU 6 3 1 15 9 9 6 6
countries (21)

Source: OECD StatExtracts, Taxing Wadptp://stats.oecd.org/index.aspgcess on 5 April 2014,
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3. Conclusions

The comparative analysis of labour taxation in Rdleand OECD
member states leads to two main conclusions, anskecently permits making
appropriate recommendations.

Firstly, it would be difficult to unequivocally apgse the size of the tax
wedge in Poland, as the appraisal depends on thehimark. If the assumed
benchmark is the average labour taxation in OECDntiees, then the tax
wedge is considerably higher in Poland. If, howgwv@mparison is made
among Poland and the EU member states, Polandisgdge can be considered
moderate. An obvious question which arises is wdrethbour taxation in
Poland can be reduced. The question is justifiethé current conditions of
chronic and still high unemployment, with the lowildy of the economy to
create new jobs. Such a step seems to be desitakieg into account
theoretical findings and economic practice in vasiccountries. It appears,
however, that it is not possible in the foreseedllere. A reduction in income
taxes would disrupt the appropriate level of budigdicit and public debt, i.e.
the nominal criteria necessary to be met by camelidauntries to become
members of the Economic and Monetary Union, of WhiRoland is one. In
addition, cutting social security contributionsusrealistic in the light of the
current and expected (considering the ageing o$dleeety) deficit of the Social
Insurance Fund.

Secondly, a relatively low diversity of labour thMrdens of individuals
in different household types was observed in Pqlaidich had also been noted
in earlier studies (Krajewska 2007, pp. 192-193afeayk 2007, p. 3). The
problem, however, lies in the fact that the divieration did not show an
upward trend in the study period, which contributegreserving the unfavourable
structure of taxation. Undoubtedly, labour taxatiorPoland insufficiently takes
into account the financial situation of low-earnimglividuals and, in particular,
those with dependent children. That, on one harshtes conditions for the
impoverishment of some social groups and, on theerohand, stands in
contradiction to the declarations to implement @-family policy. Such
a system of labour taxation makes it more diffidoltenter the labour market
and remain employed, especially for young peopkt thiwse characterised by
low productivity (most commonly low-skilled workgrsTherefore, a selective
reduction in non-wage labour costs of those emm@ogeoups would be
recommended. This could be carried out in at ldaste ways. The reduction
may result, firstly, from subsidising their emplogmt from public funds
through employee benefits; secondly, from redusiogal security contributions
(apart from the “capital” contribution) and taxesig on their earnings; and,
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thirdly, by introducing tax allowances for those avamploy them. In general,
the aim would be to make the net earnings recdyeldw-earning individuals

sufficiently attractive and competitive as compatedincome received from
sources other than official (legal) employment,otfier words to reduce all
kinds of services or activities which take placethe so-called grey area. It
would also be necessary to introduce family allovesnwithin personal income
tax or/and introduce special benefits for employeesiding for children. The

resulting short-term decline in the level of budgatenues would translate into
increased public finance revenues over the longstafter the labour market
situation would have improved.
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Streszczenie

OPODATKOWANIA PRACY W POLSCE NA TLE
POZOSTALYCH KRAJOW OECD

Celem opracowania jest identyfikacja wysé@o zré&nicowania opodatkowania
pracy, wyraanego poprzez tzw. klin podatkowy, w Polsce nakt&gdéw OECD.
Identyfikacji tej dokonano na podstawie analizy ytan statystycznych zgromadzonych
w bazie OECD obejmaggych lata 2000-2012. W opracowaniu dokonano intetquji
poje¢ kluczowych, takich jak opodatkowanie pracy, klodgtkowy i pozaptacowe
koszty pracy. W dalszejzi syntetycznie omoéwiono ustalenia teoretyczne riikivy
badai empirycznych dotygeych skutkéw opodatkowania pracy dla funkcjonowania
rynku pracy, a zwtaszcza jego wplyw na zatrudnierezrobocie. Badania wiasne
objety analiz poréwnawcz wielkaici klina podatkowego w taych typach gospodarstw
domowych w Polsce i pozostatych krajach OECD wclata000-2012. Najwaiejsz
konstatacy wynikajcg z analiz jest,z w Polsce opodatkowanie pracy w zbyt matym
stopniu uwzgldnia sytuag} materialy 0s6b nisko zarabiggych oraz majcych na
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utrzymaniu dzieci. Wyniki przeprowadzonych badtatly s¢ podstaw sformutowania
wnioskow syntetycznych i rekomendacji dla Polskisugerowano w nich przede
wszystkim, by rozwano selektywne ohf@nie pozaptacowych kosztéw pracy oséb
nisko zarabiajcych oraz obeizonych obowjzkami rodzinnymi.

Stowa kluczowepodatek, opodatkowanie pracy, pracodawca, pradkykoszty pracy,
wynagrodzenia



