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Abstract. The development of each state and economic growth are highly
related to the number of factors of production such as labor and capital along with
higher productivity of utilizing them. Frequently, high unemployment rate (with small
labor force participation) and significant “shadow” employment accused of the high
tax burden on labor. Moreover, some assumptions exist that decrease in personal
iIncome tax or social security contributions paid by employee induce an increase in
labor supply, and a decrease of payroll taxes increment the labor demand.
However, the impact of the tax change on labor market depends on the behavioral
responses of economic “players” estimated by elasticities. The higher elasticity of
supply or demand means higher sensitivity to the tax changes, with relatively less
elastic side bearing the higher tax burden.

We discussed the significant problems in the field of labour taxation and socio-
economic consequences using the experience of Denmark, Estonia, Germany,
Poland, Slovakia, and Ukraine. Unscrambling the decomposition of labour taxation,
factors affecting labour supply and labour demand, tax incidence, employment
problems and groups vulnerable to these problems. The main methods: a synthesis
for primary concepts (labour taxation, take-home pay, tax wedge, tax incidence,
payroll taxes); deduction; induction method for conclusions; statistical methods for
analyzing revenues, structure, and composition of labour taxation between selected
countries.

Anyway, taxes discourage both labor demand (by raising labor costs to
employers) and labor supply (by lowering the real consumption wage of workers).
They create a “tax wedge” between labor cost to the employer and the worker’s
take-home pay and thereby reduce both employment and economic growth. We
tried to discover the issues above concerning existing research data. However, the
investigation scale needs to be expanded for the thorough look and deep
awareness of taxation concepts and problems.

Keywords: taxes, tax system, labor taxation, take-home pay, tax wedge,
payroll taxes, gross salary, social security contributions, personal income tax,
implicit tax rate

Introduction. There is no point denying, taxes take a significant share in our
life. Part of the income which levied by tax authorities specifies the ability to satisfy
conventional needs and wellbeing.

The main purpose of taxation can be either raising revenue to meet huge
public expenditures or reduce consumption of harmful goods. It is one of the
economic policy instruments that affects the total volume of production,

© M. Klymenko, O. Labenko, 2018

248



AN

consumption, investment, choice of industrial location and techniques, the balance
of payments, distribution of income, etc.

In the vast majority of Western Europe countries, labor taxation has the
dominant part in tax revenues. Forasmuch the approaches and decomposition of
labour taxation are different, we consider the experience of Denmark, Estonia,
Germany, Poland, Slovakia, and Ukraine with a look at labor demand and supply
side as the reasons for unemployment; sensitive groups in the labor; tax incidence
and tax wedge (Is it relatively high because of expensive social security system?).

There are a lot of publications and research data regarding labour taxation,
especially from Yushko S., Shvabij K., Krat O., Bezverkhoga K., Yurchyshena L.,
Shevchuk I., G. Carone, Loffler, M., Peichl, A. and S. Siegloch, Styczynska, I.,
Najman, B. and A. Neumann. However, dynamic development of taxation system
requires constant monitoring of the changes with a fresh appraisal approach.

Material and method. The effectiveness of any tax system is a background
for solving social and economic problems, and support functions performed by the
state. Labor taxes include personal income tax, social security contributions paid by
employees, and payroll taxes (social security contributions and other taxes paid by
the employer).

Total labor cost
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Pic. 1. Decomposition of total labour cost

Social security contributions finance social security benefits (old-age pensions,
disability pensions, survivors’ pensions, sickness benefits, and unemployment
benefits). Total labor cost is a sum of gross wage earnings of employees and
payroll taxes paid by the employer (Pic. 1). Net take-home pay (net wage) is the
difference between gross earnings and personal income tax and social security
contributions paid by the employee. Tax wedge is the difference between total labor
cost to the employer and the net take-home pay of the employee, expressed as a
% of the total labor cost.

Employment problems
1.Unemployment-share of the workforce who wants to work and does not find
employment. Reasons:
business cycle (short-term lack of aggregate demand);
structural reasons:
e Unwinding of unsustainable developments (long-term lack of aggregate demand)
e Mismatch between labour demand and supply. Factors affecting labour supply
and labour demand are presented in Tablel and 2 respectively.
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1. Factors affecting labour supply [4]

Factors Labour supply effect

Population aging People aged 50+ have lower chances of
employment. A large share of the population
potentially decreases link between
contributions and pension entitlements.

Falling fertility levels Having children has ambiguous effects on
employment. While it increases the probability
of men to be employed, the chances of being
employed decreases for women.

Changing family structures Being married has ambiguous effects on
employment, for men there is a positive
correlation, while for women it is negative.
However, most likely also a reverse causality.

Female labour participation Women still have a lower labour force
attachment.

Changes in educational attainment Lower educated people are less probable to
find employment.

Increasing migration Migrants have lower chances of finding
employment.

¢ Rigidities at the labour market:
v Wage rigidities

v Other labour market regulations
2. Factors affecting labour demand [4]
Factors Labour demand
Occupational shifts Shifts in production between occupations/

sectors cause increased demand for one type
of skills and decreasing demand for the
different type of skills. In short- to medium-run
such shifts can result in a skill-mismatch, i.e.
mismatch between skills that are demanded on
the labour market and skills that are available.
It causes the increase of unemployment and
the increase in vacancies at the same time. In
the long run, the market should adjust and the
unemployment  should decrease and
employment increase.

Structural changes in labour market Introduction of innovative tools in the
workplace, changing nature of the workplace
induce demand for different types of skills,
often unavailable on the labour market. Again,
we observe a skill shortage, which creates
unemployment and lower employment.

2.Under- and non-employment-share of the population who (apparently)
voluntarily stays away from the workforce.

Reasons:
v non-employment outside the labour market;
v incentive problems:

e Opportunity cost (cost of child care);
e Poverty trap (where income related benefits create situations for unemployed
people where they are better off staying outside the workforce.
Groups vulnerable to employment problems
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= Low-skilled - facing a labour demand problem as a result of the sectoral shifts
which substantially reduced the need for the low-skilled workforce.

=Young people - usually perceived as unstable employees who would leave
an employer to gain more experience before they settle into a permanent role.

= Elderly. Due to population ageing the labour supply of elderly people is
increasing. But labour demand is not keeping up because the elderly are often
perceived as people of lower productivity, who are not keen on investing in
themselves, and who are unable to acquire new skills and adapt to rapid changes
in the market.

. Women. They are still largely responsible for child care, care of elderly
relatives and other non-market household activities.
. Migrants. Often their previous work experience and foreign education

are not adequately valued by employers, and therefore they are facing a labour
demand problem.

The extent to which workers or employers bear the burden of labour taxation is
intimately linked to the relative degree of responsiveness of each to the financial
(dis)incentives created by the tax: that is, to the relative elasticities of labour supply
and labour demand. This is most clearly seen in a simple representation of a
classical perfectly competitive labour market. Picture 2 shows the situation where
labour supply is somewhat elastic, and: in panel (A) when labour demand is
completely elastic; and in panel (B) when labour demand is incompletely elastic.
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Pic. 2. The relationship between behavioral response to taxation and tax
incidence [4]

Initially, no taxes are levied. Market equilibrium is at the point at which labour
demand and labour supply are equal: let’s call the resulting level of employment
‘E*”, and the resulting wage rate “w*”. Now let’'s introduce a tax, in this case,
formally levied on workers, so, that for a given gross wage paid by employers,
workers receive a lower net wage. But who bears the economic burden of this tax?
In the case of completely elastic labour demand (A) - fully on the worker: the gross
wage remains unchanged, and the worker bears the full burden of the tax in the

251



form of a lower net wage. However, in the case of incompletely elastic labour
demand, panel (B) shows that the incidence of the tax is split between the worker
and the employer. Intuitively, as the workers reduce the amount they are willing to
work because of the lower net wage they receive when the tax is in place, the
employers are willing to pay a higher gross wage to help maintain a supply of (the
now more scarce) labour. Thus the burden of taxation is split between employers
who pay somewhat higher gross wages than in the absence of the tax, and
workers, who none-the-less still receive a lower net wage than in the absence of
the tax.

Results and discussion. It is not superfluous to recall the real GDP growth,
due to social significance for increasing in tax revenues as a whole (see Figure 1).
There was a significant decline of GDP in 2009, which was caused by the global
recession in 2009 with a consumption boom, which was accompanied by a steady
increase in commodity prices.
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Fig. 1. Real GDP growth (annual percentage change) [3]

The sharp recession and the sluggish recovery has strongly increased the level
of unemployment in the all researched countries. Figure 1 and 2 highlight the
development and the relationship between the annual GDP growth and the
unemployment. Following a period of solid growth in 2006 and 2007 the
unemployment rate sunk in 2008.
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Fig. 2. Total unemployment rate (% of the labour force (active population)
[5, 6]
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However, the economic recovery in 2010 was not strong enough to reduce the
level of unemployment, and the next recession in 2012 and 2013 further increased
the unemployment rate. Only over the course the last year there has been a slow
improvement in the researched states.

The dynamic of employment is higher in Denmark, Estonia and Germany
compare to average in EU member states. The highest employment observed in
Germany (78% in 2015) as one of the largest economies in the world and the
lowest in Ukraine (64,2 % in 2015).
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Fig. 3. Employment rate (%, aged 20-64) [7, 8]

Let's have a look at the average annual wage in constant prices at 2016 USD
PPPs (Figure 4). Purchasing power parities (PPPs) are the rates of currency
conversion that equalize the purchasing power of different currencies by eliminating
the differences in price levels between countries. In their simplest form, PPPs show
the ratio of prices in national currencies of the same good or service in different
countries. This indicator is measured regarding national currency per US dollar.
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Fig. 4. Average annual wage (in 2016 constant prices at 2016 USD PPPs) [9,
10]

Generally, the average annual wage in researched countries correlates with the

personal income tax rate. The higher the wage the higher is tax rate respectively
(Figure 5).
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Fig. 5. Development of top personal income tax rate, 2002-2017 [9, 10]
Tax revenue is defined as the revenues collected from taxes on income and

profits, social security contributions, taxes levied on goods and services, payroll
taxes, taxes on the ownership and transfer of property, and other taxes.
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Fig. 6. Tax revenue (including compulsory actual social contributions) as % of
GDP [9, 10]

Overall, Germany has very similar dynamic as the average between EU-28
Member States. Denmark fill in a substantial amount of budget by means of taxes,
while Slovakia has the smallest share.

Taxes are traditionally classified as direct or indirect. Direct taxes cover
personal income taxes, corporate income taxes and other income and capital taxes.
Indirect taxes relate to the VAT, excise duties, and consumption taxes, other taxes
on products and production. Actual compulsory social contributions are, as a rule,
directly linked to a right to benefits such as old age pensions or unemployment and
health insurance. Decomposition of tax revenue revealed on Figure 7 and 8.
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Fig. 8. Decomposition of tax revenue by the type of tax base, % in 2015 [9, 10]

Taxation of capital takes the smallest share between all researched countries.
Although, Slovakia, Poland, Germany, Estonia and Denmark focused on labour
taxation, Ukraine still rely on consumptions taxes (mainly VAT). Also, Denmark has
almost no revenues generated by social contributions, in contrast to Slovakia.

The ITR on employed labour is defined as the sum of all direct and indirect
taxes and employees’, and employers’ social contributions levied on employed
labour income divided by the total compensation of employees working in the
economic territory. The resulting ITR on labour should be seen as a summary
measure that approximates an average effective tax burden on labour income in
the economy.
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Fig. 9. Implicit tax rate on labour (%) [10]
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For example, cuts in taxes or social contribution rates that are targeted on low-
wage, low-skill workers or families with children may have a small impact on the
overall ITR and yet be effective in raising take-home pay for the beneficiaries.

Conclusion

Although, reduction of payroll taxation can be compensated by higher wages
with no effect on employment adequate tax policy should create all conditions for
financial stability and prosperity. Countries can limit the negative impact of labor
taxes on employment by three main ways:

* Improve the efficiency of the social security system by tightening eligibility,
limiting system abuse, strengthening revenue collection, and curbing informality. If
there were no early retirement schemes in Poland, social security contributions
could be reduced by one-third, and if expenditures on disability pensions were
reduced to the average EU-28 level, the rate of social security contributions could
be reduced by an additional percentage point;

« Limit the insurance-based portion of the social protection system by moving
more to tax-financed universal benefits. Examples include family and maternity
benefits, health care, flat rate social pensions, flat rate unemployment benefits, and
services to the unemployed,;

* Reduce social security contributions, particularly for workers for whom the
elasticity of labor demand is relatively high and the pass-through effect (whereby
lower contributions are captured through higher wages) is limited.
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COUIAJIbHO-EKOHOMIYHI HACHIAKW TA NMPOBJIEMU
ONMOAATKYBAHHA MPALII

M. KnnmeHko, O. JlabeHko

AHOomauiss. Po38UMOK KOXHOI KpaiHu ma i €KOHOMIYHEe 3POCMmaHHs
6e3rocepedHbO roe’sa3aHi 3 KirlbKicmro ¢hakmopie aupobHuumea, makux 5K rpaus
ma kanimarsn pa3oM i3 nideuLWeHHSIM rMPoOyKMU8HOCMI iX 8UKOPUCMAaHHSI.

LdocmamHbo 4Yacmo y eucokoMmy pieHi 6e3pobimmsi ma 3Ha4yHoMy
«MIHbOBOMY» rpauesnawimyeaHHi 36UHy8a4yyromb 8UCOKUU rnodamkosuli mUcK Ha
npauyto. pome, ennue 3miH 6 ornodamkKyeaHHi Ha PUHOK rpaui 3anexums eio
4ymriueocmi eKOHOMIYHUX "g2pasuig”, sika sumiproemscsi ennacmudHicmro. HYum suwa
ennacmu4Hicms nporno3uuii abo nonumy, mum suwa Yymisueicmes 00 3MiH, 0e MeHW
eflacmuy4yHa cmopoHa mae binbwud nodamkosul msaap.

HasedeHo 0ensad ocHOBHUX npobriem y cghepi onodamkKyeaHHs npaui ma
couyiaribHO-€KOHOMIYHI  HacniOku, eukopucmosyrdu 0oceid [aHii, [EcmoHii,
HimeuyuHu, lNMonbwi, Crnoeady4yuHu ma YkpaiHu. BucgimneHo OCHO8HI cknadosi
ornodamkyeaHHs rfpaui, ¢hakmopu, Wo ensuearme Ha rnonum ma nporno3uuiro
poboyoi cunu, nodamkoee HagsaHMa)XXeHHs, npobremu npauesnawimyeaHHs ma
epynu, epasnusi 0o yux rnpobriem.

3a pe3ynbmamamu O0CIliOKeHHS 8CMaHOB/IeHO, W0 nodamku 3MeHWYyrmb SK
nonum Ha npaur (3a paxyHOK 3b6inbuweHHs eumpam Ha pobo4y cuny O0ns
pobomodasuig), mak i fporno3uuiro (3HUXy4U pearsrbHy 3apobimHy nnamy
npayroryux). BoHu cmeoproroms "nodamkosud KruH" Mixk eapmicmto poboyoi cunu
0nsi pobomodasusi i peanbHO ompuMaHot 3apobimHOK MIamor npauieHUKOM, i
makumM YUHOM 3MEeHWYomb SK 3alUHAMICMb, mak | €KOHOMIYHE 3POCMaHHS.

Knroyoei cnoea: nodamku, nodamkosa cucmema, ornodamkysaHHs1 00xo0ie
epomaldsH, rnodamkoeul KruH, rodamkoei HapaxyeaHHs, easioea 3apobimHa
nnama, couianbHi 8HECKU, nodamok Ha 0o0xodu i3u4Hux ocib, egpekmusHa
rnodamkosa cmaska

COUUNAIIbHO-3KOHOMUYECKUE NMOCNEANCTBUA
U NMPOBJIEMbl HANNOITOOBJIOXXEHUA TPYOA

M. KnumeHko, O. JlabeHko

AHHOmMauusi. Pa3zsumue Kaxdol cmpaHbl U €€ 3KOHOMUYECKUl pocm
HaripsiMyro cesizaHbl C KOJlU4ecmeoM hakmopos ripou3sodcmea, makux Kak mpyo
U Kanumais emecme ¢ rosbileHUeM rnpou3goodumeribHOCmu UX UCO/Ib308aHUsI.

Llocmamo4yHO 4Yacmo 8 8bICOKOM yposHe be3pabomuubl U «MeHe8oM»
mpyodoycmpoucmee 068UHSIHOM 8bICOKOE Hario2osoe OaessieHue Ha mpy0d. OOHako,
8/luUsiHUe U3MeHeHUll 8 Haro2006/10)KeHUU Ha pbIHOK mpyda 3asucum om
yyecmeumeslbHoCmu  3KOHOMUYECKUX  "uepokog”,  komopass  u3amepsiemcs
anacmu4yHocmero. Yem ebiwe anacmuyHoOCmb rpedrioXeHuUss unu crpoca, mem
8bllE 4Yy8cmeumesribHOCMb K U3MEHEHUSIM, 20e MeHee aracmuyHasi CmopoHa
Hecem borbuwee Haroeoeoe bpems.

B OQdaHHOU cmambe npueedeH 0630p OCHOBHbIX MpobrieM 6 cohepe
Hanoe2o0broxeHusi mpyoda u coyuasbHO-3KOHOMUYecKue rnocriedcmeusi, Ucrosnb3ys
onbim [HaHuu, 3cmoHuu, 'epmaHuu, lNonbwu, Crnogakuu u YkpauHbl. OceeweHbl
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OCHOBHble cocmasrisiiowue Hano2oobnoxeHuss mpyoda, ¢hakmopsl, enuswue Ha
cripoc U npedrioxeHue paboyel cusnbl, Has/0208yl0 Hazgpy3Ky, Mnpobriemsl
mpydoycmpodlcmea u epynrbl, ya38UMbIe K 3mum rpobriemam.

Mo pe3ynbmamam uccriedo8aHuUsi ycmaHo8/1eHO, Ymo Haroau yMeHbuwarm
Kak cripoc Ha mpyd (3a cyem yegesiudeHUsi 3ampam Ha paboyyro curny Ons
pabomodamerieli), mak U rnpeodsioxeHue (CHUXxas pearsibHyt0 3apabomHyro riamy
pabomarowux). OHU co3darom "Hasio208bIl KAUH" Mexdy cmoumocmbro paboyel
cunbl 0na pabomodamens u peasibHO rofy4eHHou 3apabomHou nnamou
pabomHukom, U makuMm obpa3oM yMeHbWarm KaKkK 3aHsamocmb, maK Uu
3KOHOMUYecKul pocm.

Knro4deeble cnioea: Harozu, Hanozoeass cucmema, Han02006510xeHuUe
doxo008 epax0aH, Haro208bll KIIUH, Harlo2o8ble Ha4ucrieHuUs, earoeas
3apabommHas nnama, couuasibHble 83HOCbI, Haslo2 Ha 00x00bl (hu3lUHECKUX 11Uy,
aghhekmuesHasi Harloeoeasi cmaeka

YOK 379.85:94(477.51)
NOMIEBUIA TYPU3M B YKPAIHI IK CKNALIOBA IHAYCTPII FOCTUHHOCTI

I. M. KYAIHOBA, kaHOuaaT eKOHOMIYHMX HayK, OOUEHT Kadpepu arpapHoro
KOHCaNTUHTY i Typuamy”
T. A. TOJIOBAHbLOBA, ctyaeHTKka cneuianbHOCTi « Typnam»
HauioHanbHul yHiesepcumem 6iopecypcie i npupodokopucmyeaHHs1 YKpaiHu
E-mail: ikudinova@nubip.edu.ua

AHomauis. Po3kpumo cymHicmb rnodiego2o mypu3smy rid SKUM pO3yMiembCs
nooopoXx 3 Memoro 8idgidysaHHs miei Yu iHWOI nodii KyrbmypHO20, CriopmugHoO2o,
po3ga)kasribHo20 YU 2pomMadCbKo20 Xumms cycniilscmea. BudineHo memamuyHi
gudu nodiegoco mypusmy. [lodaHO knacugpikauito nodieeoeo mypusMmy 3a
macwmabom nodii. BuokpemneHo ocobriueocmi nodiegsoao mypusmy, 20/108Ha 3
SIKUX [ofileae 8 HEernoe8mopHOCMI  KOXHOI  0i30KU, He3abymHix epaxeHHSIX |
ammocgbepu cesima. Po3arsiHymo OCHOBHI cycriinibHi ¢byHKUiI nodiego2o mypusmy:
€KOHOMIYHa, rnisHasaribHa, peKkpeauiliHa ma po3eaxaribHa.

3pobrieHo  SWOT-aHarsnia  KOHKYpPeHMOCPOMOXHOCMI  YKpaiHu w000
po3sumMKy rnodiegso2o mypusmy Ofid 8USIBNIEHHS HaUCUMbHIWUX ma Haucnabwux
micub. O6rpyHmoeaHo OouinbHicmb peasidauii npoeidOHUX Harpsmie w000
yeriwHo20 po3sumky rnodiego2o mypusmy, SKi CMOCYOMbCA  yrpaessiHCbKOI,
OC8iIMHbOI, €EKOHOMIYHOI, IHghopmauitHoi cghbep disnbHocmi. HadaHo pekomeHOauii
w000 Haripsimige po38umky rnodieeo2o mypuamy 8 YkpaiHi.

Knroyoei cnoea: rnodiesuti mypusm, rnodis, mypuam, mypucmuyHi pecypcu

AKTyanbHicTb. P03BUTOK HaUiOHanbHOro Typu3aMy B KpaiHi CTBOPKOE HOBI
poboui Mmicusa, po3byooBye iHPPACTPYKTYpPY, OMBEPCUdIKYE €KOHOMIKY, NigBuLLyeE
piBEHb [iNOBOI aKTUMBHOCTI Ta 3abeanedvye 3anyvyeHHsa iHBECTULiN Yy Pi3HOMaHITHI
ranysi BUpOOHUUTBA.  YcniwHe  (PYHKUIOHYBaHHS  TYPUCTUYHOI  ranyasi
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