
Varazdin Development and Entrepreneurship Agency 
in cooperation with 

University North 

 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Editors: 
Ivica Filipovic, Goran Kozina, Fran Galetic 

 
 

Economic and Social Development 
8th International Scientific Conference on Economic and Social Development 

and 4th Eastern European ESD Conference: Building Resilient Economy 
 
 
 
 
 
 
 
 
 

Book of Proceedings 
 

 

 

 

 

 

 

 

  

Zagreb, 19 December 2014 



 

 

Varazdin Development and Entrepreneurship Agency 
in cooperation with 

University North 
  

 
 
 
 
 

Editors: 
Ivica Filipovic, Goran Kozina, Fran Galetic 

 
 
 

  
 
 
 
 
 
 

Economic and Social Development 
8th International Scientific Conference on Economic and Social Development 

and 4th Eastern European ESD Conference: Building Resilient Economy 
 
 
 
 
 
 
 
 

Book of Proceedings 
 

 
 

 

 

 

 

 

  

Zagreb, 19 December 2014 



 

 

Title  Economic and Social Development, 8th International Scientific Conference on Economic and Social Development 
and 4th Eastern European ESD Conference: Building Resilient Economy, Book of Proceedings 

  

Editors  Ivica Filipovic, Goran Kozina, Fran Galetic 

  
Scientific Committee  Marijan Cingula, University of Zagreb, Croatia (President); Ayuba A. Aminu, University of 

Maiduguri, Maiduguri, Nigeria; Gouri Sankar Bandyopadhyay, The University of Burdwan, Rajbati Bardhaman, India; 

Haimanti Banerji, Indian Institute of Technology, Kharagpur, India; Leonid K. Bobrov, State University of Economics and 

Management, Novosibirsk, Russia; Mirela Cristea, University of Craiova, Romania; Sreten Cuzovic, University of Nis, 
Serbia; T.S. Devaraja University of Mysore, India; Alba Dumi, Vlora University, Vlore, Albania; Ksenija Dumicic, 

University of Zagreb, Croatia; Davor Filipovic, University of Zagreb, Croatia; Galina Pavlovna Gagarinskaya, Samara State 

University, Russia; Fran Galetic, University of Zagreb, Croatia; Mirjana Gligoric, Faculty of Economics, Belgrade 

University, Serbia; Anica Hunjet, University North, Croatia; Oxana Ivanova, Ulyanovsk State University, Ulyanovsk, Russia; 
Irena Jankovic, Faculty of Economics, Belgrade University, Serbia; Myrl Jones, Radford University, USA; Hacer Simay 

Karaalp, Pamukkale University, Turkey; Dafna Kariv, The College of Management Academic Studies, Rishon Le Zion, 

Israel; Hilal Yildirir Keser, Uludag University, Bursa, Turkey; Sophia Khalimova, Institute of Economics and Industrial 

Engineering of Siberian Branch of Russian Academy of Science, Novosibirsk, Russia; Marina Klacmer Calopa, University of 
Zagreb, Croatia; Vladimir Kovsca, University of Zagreb, Croatia; Goran Kozina, University North, Croatia; Lejla Lazovic 

Pita, School of Economics and Business, University of Sarajevo, Bosnia and Herzegovina; Robert Lewis, Les Roches 

Gruyère University of Applied Sciences, Bulle, Switzerland; Ladislav Lukas, Univ. of West Bohemia, Faculty of Economics, 

Czech Republic; Pascal Marty, University of La Rochelle, France; Marjana Merkac Skok, Faculty for Commercial and 
Business Sciences, Celje, Slovenia; Marin Milkovic, University North, Croatia; Zsuzsanna Novak, Corvinus University of 

Budapest, Hungary; Vera Palea, Universita degli Studi di Torino, Italy; Dusko Pavlovic, DIU Libertas International 

University, Croatia; Dinko Primorac, University North, Varazdin, Croatia; Kerry Redican, Virginia Tech, Blacksburg, USA; 

Ana Jovancai Stakic, Megatrend Univerzitet, Serbia; Daniel Tomic, Juraj Dobrila University of Pula, Croatia; Ilaria Tutore, 
University of Naples Parthenope, Italy; Ilko Vrankic, University of Zagreb, Croatia; Tao Zeng, Wilfrid Laurier University, 

Waterloo, Canada; Snezana Zivkovic, University of Nis, Serbia  

  

Review Committee  Marina Klacmer Calopa (President); Ana Aleksic; Ayuba Aminu; Josip Arneric; Lidija Bagaric; 
Tomislav Bakovic; Sanja Blazevic; Leonid Bobrov; Ruzica Brecic; Anita Ceh Casni; Mirela Cristea; Stjepan Dvorski; Robert 

Fabac; Davor Filipovic; Ivica Filipovic; Fran Galetic; Mirjana Gligoric; Tomislav Globan; Anita Goltnik Urnaut; Tomislav 

Herceg; Bozidar Jakovic;  Irena Jankovic; Dafna Kariv; Oliver Kesar; Hilal Yildirir Keser; Tatjana Kovac; Vladimir Kovsca; 

Marjana Merkac Skok; Josip Mikulic; Ljubica Milanovic Glavan; Guenter Mueller; Ivana Nacinovic Braje; Zsuzsanna 
Novak; Alka Obadic; Claudia Ogrean; Najla Podrug; Vojko Potocan; Dinko Primorac, Sanda Renko; Souhaila Said; 

Armando Javier Sanchez Diaz; Tomislav Sekur; Lorena Skuflic; Mirko Smoljic; Petar Soric; Mario Spremic; Ana Jovancai 

Stakic; Lejla Tijanic; Daniel Tomic; Boris Tusek; Rebeka Daniela Vlahov; Ilko Vrankic; Tao Zeng; Snezana Zivkovic; 

Berislav Zmuk 
 

Organizing Committee  Domagoj Cingula (President); Kristina Detelj, Davor Filipovic, Jelena Horvat, Marina Klacmer 

Calopa, Erlino Koscak, Dinko Primorac 

  
Publishing Editor  Domagoj Cingula 

  

Publisher  Design  Print  Varazdin Development and Entrepreneurship Agency, Varazdin, Croatia 

       in cooperation with 
       University North, Koprivnica, Croatia 

 

 

Copies  100 CDs  
  

A CIP catalogue record for this book is available in the Online Catalogue of the National and University Library in 

Zagreb as 894212. 
 

ISBN 978-953-6125-14-2 

 

The Book is open access and double-blind peer reviewed. 

 

The Book is regulary indexed and abstracted by ProQuest, EconBIZ and Hrcak databases. It is available for downloading in a 
PDF format from the Economic and Social Development Conference website, http://www.esd-conference.com 

 

 

© 2014 Varazdin Development and Entrepreneurship Agency, Varazdin, Croatia and University North, Koprivnica, 

Croatia 

All rights reserved. Authors are responsible for the linguistic and technical accuracy of their contributions.



 

 

Tomislava Majic, Kresimir Buntak, Ivana Drozdek  IMPACT OF TAX POLICY ON 

EMPLOYMENT AND INTERNATIONAL COMPETITIVENESS OF THE REPUBLIC OF 

CROATIA .............................................................................................................................. 106 

Petar Kurecic, Goran Kozina  NATURAL RESOURCES MANAGEMENT AS A FACTOR 

OF UNDERDEVELOPMENT AND SOCIAL INEQUALITY IN THE GULF OF GUINEA 

REGION ................................................................................................................................. 118 

Kiril Jovanovski, Dimitar Jovevski, Atanasko Atanasovski, Marina Trpevska,  Angela 

Kuzmanova  DOLLARIZATION AND THE MACROECONOMIC POLICIES ............. 128 

Robert-Adrian Candoi-Savu  THE ROMANIAN EDUCATION SYSTEM AND ITS 

EFFECTS ON THE MIGRATION PHENOMENON ........................................................... 140 

Constantin Laura-Gabriela, Cernat-Gruici Bogdan, Lupu Radu, Nadotti Loris Lino Maria  

SHAREHOLDERS VALUE AND CATASTROPHE BONDS. AN EVENT STUDY 

ANALYSIS AT EUROPEAN LEVEL .................................................................................. 150 

Cristian Isacoff   BIG DATA – BIG OPPORTUNITIES? .................................................. 161 

Dejan Romih, Zan Jan Oplotnik  SLOVENIA’S TRADE IN GOODS WITH THE 

WESTERN BALKAN COUNTRIES .................................................................................... 168 

Ewa Cieslik  EASTERN AND CENTRAL EUROPEAN STATES IN GLOBAL 

PRODUCTION LINKAGES ................................................................................................. 174 

Fabio Ciaponi, Francesca Mandanici  USING DIGITAL FREQUENCIES TO DETECT 

ANOMALIES IN RECEIVABLES AND PAYABLES: AN ANALYSIS OF THE ITALIAN 

UNIVERSITIES ..................................................................................................................... 185 

Hatidza Jahic,  Merima Cinjarevic  CORRUPTION AND ECONOMICS GROWTH: A 

GREASE OR SAND SYNDROME? ..................................................................................... 206 

Ivana Gazic, Zvonimir Grgas  INVESTOR RELATIONS IN CROATIAN COMPANIES – 

PRESENT CONDITION AND FUTURE TRENDS ............................................................. 214 

Andrea Capkovicova, Frantisek Nohel  DEVELOPMENT OF BUSINESSES – EVIDENCE 

AND IMPLICATIONS OF REGIONAL DIFFERENTIATION IN THE CZECH REPUBLIC

 ................................................................................................................................................ 221 

CCOONNTTEENNTTSS

TINA
Highlight



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD 
Conference: Building Resilient Economy, Zagreb, Croatia 

 

106 

 

IMPACT OF TAX POLICY ON EMPLOYMENT AND 

INTERNATIONAL COMPETITIVENESS OF THE REPUBLIC OF 

CROATIA 

 
Tomislava Majic 

University North, Croatia 

tomislava.majic@gmail.com 

 

Kresmir Buntak 

University North, Croatia 

kresimir.buntak@unin.hr 

 

Ivana Drozdek 

University North, Croatia 

ivana.drozdek@unin.hr 

 

ABSTRACT 

This paper conducts analysis and comparisons of  tax policies implemented in the Republic of 

Croatia and the European Union, in order to establish the impact of tax policy on employment 

and competitiveness, and thus the general economic situation. Conducted research leads to 
several conclusions and insights of which some are listed. It turned out that the sustainability 

of the central government budget depends on the tax inflows of value added tax and excise 

duties. In Croatia,  income tax does not have an important function in encouraging individual 

economic decisions, as it has, for example, corporate income tax, but however that Croatia 

does not tax most income from capital, so it can be concluded that the Croatian system of 

income taxation of the individual income is consumption-oriented and in that part its role in 

attracting foreign capital can be considered positive. Furthermore, studies have shown that a 

tax rates of employment in Croatia (contributions on and from salaries, income tax) is 

disproportionately high to the debit of capital, compared to the OECD countries, and as a 

result of the high tax rates,  there is increased  unemployment and  expansion of the 

underground economy. This leads to  the loss of government revenue, and loss of 

competitiveness in international trade. 

Keywords: competitiveness, tax policy, tax wedge, taxation, employment 

 

1. INTRODUCTION 

Fiscal policy involves the management of taxes and dues similar taxes and public 

consumption. Public consumption has directly affects on the level of gross domestic product, 

as well as taxation that also affects on the size of the gross domestic product with larger or 

smaller income taxation, which affects on the increase or decrease in consumption of the 

population or economic activity of enterprises. Also, taxes affect on the price level of goods 

and services, investments, etc., which directly affect on the level of economic activity in the 

country. State budget in economic development since the time of the Great Economic Crisis 

takes a clear role in anticyclic regulating effective demand, in line with the dominant 

Keynesian school of economic thought. 

Beside the stabilization of cyclical movements, other arguments for state regulation of 

aggregate demand apropos interventionism are found in the protection of market competition, 

rectification effects of externalities, the regulation of social and structural inequalities. The 

importance of the role of government in the economy is presented by the share of public 

expenditure in GDP, which since the end of the World War II until the mid-nineties is 
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constantly growing. Increases in government spending and / or reducing taxes are the 

instrument of the revival of economic activity, while the expansive fiscal policy has the task 

to act on increases in production, employment and incomes. 

 

2. BASIC CHARACTERISTICS OF TAX POLICY IN CROATIA 

In the phases of peak economic activity, when excessive aggregate demand is threatened by 

inflation, implemented restrictive fiscal policy in measures is used to reduce public spending 

and tax increases, which have the task to slow down economic activity. 

Positive effects of increased public expenditure to revive economic activity is lacking, if there 

is only a redistribution of income and increasing employment in the public sector. Following a 

stabilization program in Croatia in October 1993, fiscal policy was emphatically restrictive, so 

that the nominal exchange rate as a fundamental anchor stabilization could successfully 

achieve the goal of disinflation. Fiscal adjustment policy had the goal to reduce or eliminate 

the fiscal deficit, a fundamental premise of this implementation was the belief that the 

monetization of the deficit of the general or consolidated government was the underlying 

cause of inflation. The reduction of the fiscal deficit in Croatia caused a significant reduction 

in aggregate demand on the expenditure side of the accounts of GDP, and increase the tax 

burden on companies and households on the revenue side of the account GDP. Restrictive 

fiscal policy is carried out in terms of the expansion of government expenditure and revenue. 

Some economists conclude that in the period from 1992 to 1994, there was no need for 

borrowing on behalf of the state budget, and that all the imbalances were generated in extra-

budgetary funds (Anušić et al., 1995, p. 79). The main reason for uneven loading and 

differences in deficit general and central government lies in insufficient charging of extra 

budgetary funds. Under the conditions of the underdeveloped capital markets and unfavorable 

ratio of working and inactive population, pension, social and health funds can't generate 

significant revenues. In 1994, there has been significant surplus of the state budget, which is 

caused not only by tax reform, but also the effect of the inverse Olivera-Tanzi effect in terms 

of disinflation after the introduction of the stabilization program. At the same time, the state 

borrowed from domestic or foreign commercial banks, with unfavorable conditions (Družić, 

2004, p. 116). The largest increase in the tax burden was in 1998 after the introduction of 

value added tax (VAT). The marginal tax rate (absolute increase in taxes relative to an 

absolute increase in GDP) shows that the allocation for taxes from GDP growth increased 

from 31.8% in 1994 to 37.7% in 1995, after falling to 22.8% in 1996, increased to 70.6% in 

1998. A similar trend shows the tax elasticity (the percentage change in the tax rate divided by 

the percentage change in GDP), whose value, higher than unit, points to faster growth in tax 

revenues than the growth rate of GDP. Since 2000 decreased revenues from the provision of 

import due for accession to the World Trade Organization (WTO) (Družić, 2004, p. 120). In 

Croatia, the revenues from direct taxes are significantly lower than in developed countries, 

and the share of consumption taxes are among the highest in the world, as shown in Figure 1. 

In the structure of tax revenues per unit bounce the revenue from consumption taxes, 

especially of value added tax while the relatively low share of taxes is on labor income, 

compared to the average structure of tax revenues in OECD countries. This relation of tax 

revenue is not the result of a very low income taxes, but the economic structure of the 
Republic of Croatia characterized by relatively low total mass of labor income, with relatively 

high compulsory contributions. 
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Table 1. Revenues of Croatian State Budget for 2009 (own processing, Croatian Ministry of 

Finance, Time Series, Consolidated Central Government - January 2010, retrieved 6/30/2012. 

from www.mfin.hr) 

  u 000 HRK % 

Total Income of the State Budget 114.068.572 100% 

Tax Revenues 63.678.926 55,8% 

Taxes on Goods and Services 49.238.277 43,2% 

- of which VAT  37.050.354 32,5% 

- of which Excise Duty 10.998.910 9,6% 

- Tax on Assets 532.297 0,5% 

- Profit Tax  9.439.858 8,3% 

- Income Tax 1.399.411 1,2% 

- Tax on International Trade Goods 1.721.164 1,5% 

-other taxes 1.347.920 1,2% 

Social contributions 39.994.739 35,1% 

Aid 651.199 0,6% 

Other income 9.743.709 8,5% 

Especially, there is a high proportion of tax revenues from value-added tax (32.5% in the 

recession, 2009) and excise duties (9.6%), so the sustainability of the central government 

depends greatly on these two taxes. For example in 2002, 71% (Družić, 2004, p. 126) of 

collected tax revenues was from the VAT accounted on imported goods. As the delivery of 

export goods is exempt from paying VAT, and the fiscal deficit at a constant high level after 

1994, easily one can conclude that the reduction of the fiscal deficit, with the current high 

commitments to social transfers, as well as the national debt, dependes on funding state 

budget from the assets of  revenues from VAT. Since most commercial goods originate from 

imports, the conclusion is that the Croatian Government, with the intention of raising money 

for public consumption, has no interest in reducing the  high imports and balance of payments. 

 

Figure 1: Structure of the Consolidated Central Government Revenues in the Republic of 

Croatia, 2009. (own processing of the author according to the Ministry of Finance of the 

Republic of Croatian, time-series data, Consolidated Central Government - January 2010, 

www.mfin.hr) 
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Income tax profits are also an item in which Croatia is deviating significantly from the EU-15 

countries. There are reasons, from the fiscal point of view, that this rate does not change, 

because it increase and decrease of these rates would encourage capital outflow abroad or 

discourage foreign investment, and some authors (Družić, 2007, p. 11) propose a tax 

exemption on reinvested profits. Beside the fact that this would reduce outflow of capital 

abroad, it would simultaneously reduce unproductive use of realized profit, directing it into 

production and improving competitiveness. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Comparative structure of tax revenues of EU-15 and Croatia for 2005 as a 

percentage of total taxes (Kesner - Škreb, M. (2007) What about taxes in Croatia? The tax 

burden, taxation of income, profits and assets [online]. Newsletter no. 10, Zagreb: Institute of 

public Finance, 30.6.2011. of http://www.ijf.hr/newsletter/PDF/news10h.pdf, p. 3) 

 

3. TAX CHARGE ON LABOR 

In Croatia, income tax is not a strong contributing factor in encouraging individual economic 

decisions, such as profit tax, the rates of which are low. Some forms of the capital income are 

not taxable, such as interest and capital gains. Croatian system of income taxation of 

individuals is consumer-oriented, so its role in building competitiveness and attracting foreign 

capital could be considered positive in this regard (Šimovic, 2008, p. 170). The amount of 

income tax should be viewed together with contributions from salaries and wages, i.e. the 

share of income tax and social security contributions in total labor costs. The tax wedge 

(Šeparović, 2009, p. 463) is the difference between gross labor costs for the employer and the 

net wages received by employees, i.e. gross labor costs is reduced by mandatory contributions 

and statutory taxes paid by employer and employee, and is formed as a result of labor 

taxation. Some research has shown that income tax and contributions rarely have an impact on 

investment decisions, so it is not usual to built investment incentives in these tax forms 

(Šimovic, 2008, p. 167). In terms of building competitiveness, it is important to emphasize 
that these tax forms have an affect on the amount of labor cost, however, as an incentive for 

investment it can reduce the proportion of tax paid by the employer.  
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Figure 3: The Tax Wedge (single, without children, average wages) in OECD Countries and 

Croatia for 2009 (own processing, OECD (2010), Taxing Wages, Main Results 2009,table 

01(online) from http://www.oecd.org/document/6/0,3343,en_2649_34533_449934781 

111,00.html#  table _01) 
 

 

In Croatia this applies to contributions on wages paid by the employer (Šimovic, 2008, p. 

167). Compared with OECD countries, it is evident that the tax charge on labor in Croatia 

(contributions on and from salaries, income tax) is disproportionately high to the debit of 

capital, well above the standards of OECD countries, as shown in table 2 and figure 3, 

although in the last decades, there have been significant reductions in relation to the nineties. 
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Table 2: Comparison of the tax wedge in the OECD countries and in Croatia in 2009 (percent 

of labor costs for the average wage, single, no children) (own processing OECD (2010), 

Taxing Wages, Main Results 2009, table 01 (online) iz http://www.oecd.org/document/6/ 

0,3343,en_2649_34533_44993478_1_1_1_1,00.html#table_01) 

 

 

So, in 1994. the tax wedge was higher (Šeparović, 2009, p. 475) than 50%, in 1997. about 

45% and in 2005. It was 39.5%. Nevertheless, the tax wedge in Croatia is still rather large and 

there should be worked on reducing it. The tax wedge in Croatia in 2009 amounted to 41.2% 

of total labor costs, which means an increase of 1.23% in reference to 2008. In the same time 

the average of OECD countries reached 36,3%. 

As a result of cancellation of „crisis-tax“ and increase of some tax-reductions, the tax-wedge 

in 2012 decreased to 38,8%. The consequences of such high tax charge labor is in increasing 

unemployment and the expansion of the underground economy, and thus the loss of 

u % Tax Wedge Tax Wedge  Annual Change 

Belgium 55,2 -0,54 

Hungary 53,4 -0,72 

Germany 50,9 -0,57 

France 49,2 -0,05 

Austria 47,9 -0,91 

Italy 46,6 -0,03 

Sweden 43,2 -1,65 

Finland 42,4 -1,39 

Czech Republic 41,9 -1,55 

Greece 41,5 -0,06 

Croatia 41,2 1,23 

Denmark 39,4 -1,28 

Spain 38,2 0,19 

Netherlands 38,0 -0,96 

Slovakia 37,6 -1,17 

Turkey 37,5 -2,29 

Norway 37,4 -0,12 

Portugal 37,2 -0,07 

Poland 34,0 -0,52 

Luxsemburg 34,0 -1,16 

United Kingdom 32,5 -0,34 

Canada 30,8 -0,5 

SAD 29,4 0,22 

Switzerland 29,3 0,09 

Japan 29,2 -0,26 

Ireland 28,6 1,54 

Iceland 28,3 0,03 

Australia 26,7 -0,21 

Korea 19,7 -0,27 

New Zeland 18,4 -2,66 

Mexico 15,3 0,21 
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government revenue, and the loss of competitiveness in international trade. With increases in 

the tax wedge, there is an increase in the cost of labor and this indirectly affects the 

unemployment rate. 

From the data in the table, it is evident that range of the tax wedge in the OECD countries is 

very different. The lowest tax wedge is in Mexico, 15.3%, and the highest Belgium, 55.2%. 

All countries, including Croatia, have a progressive tax wedge, which means, that, with the 

increases in income, there are increases in the tax wedge (Šeparović, 2009, p. 468). In this 

way, employees with lower incomes are shielded, and the higher tax burden is transferred to 

the economically superior employees, with higher incomes. 

Analyses (Separović, 2009, p. 472) places Croatia in the group with moderately high tax 

wedge, together with Japan, USA, Switzerland, Canada, United Kingdom, Luxembourg, 

Norway, Portugal, Slovakia, Spain, Denmark and Greece. However, from the same analysis, it 

is evident that the range of the middle class is 29.2 to 42.5%, and it is evident that Croatia is at 

the upper level of this range and bordering on the category of higher tax wedge countries. 
 

4. COMPARISON OF THE STRUCTURE OF THE TAX-WEDGE IN CROATIA 

WITH OECD-COUNTRIES  

Tax obligations and mandatory contributions are different for different types of tax-payers. 

They depend on the level of salary of the employee, the geographic location of the employees 

place of residence place of living and the number of supported members, which influence the 

personal deduction of the taxpayer. For the sake of the analysis, an „average employee“ in 

Croatia is defined as a single, without supported family-members, with his salary as the only 

source of income, without additional life-, health- or pension insurance and with residence in 

Zagreb. The highest expenses, as can be seen, are the mandatory contributions of the 

employee, followed by the mandatory contributions of the employer and the smallest part are 

local taxes and income-tax. Given that local taxes and income-tax are paid by the employee, 

the majority of the burden is carried by the employees. From figure 4. can be read, that the 

relative share of income-tax in total labor-cost is about 10% (data from Ministry of Finance 

Republic of Croatia, from http://www.mfin.hr/hr/novosti/porez-na-dohodak-porezno-

opterecenje-2009-08-25-16-00-12) and therefore in Croatia, relatively lower than the average 

of OECD countries, where it is 13,2%.  
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Figure 4: Tax-wedge, Income Tax, Contributions of Employees and Employers as Percentage 

(%) of labor cost, in OECD countries and Croatia, for 2009. (single, no children, average 

salary) (OECD (2010), Taxing Wages, Main Results 2009 iz 
http://www.oecd.org/document/6/ 

0,3343,en_2649_34533_44993478_1_1_1_1,00.html#table_02) 

 

At the same time the share of mandatory contributions which are paid by the employee is 

significantly different from the OECD average: in Croatia it was nearly 20% in fiscal 2009, 

while the average for OECD countries was on the level of 8,5% in the same fiscal period. The 
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share of mandatory contributions which are paid by the employer was slightly lower in 

Croatia, 11,2 %, while it was 14,6% in OECD countries.  So looking at the structure of the 

tax-wedge, in Croatia the burden of the employee is higher than in OECD countries, while the 

burden for the employer is slightly lower than in EOCD countries. This stresses the question, 

whether it is better to burden the employer or to burden the employee. If the burden is carried 

by the employees, it can have differing effects. 

The de-stimulating effects of progression are known, like the effect of substituting labor by 

leisure. The negative effect on labor-offer can be increased at low income in interaction with 

various levies with various social transfers and benefits (Blažić, 2006, pg. 121). Employees 

with small salaries and low educational levels are affected most by high unemployment rates. 

Therefore some members of the EU (Austria, Belgium, France, Greece, the Netherlands, 

Spain and Great Britain), in the mid 1990-ies focused on these groups and decreased the tax-

wedge for them (Joumard, 2001, pg. 100), to animate their employment. If the burden is 

carried by the employer and not the employee, that might motivate the employer to substitute 

labor by capital, reduce production and to re-allocate production in other countries with lower 

labor-costs (Šeparović, 2009, str. 472). 

Further, it is considered that levies which are formally carried by the employer, which is 

contributions of the employer, have an extra negative effect on demand of labor-force. 

Namely, employees contributions decrease salary after tax, on which gross-salary can slowly 

react (in a sense of increasing them – meaning shifting the burden to the employer - or not), 

while increase of employers contributions directly increase the cost of labor-force (OECD, 

2001, pg. 27, from  www.oecd.org/ctp/taxpolicystudies). 

So both the exclusive burdening of the employer or the employee have negative impact, so 

there should be found a balance in burdening them. In favor of the thesis of high and growing 

pressure on labor, which makes it non-competitive compared with surrounding countries, goes 

the facts that gross salaries in the period from 2003 to 2009 grew by an annual rate of 9,14%, 

while net salaries in the same period grew by an average rate of 2,02%. 

 

5. TAX-WEDGE AND UNEMPLOYMENT RATE 

Concerning level of tax-burden of labor, Croatia finds itself somewhere in the middle when 

compared to the OECD countries, but with a very high unemployment rate. The average tax-

wedge of OECD countries is 36,3%, while in Croatia it is slightly above average, 41,2%, so 

we can conclude, that Croatia has a relatively high tax-wedge. Until now analysis (Šeparović, 

2009, pg. 468) has shown a significant correlation between tax-wedge and unemployment 

rate, which is shown by the graph tax-wedge and unemployment, picture 5 and table 3. 
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Table 3: Comparison of tax-wedge  (average labor cost for average salary in OECD 

countries and Croatia and unemployment rate for 2009 (single, no children, average salary ( 

OECD, Taxing Wages, Main Results 2009 (http://www.oecd.org/document /6/0,3343, 

en_2649_34533_44993478 _1_1_1_ 1,00.html#table_01) and OECD Main Economic 

Indicators - Country Comparison Tables (http://www.oecd.org /statisticsdata/0,3381,en_2649 

_37443_1_119656_1_1_37443,00.html),HZZ, monthly statistical bulletin 2 /2010 

in % Tax-wedge 
Registered 

unemployment rate 

Australia 26,7 5,6 

Austria 47,9 4,8 

Belgium 55,2 7,9 

Czech Republic 41,9 6,7 

Denmark 39,4 6,0 

Finland 42,4 8,2 

France 49,2 9,5 

Greece 41,5 9,5 

Croatia 41,2 14,9 

Ireland 28,6 11,9 

Iceland 28,3 7,2 

Italy 46,6 7,7 

Japan 29,2 5,1 

Canada 30,8 8,3 

Korea 19,7 3,6 

Luxembourg 34,0 5,4 

Hungary 53,4 10,0 

Mexico 15,3 5,5 

Netherlands 38,0 3,4 

Norway 37,4 3,1 

New Zealand 18,4 6,1 

Germany 50,9 7,5 

Poland 34,0 8,2 

Portugal 37,2 9,6 

USA 29,4 9,3 

Slovakia 37,6 12,0 

Spain 38,2 18,0 

Sweden 43,2 8,3 

Switzerland 29,3 4,4 

Turkey 37,5 12,6 

United kingdom 32,5 9,3 

OECD average 36,3 8,3 

Average of highest seven ... 8,0 

EU average ... 8,9 

EU countries within OECD 41,0 9,2 

Euro-zone 42,5 9,4 

 

However, looking at the unemployment rate, the situation in Croatia is worrisome.  

Namely, the range of unemployment rate in OECD countries is from 3,1% (for Norway) to 

18,0 % (for Spain); the average is 8%.  
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Figure 5.: Comparison of Tax-Wedge (Percentage of the Labor Cost for Average salary) in 

OECD Countries and Croatia and Unemployment Rates for 2009 (OECD (2010), Taxing 

Wages, Main Results 2009 (online) at http://www.oecd.org/ document/6/0,3343, 

en_2649_34533_44993478_1_1_1_1,00.html#table_01 (28.5.2010) i OECD (2010) 

MainEconomicIndicators- CountryComparisonTables (online), at 

http://www.oecd.org/statisticsdata/0,3h381, en_2649_37443_1_119656_1_1_37443,00.htm 

(http://www.oecd.org/statisticsdata/0,3h381,en_2649_37443_1_119656_1_1_37443,00.html)  

and HZZ Monthly Statistical Bulletin 2 / 2010 at  www.hzz.hr) 
 

 

The registered unemployment rate for 2009 (annual average) due to data from state-owned 

statistical Institute in Croatia was 14,9%, and only Spain, the that was hit most severely by 

recession in this group of countries, shows a higher rate than Croatia. So, although the tax-

wedge in Croatia is slightly higher than the average, the unemployment rate is far higher than 

in OECD countries. Members of the EU, which are also members of OECD, have on average 

relatively higher tax-wedge than the total OECD average. Croatia has a slightly lower tax-

wedge than the EU members. Research of the European Commission shows that the members 

of EU4 as from the year 2000 are working on decreasing the tax-wedge, which actually 

decreased until the year 2005, when the tax wedge stopped decreasing (according to data of 

European Commission from 2008). Further analysis by the same author has shown that 

Croatia with a tax-wedge of 41,1% and unemployment rate of 14,8% is most similar to 

Greece, Turkey and Slovakia. These are countries which have a bigger tax-wedge than Croatia 

(41,5; 37,5; 37,6), but a lower unemployment rate than Croatia (9,5; 12,6; 12,0). Although 

they have a lower unemployment rate than Croatia, these are countries with relatively higher 

unemployment rate than the average of OECD countries. On figure 5 we can see the deviation 

of Croatia in relation to other countries as per relationship of tax-wedge and unemployment 

rate, or the linear trend (Majić, p. 122). 
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6. CONCLUSIVE CONSIDERATION 

Based on the performed research one can conclude that Croatia is a country with a high tax-

wedge and a high unemployment rate. A fact that imposes himself as an obstacle to consider 

that conclusion as final, is the big difference between surveyed (DZS, 2009, at www.dzs.hr) 

unemployment, which was 9,1% in 2009, and registered unemployment of 14,9%. Finally it is 

important that in Croatia the biggest part of the tax-wedge are the mandatory contributions for 

social insurance, while the share of income tax in the total labor cost is relatively low. From 

the aspect of labor cost, the tax burden is relatively high, and like that it is a negative factor in 

building competitiveness.  
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