
THEEF CTSOFTAXESANDBENEFITSON 
HOUSEHOLD INCOME, 1990 

The main points are: 

(1) The effect of government expenditure and taxation is to reduce 
the differences in income amongst households. fu 1990 taxes and 
benefits (including NI pensions) increased the share of total income 
of the bottom fifth of households from 2.0 per cent of original 
income to 6.3 per cent of post-tax income (Table C). Cash benefits 
play the largest part in reducing income differences. 

(2) The joint impact of taxes and benefits is greatest for retired 
households and for those non-retired households containing no 
economically active people. 

Introduction 

The aim of this article is to examine how the distribution of income 
amongst households in the UK is modified by government expendi
ture and taxation. fu 1990 the goverr.ment raised and spent £214 
billion. fu this study, the revenue raised is related to the individual 
households paying the taxes and the expenditure is related to those 
households which benefit, wherever this is possible. However, some 
outlays and revenue of government cannot readily be allocated to 
households, for example there is no clear conceptual basis for 
determining the benefit to each household of expenditure on de
fence. Over two thirds of government revenue and about half of 
government spending in 1990 is directly allocated to households 
(see Table 1, Appendix 1). One of the consequences of redistribution 
is to reduce the differences in income amongst households. 

The stages of redistribution of incomes used in this analysis are 
shown in Chart 1. Household members receive income from their 
employment (wages and salaries, self-employment income); from 
occupational pensions; from their investments and from other 
income. Total income from these sources constitutes original 
income. The flow chart shows the various ways in which govern
ment thenraises revenue through taxation on households and dis trib
utes benefits to them both in cash and in kind. 

The main data source for tllis analysis is the Family Expenditure 
Survey (FES) which covers about 7, 000 households per year. The 
unit of analysis is the household rather than the individual. Being a 
sample survey its results are subject to the usual sampling errors -
these errors are larger for the household groups with smaller sample 
numbers (see Appendix 2). 

The article aims to present the most meaningful figures for 1990. The 
figures cannot be easily compared with earlier articles in this series 
because the FES changes each year and no special effort has been 
made to ensure fully consistent time series. 

This year, as a special topic, the benefit of company cars in original 
income is assessed (see Part II). The treatment of company cars in 
the analysis is a good example ofthe difficulties in making compari
sons over time. By including the benefit derived from company cars 
as part of income, this year's analysis treats cars consistently across 
income and taxation. Previous years' results cannot easily be 
reworked on a similar basis as the data were not collected in the FES. 
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The contents are as follows: 

Part I 

Part IT 

Appendix 1 

Appendix 2 

Appendix 3 

Appendix4 

Results for 1990 for all households, and for retired 
and non-retired households separately. 

Company car benefit. 

Detailed results for 1990, with fme breakdown of 
income components for quintile and decile groups 
and results for different types of household. 

Methodology and definitions. 

Detailed tables for 1990 ranked using unadjusted 
disposable income. 

Trends in income distribution, 1977-1990. 

MAIN ARTICLE 

Basic Results 

The results with households ranked by disposable income are given 
in Table A. This shows that there is a relatively strong relationship 
between the disposable income of a household and its size. The 
lowest quintile group has a high proportion ofretiredhouseholds. In 
contrast, in the top quintile group there are more households with 3 
or more adults and few retired households. Further details of the 
distribution ranked by unadjusted disposable income are shown in 
Appendix 3. 

Equivalisation 

Using household income for comparing the welfare among house
holds does not allow for differences in household composition and 
thus need. One way to take such differences into account is to use 
income per capita but such a measure does not allow for the differing 
needs of children relative to adults or for economies of scale. This 
analysis therefore uses equivalence scales designed to take into 
account household size, family composition and age of children. 
Fuller details of the derivation of equivalised scales are given in 
Appendix 2. The use of equivalence scales in comparing the redis
tribution of income has been used in this series of articles since 1987. 
The remainder of this article refers to distribution of households 
using equivalised scales. 

RESULTS FOR ALL HOUSEHOLDS 

The level of original income varies widely between households. 
Table B shows this and other income measures for quintile groups 
ranked by equivalised disposable income (the lowestquintile group 
contains the 20 per cent of households with the lowest equivalised 
disposable incomes). In the lowest quintile group the average 
number of economically active people is 0.4 and hence the average 
original income is low (£1,530 per annum). fu the highest quintile 
group, there are an average of 1.6 economically active people and 
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CHART 1 

Stages of redistribution 
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Summary of the effects of taxes and benefits by quintile groups of unadjusted 
disposable income, 1990 

TABLE A 

Quintile groups of households ranked by unadjusted disposable income 
All 

Bottom 2nd 3rd 4th Top households 

Average per household(£ per year)! 

Original income ...... .. .. .. .. 950 4 480 11 920 19 190 38170 14940 
plus cash benefits.. .. .. .. . . .. 3 150 3 430 1 850 1 300 910 2 130 

Gross income.. .. . . . . 4100 7910 13 760 20490 39080 17070 
less direct taxes2 and employees' NIC .. 690 1 270 2 640 4 180 8 520 3 460 

Disposable income 3 410 6 640 11 120 16 310 30560 13 610 

less indirect taxes ...... .. .. 830 1600 2 590 3 260 4 610 2 580 
Post-tax income .. . . .. .. .. . . .. 2 580 5 040 8530 13050 25 940 11 030 
plus benefits in kind . . . . . . . . .. 1590 2 130 2 130 2 220 2 270 2 070 

Final income ...... .... .... .. 4 170 7180 10 650 15 260 28 210 13 100 

Average per household (number) 

Children3 .. .. .. " ...... .. 0.2 0.6 0.8 0.8 0.8 0.6 
Adults .. .. ...... .. .... .. 1.2 1.7 1.9 2.1 2.4 1.9 
Persons .... .... .. ...... 1.4 2.2 2.7 2.9 3.2 2.5 

People in full-time education 0.1 0.4 0.6 0.7 0.7 0.5 
Economically active people .. 0.2 0.6 1.3 1.7 2.1 1.2 
Retired people .. .. .. . . . . .. .. 0.8 0.7 0.3 0.2 0.1 0.4 

Composition (Percentages) 

Household type 

Retired .. .. .. .. .. .. .. 67 40 15 7 3 26 

Non-retired 
1 adult .... . . . . . . . . . . . . . . 17 16 15 10 4 12 
2 adults .. .. .. .......... .. 4 15 26 29 30 21 
1 adult with children• .... .... " 9 11 3 1 1 5 
2 adults with children 3 15 31 34 31 23 
3 or more adults5 . . 4 11 18 31 13 

Total .. .... .. .... 100 100 100 100 100 100 

1 The monetary values in the tables in the main body of the anicle are rounded to the nearest u10. 
2 These are income tax (which is after tax relief at source on mongage interest and life assurance 

premiums) and gross domestic rates/Community charge. 
3 Children are defined as persons aged under 16 or aged between 16 and 18, unmarried and receiving 

non-advanced funher education. 
4 This group is smaller than the category of "one parent families" because some of these families will 

be contained in the larger household types. 
5 With or without children. 

average original income is £35,190. In the lowest quintile group, 
half of the households are retired- defined as households where at 
least half the total gross income comes from retired people- and the 
majority of these have virtually no original income since the state 
retirement pension (including any graduated or additional pension) 
is a cash benefit. 

Chart 2 illustrates the declining importance of cash benefits in gross 
income as income rises. 

Chart 3 shows how the dispersion of incomes is reduced at each stage 
of the tax-benefit system, so that the average final income for each 
quintile group ranges from £5,550 to £25,180, a ratio of about 1:5 
compared with the ratio for original incomes of about 1:23. 

An alternative way to illustrate the extent of income redistribution 
is to examine how income shares are modified by the tax-benefit 

system (Table C). For example, households in the highest quintile 
group (when ranked by equivalised disposable income) receive over 
50 per cent of all original income. After taking into account cash 
benefits, this same group's share falls to 44 per cent. At the other end 
of the scale, the share of the lowest quintile group rises from 2.0 per 
centto 6.7 percent. A further, but comparatively smaller, compression 
of the income distribution occurs at the stage of disposable income, 
but this is reversed after indirect taxes are taken into account. This 
table is calculated using equivalised incomes, and hence 'fmal 
income' has not been included. The McClements equivalence 
scales, which were estimated using household spending patterns, are 
arguably inappropriate for equivalising non-spendable amounts of 
income eg benefits from education. 

The Gini coefficient is the most widely used summary measure of 
the inequality of the distribution of income (see paragraph 41 of 
Appendix 2). It takes values between 0 and 100 per cent- the higher 
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Summary of the effects of taxes and benefits by quintile groups of equivalised 
disposable income, 1990 

TABLE B 

Quintile groups of households ranked by equivalised disposable income 
All 

Bottom 2nd 3rd 4th Top households 

Average per household (£ per year)1 

Original income . . .. .. 1530 5 330 12 740 19 930 35190 14 940 
plus cash benefits .. ...... .... 3580 3160 2 040 1 190 670 2 130 

Gross income .. .. .. .. 5 110 8 490 14 770 21120 35 860 17070 
less direct taxes2 and employees' NI C .. 830 1 390 2 770 4 400 7 930 3460 

Disposable income.. .. .. .. .. .. 4 280 7100 12 000 16 720 27940 13 610 

less indirect taxes.. .. .. .. .. 1 200 1 720 2 630 3 270 4 070 2 580 
Post-tax income .. .. .. .. .. .. .. 3 080 5 380 9 370 13 450 23860 11 030 

plus benefits in kind .. .. .. .. .. 2 470 2 330 2 330 1 890 1 320 2 070 
Final income .. .. .. .. .. .. .. .. 5 550 7 710 11 700 15 330 25180 13 100 

Average per household (number) 

Children3 
............ .. .... 0.7 0.6 0.8 0.6 0.4 0.6 

Adults .. .... .......... .. 1.6 1.7 2.0 2.1 1.9 1.9 
Persons .. .. .. .. .. .. .. 2.3 2.4 2.8 2.6 2.3 2.5 

People in full-time education ...... 0.5 0.5 0.7 0.5 0.3 0.5 
Economically active people .... 0.4 0.7 1.4 1.7 1.6 1.2 
Retired people ........ 0.7 0.7 0.4 0.2 0.1 0.4 

Composition (Percentages) 

Household type 

Retired .. .... .... .. .. .... 51 44 18 10 8 26 

Non-retired 
1 adult .. ..... . ...... .. 9 8 9 13 22 12 
2 adults ................ 7 11 18 29 39 21 
1 adult with children•.. .. .. .. 12 7 3 2 1 5 
2 adults with children .... 15 20 34 26 19 23 
3 or more adults5 .. .. .. 6 10 17 20 12 13 

Total.. .... .... ........ 100 100 100 100 100 100 

t All the tables in Part t of th is article show unequivalised income:equivalised income has only 
been used in the ranking process to produce the quintile groups (and to produce the percentage 

shares and Gini coefficients). 
2 These are income tax (which is alter tax relief at source on mortgage interest and life assurance 

premiums) and gross domestic rates/Community charge. 
3 Children are defined as persons aged under 16 or aged between t6 and tB, unmarried and receiving 

non-advanced further education. 
4 This group is smaller than the category of "one parent families" because some of these families will 

contained in the larger household types. 
5 With or without children. 

values indicating greater inequality. In this article, Gini coefficients 
are now calculated using equivalised incomes (using the same 
equivalence scale that is applied to equivalise disposable income). 
The fall from 52 per cent to 38 per cent shown in Table C shows that 
cash benefits contribute the most to the reduction in income inequal
ity. 

Attention has already been drawn to the preponderance of retired 
households in the lowerranges of the distribution of original income; 
nearly half of the households in the bottom two quintile groups are 
retired (Table B). The income pattern of the retired is very different 
from that of households whose head is of working age, as is their 
expenditure pattern (which is reflected in their indirect tax pay
ments). For this reason, in the detailed examination of each stage of 
the tax-benefit system which follows, retired and non-retired 
households are analysed separately. 
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RESULTS FOR NON-RETIRED HOUSEHOLDS 

Original income 

The distribution of original income amongst non-retired households 
is more equal than among all households, ranging from an average 
of £3,680 per armum in the lowest quintile group to £39,140 in the 
highest (Table D), a ratio of 1:11 compared to the ratio of 1:23 for the 
distribution over all households. There is a relatively strong relation
ship between the original income of a household and the number of 
economically activepeopleitcontains and Table K (attheendofthis 
section) gives a breakdown by the number of economically active 
people per household. 
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Percentage shares of total equivalised 
income for households ranked by 
equivalised disposable income 

100 

80 

60 

40 

20 

Original Gross Disposable Post-tax 
income income income income 

Quintile group 
Bottom .. 2.0 6.7 7.0 6.3 
2nd .... 7 10 11 10 
3rd .... 15 16 16 15 
4th .... 25 23 23 23 
Top .... 51 44 43 45 

All households 100 100 100 100 

Decile group 
Bottom .. 0.8 2.9 2.9 2.4 
Top .... 33 28 28 30 

Gini coefficient 
(percent) .. 52 38 36 40 

1 This is a measure of the dispersion of each definttion of 
income. Unlike the percentage shares analysis where the 
household incomes are ranked only once, the Gini 
coefficient calculation needs a separate ranking for each 
income definttion. For example, the coefficient for 
original income is produced by first equivalising the 
original income of all the households, then this 
distnbution is ranked and this ranked distribution is 
used to calculate the coefficient. 
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Summary of the effects of taxes and benefits on NON-RETIRED households, 1990 

TABLED 

Quintile groups of NON-RETIRED households ranked by 
equivalised disposable income 

Average per household (£ per year) 

Original income .......... ... . 
plus cash benefits ........... . 

Gross income.. .. . . . . . . . . . . . . 
less direct taxes' & employees' NIC 
Disposable income .. .. .. .. . . . . .. 

less indirect taxes . . . . .. .. .. .. 
Post-tax income.. . . .. . . . . .. .. 
plus benefits in kind .. .. 
Final income.. .. .. .. .. .. . ... 

Average per household (number) 

Children2 •.•••• •• •• •. •• •••• 

Adults ........ ...... .. . . 
Persons .. ............... . 

People in full-time education .. 
Economically active people .. .. 
Retired people . . . . . . . . . . . . . . . . 

Bottom 

3 680 
3 280 
6 960 
1 160 
5 800 

1 770 
4 020 
3060 
7080 

1.3 
1.8 
3.1 

1.0 
0.9 
0.1 

2nd 

11 580 
1 900 

13 490 
2 490 

10 990 

2 710 
8 290 
2 760 

11 040 

1.1 
2.1 
3.2 

0.9 
1.6 
0.1 

3rd 

17180 
1 240 

18 420 
3 760 

14 670 

3 090 
11 580 
2 130 

13 710 

0.8 
2.1 
2.9 

0.6 
1.8 
0.1 

1 These are income tax (which is alter tax relief at source on mortgage interest and life assurance premiums) and 
gross domestic rates. 

2 Children are defined as persons aged under 16 or aged between 16 and 1 S,unmarried and receiving non-advanced 
further education. 

4th 

23060 
710 

23 780 
5 010 

18 760 

3 550 
15 220 

1 780 
17000 

0.6 
2.1 
2.7 

0.5 
1.9 
0.1 

Top 

39140 
450 

39 600 
8 830 

30 760 

4 260 
26500 

1 280 
27780 

0.4 
1.9 
2.3 

0.3 
1.8 

All non
retired 
house

holds 

18930 
1 520 

20450 
4 250 

16 200 

3080 
13 120 
2 200 

15 320 

0.8 
2.0 
2.8 

0.7 
1.6 
0.1 

Cash benefits Average value of cash benefits for each quintile 
group of NON-RETIRED households,1990 

Cash benefits are of two types: contributory (paid from the National 
Insurance Fund to which individuals and their employers make TABLE E 
contributions while working), and non-contributory (fable E). For 
non-retired households, non-contributory benefits form the most Quintile groups of NON-RETIRED All 
important source of cash benefit income. An important item, child households ranked by non-

benefit, is concentrated towards the bottom of the income distribu-
equivalised disposable income retired 

house-
tion, in proportion to the number of children per household (Table Bottom 2nd 3rd 4th Top holds 
D). The other non-contributory benefits are mainly income-related, ---
in particular Income Support (formerly Supplementary Benefit) and Average per household 

so payments are concentrated in the lowest quintile group, although 
(£per year) 

the presence of some individuals with low incomes in high income Contributory 
households means that some payments are recorded further up the Retirement pension 160 360 340 180 130 230 

income distribution. Most contributory benefits, for which contri- Sickness/ injury related 300 280 200 100 70 190 

bution records rather than income are the criteria for payment, are Unemployment benefit 90 30 30 10 10 30 

highest for the second quintile group. On average, cash benefits 
Other 100 70 60 50 40 60 

formed over 7 per cent of the gross income of non-retired house- Total contributory 650 740 620 340 240 520 
holds: their payment resulted in a significant reduction in income 
inequality. Non-contributory 

Income support 1160 240 80 30 10 300 
Child benefit 510 440 290 220 140 320 

Income tax, NI contributions and community charge Housing benefit 640 170 50 20 10 180 
Sickness/ disablement related 130 160 120 50 30 100 

Both income tax payments and employees' National Insurance Other 190 160 80 60 10 100 

contributions are closely related to the size of original income. The Total non-contributory 2630 1160 620 380 220 1000 
payments by households of employees' National Insurance contri-
butions in particular vary with the number of persons in employment Total cash benefits 3 280 1900 1240 710 450 1520 
and with their earnings. However, since National Insurance contri-

Cash benefits as a percentage butions are only levied on the first £350 of weekly earnings (the 
ceiling in operation during most of 1990), households in the top 

of gross income 47 14 7 3 7 

152 

[ 

( 

( 

l 

(I 

V 
D 
D 
D 

D1 
c. 
01 
In I 

Tc 

1 E 
m 
P< 



Income tax, employees' NIC and domestic 
rates/Community charge as percentages of 
gross income for each quintile group of 
NON-RETIRED households, 1990 

TABLE F 

Quintile groups of NON-RETIRED 
households ranked by 
equivalised disposable income 

Bottom 2nd 3rd 

Percentages 

Income tax' 5.3 8.8 11.4 
Employees NIC 2.4 4.4 4.8 
Gross domestic rates/ 
Community charge 9.0 5.3 4.2 

Total 16.7 18.5 20.4 

1 After tax relief at source on mortgage interest and life 
assurance premiums. 

4th 

12.9 
4.8 

3.3 

21.1 

All 
non-
retired 
house-

Top holds 

16.8 13.1 
3.5 4.1 

2.0 3.6 

22.3 20 .8 

quintile group pay rather less in contributions as a percentage of 
gross income than the middle 60 per cent of households (fable F). 

In 1990 over one-third of working age individuals had insufficient 
income to pay income tax, and marginal tax rates for taxpayers were 
25 per cent or 40 per cent. The analysis of households when ranked 
by equivalised disposable income shows average rates were 5.3 per 
cent in the lowest quintile, rising steadily to 16.8 per cent in the top 
quintile. This pattern arises chiefly because the quintile groups are 
based on (after tax) equivalised disposable income, which means 
that even the lowest quintile contains individuals who are liable for 
income tax. 

The community charge succeeded domestic rates from the second 
quarter of 1990 for households in England and Wales. Both com
munity charge and rates (which used to be treated in these articles as 
an indirect tax) are included here with income tax and NICs in line 
with the treatment of community charge in the National Accounts. 
Rebates on these local taxes, which are designed to attenuate the 
regressive irnpactofrates at the lower end of the income distribution, 
are treated as cash benefits. The treatment of community charge/ 
rates in Table F may be misleading in overstating their regressive 
impact. 

Indirect taxes as a percentage of (a) disposable income and (b) expenditure on goods and services 
for each quintile group of NON-RETIRED households, 1990 

TABLEG 

Quintile groups of NON-RETIRED households All non-
ranked by equivalised disposable income retired 

house-
Bottom 2nd 3rd 4th Top holds 

(a) Percentages of disposable income 

VAT .. 10.3 9.1 8.1 7.6 6.0 7.5 
Duty on beer and cider 1.1 0.9 0.9 0.8 0.5 0.7 
Duty on wines and spirits .... 0.8 0.8 0.7 0.8 0.7 0.7 
Duty on tobacco .... 5.5 3.1 2.0 1.3 0.6 1.7 

Duty on hydrocarbon oils 1.9 1.8 1.6 1.5 0.9 1.4 
Car tax and vehicle excise duty .. 1.3 1.4 1.1 1.1 0.7 1.0 
Other taxes on final goods and services 2.3 1.7 1.4 1.2 1.0 1.3 
Intermediate taxes 7.5 5.8 5.0 4.7 3.6 4.7 

Total indirect taxes 30.6 24.6 21.1 18.9 13.9 19.0 

(b) Percentages of expenditure on goods and services1 

VAT .. 7.1 7.7 7.9 7.9 8.1 7.9 
Duty on beer and cider 0.8 0.8 0.9 0.8 0.6 0.8 
Duty on wines and spirits .... 0.5 0.6 0.7 0.8 0.9 0.7 
Duty on tobacco .... 3.8 2.6 2.0 1.4 0.8 1.8 

Duty on hydrocarbon oils 1.3 1.5 1.6 1.5 1.2 1.4 
Car tax and vehicle excise duty .. 0.9 1.2 1.1 1.1 0.9 1.0 
Other taxes on final goods and services 1.6 1.4 1.4 1.2 1.3 1.4 
Intermediate taxes 5.1 5.0 4.9 4.9 4.8 4.9 

Total indirect taxes 21.0 20.9 20.6 19.7 18.7 19.9 

1 Excludes savings, investments, superannuation contributions, and 
mortgage payments but includes imputed rent of owner occupiers (see 
paragraph 29 of Appendix 2 for the full definition of expendtture). 
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Indirect taxes 

The estimates of households' payments of indirect taxes are derived 
from figures for their expenditure recorded in the PES. Because the 
data on expenditure and incomes in the PES are compiled in different 
ways, they may not be fully compatible (see Appendix 2, paragraph 5). 

In total, indirect taxes expressed as a proportion of disposable 
income fall as disposable income rises (upper part of Table G), 
ranging from 31 per cent in the bottom quintile group to 14 per cent 
in the highest, though the highest quintile pay most in indirect taxes 
in absolute terms. However, individual taxes have different effects. 

VAT, tobacco duty, beer duty and intermediate taxes (see box 
below) all fall as a percentage of disposable income as income rises. 
The fall in tobacco duty payments as a percentage of income is 
particularly marked. For expenditure items relating to motoring (ie 
car tax and duty on hydrocarbon oils), the tax as a proportion of 
income is similar for the bottom four quintile groups but much lower 
for the top group. 

INTERMEDIATE TAXES 

Some indirect taxes, such as VAT and excise duties on petrol, 
alcohol, tobacco, etc have a direct effect on the final price of goods 
and services. However, the producers of these goods and services 
also incur costs such as employers' National Insurance contribu
tions, non-domestic rates, and duty on hydrocarbon oils, part of 
which they may pass on to households in the price of their products. 
These are called intermediate taxes. 

The incidence assumptions used for these taxes are more difficult 
and contentious than those used for other taxes, so the figures must 
be regarded as very rough estimates. 

Although some indirect taxes are less regressive than others, Table 
G (upper part) shows that the impact of virtually all the indirect taxes 
declines for the top quintile group compared with the fourth quintile 
group. This is so partly because higher income households tend to 
save a larger proportion of their income than households with 
smaller incomes. 

Table G also shows estimates of indirect tax payments expressed as 
a percentage of expenditure (in the lower part of the table), as these 
figures are more consistent. Indirect taxes in total form a virtually 
constant proportion of expenditure on goods and services over all 
income groups. However, V AT payments actually rise as a proportion 
of expenditure as income goes up. This is largely due to the effects 
of zero-rating some items such as food and domestic fuel and power, 
which make up a higher proportion of the spending of the lower 
income groups. The apparent paradox of indirect taxes being 
regressive against disposable income but neutral against expenditure 
can be explained, at least in part, as follows: as income rises, there 
is a tendency for an increasing proportion of disposable income not 
to be spent on goods and services but to be channelled into savings, 
investments and mortgage payments. 

Benefits in kind 

Government current expenditure in providing certain goods and 
services to households either free at the time of use or at subsidised 
prices is allocated to individual households in order to arrive at final 
income. The imputed value of these benefits is based on estimated 
costs of providing them. The largest two items for which such 
imputations are made are the health and education services, which 
together accounted for 23 per cent of total general government 
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expenditure in 1990. Other items for which imputations are made 
are school meals and welfare milk, the housing subsidy and travel 
subsidies, together accounting for a further 1.6 per cent of general 
government expenditure. 

Education benefit to individual households is imputed by reference 
to the number of pupils and students in the state sector in the 
households (students living away from home are not included as part 
of their parents' household), and to the type of education they are 
receiving, though no allowance is made for differing costs between 
local authorities. No benefit is allocated for pupils atprivateschools. 
The bottom quintile group contains the highest number of children 
and consequently the highest number of those in full-time education 
(Table D). This is the main reason for this quintile group being 
allocated the highest average imputed benefit (Table H). In addition, 
the majority of student-only households, for whom the costs of 
education are greatest, are in this quintile group. Similarly the 
impact of expenditure on school meals and welfare milk is greatest 
in the lower income groups where children are more likely to take 
school meals and have them provided free of charge. 

Average value of benefits in kind for each 
quintile group of NON-RETIRED 
households, 1990 

TABLE H 

Ouintile groups of NON-RETIRED 
households ranked by 
equivalised disposable income 

All 
non
retired 
house 

Bottom 2nd 3rd 4th Top holds 

Average per household 
(£per year) 

Education 1 710 1 520 1040 790 450 
National health service 1 070 1090 990 910 750 
Housing subsidy' .. 140 80 40 20 10 
Travel subsidies 30 40 40 60 60 
School meals and 
welfare milk 110 40 20 10 

Total 3 060 2 760 2130 1 780 1280 

Benefits in kind as a 
percentage of post-tax 
income .. 76 33 18 12 

1 Does not include tax relief at source on mortgage payments. These 
are taken into account in the income tax payments shown in Table F. 
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Data are available on the average cost to the Exchequer of providing 
the various types of health care- hospital inpatient/outpatient care, 
GP consultations, dental services etc- and it is possible to estimate 
the use made of each service on average by individuals of different 
ages and sex. Using this information, an imputed benefit from the 
state health service can be allocated to each individual in the PES 
sample; no allowance is made for the use of private health care 
services. These benefits are then aggregated for members of the 
household to yield figures on a household basis, so that not only the 
sex and age composition but also the size of the household deter
mines the attribution of health service benefits. 

Age and sex are by no means the only possible determinants on 
which to base the allocation, but age is certainly a very important 
factor. Data availability also limits the choice of determinants- the 
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Percentage shares of total household income 
and Gini coefficients1 for NON-RETIRED 
households, 1990 

TABLEJ 

Percentage shares of total equivalised 

FES collects little information on health or use of health services. 
Table H indicates that these benefits are highest for bottom two 
quintile groups and then decline steadily as income goes up. 

income for NON-RETIRED households ranked 

Housing subsidy is the sum of Exchequer subsidy and local authority 
determined rate fund contributions to the housing revenue account. 
Thus housing subsidy as defined here has been spread between 
public sector tenants, and since such households tend to be concen
trated in the lower half of the income distribution this is where the 
subsidy is highest. In these articles, tax relief on mortgage interest 
is treated as an adjustment to income tax, not as part of the housing 
subsidy analysed in Table H. 

by equivalised disposable income 

Original Gross Disposable 
income income income 

Quintile group 
Bottom 3.4 6.5 6.8 
2nd 11 12 12 
3rd 17 17 17 
4th 24 23 23 
Top 45 43 42 

All non-retired 
households 100 100 100 

Decile group 
Bottom 1.0 2.6 2.7 
Top 29 27 27 

Gini coefficient 
(percent) 43 36 35 

1 This is a measure of the dispersion of each definttion of 
income. Unlike the percentage shares analysis where the 
household incomes are ranked only once, the Gini 
coefficient calculation needs a separate ranking for each 
income definttion. For example, the coefficient for 
original income is produced by first equivalising the 
original income of all the households, then this 
distribution is ranked and this ranked distribution is 
used to calculate the coefficient. 

Post-tax 
income 

5.8 
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16 
23 
44 

100 

2.1 
29 

39 

Travel subsidies cover the passenger element of the grants made to 
various public operations covering both buses and railways. The use 
of public transport by non-retired households is partly related to the 
need to travel to work and thus to the number of economically active 
people in a household and so the combined effect of these travel 
subsidies increases over the income distribution. 

Table H shows that taken together the absolute values of these 
benefits in kind clearly decline as household income increases. As 
a proportion of post-tax income, benefits decrease from 76 per cent 
in the lowest quintile group to 5 per cent in the highestquintile group, 
indicating that this expenditure contributes to the reduction in 
income inequality. 

Summary 

The overall effect of the various stages of the tax-benefits system on 
non-retired households is summarised in Table J. Households in the 
highest quintile group receive 45 per cent of all (equivalised) 
original income, compared with 3.4 per cent received by the lowest 
quintile group. However, after direct taxes and benefits are taken 

Average incomes, taxes and benefits by the number of economically active people 
per NON-RETIRED household, 1990 

TABLE K 

Number of economically active people' per household 

None 

Number of households in the sample 484 

Average per household (£ per year) 

Original income 1 590 
plus cash benefits .. 4 490 

Gross income 6 080 
less direct taxes 2 & employees' NIC .. 610 

Disposable income .. 5 480 

less indirect taxes .. 1 330 
Post-tax income 4 150 
plus benefits in kind .. 2 970 

Final income 7120 

Gin/ coefficients (percent) 

Equivalised original income .. 85 
Equivalised gross income 26 
Equivalised disposable income .. 26 
Equivalised post-tax income .... 33 

1 Economically active people comprise employees, the seff employed and others not in employment but 
who are seeking or intending, when able, to seek work. 

2 These are income tax (which is after tax relief at source on mortgage interest and life assurance 
premiums) and gross domestic rates/Community charge. 

One Two Three or more 

1946 2 169 592 

14 680 23 290 31 110 
1 600 900 1 080 

16 280 24 190 32180 
3 420 5 110 6 840 

12 870 19 080 25 340 

2 510 3 450 5 010 
10 360 15 630 20 340 

1 820 2 190 2 870 
12180 17 820 23 210 

47 33 28 
40 31 26 
39 29 25 
44 33 29 

All non-
retired 
households 
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into account, the share of the lowest quintile group rises to 6.8 per 
cent and that of the highest falls to 42 per cent. Cash benefits are the 
major factor underlying these changes, causing the Gini coefficient 
to fall from 43 per cent based on original income to 36 per cent based 
on gross income. Income tax, employees' National Insurance 
contributions and rates produced a further reduction in inequality, 
but payment of indirect taxes increases inequality. 

Economic activity 

As already mentioned, the size of original income is largely deter
mined by the number of economically active people in the household 
- even though someone may be defined as economically active if 
they have been out of work for up to a year as long as they are seeking 
work. This relationship between income and economic activity 
amongst non-retired households is explored further in Table K, in 

which households are classified according to the number of eco
nomically active people they contain. 

Original income ranges from an average of £1,590 per annum in 
households where there are no economically active people to an 
average of £31,110 for households where there are three or more. 
Cash benefits are concentrated in households where no-one is 
economically active and here they form 74 per cent of gross income; 
but they remain important, at 10 per cent of gross income, for those 
where one household member is economically active. This latter 
group will contain a number ofhouseholds where no-one is currently 
in work. 

Not only does average original income differ widely between the 
four households groups in Table K, but there is also a considerable 
difference in the degree of variation of income within the groups. As 

Effects of taxes and benefits on RETIRED households, 1990 

TABLE L 

Average per household(£ per year) 

Original income 

plus cash benefits 
Contributory 

Retirement pension .. 
Sickness/ injury related 
Unemployment benefit 
Other 

Non-contributory 
Income support 
Child benefit 
Housing benefit 
Sickness/ disablement related 
Other 

Gross income 

less income tax 1 

less employees' NIC .. 
less domestic rates/community charge(gross) 

Disposable income 

less indirect taxes 
VAT 
Tobacco duty 
Other taxes on final goods & services 
Intermediate taxes .. 

Post-tax income 

plus benefits in kind 
Education 
National health service 
Housing subsidy 2 •• 

Travel subsidies 

Quintile groups of RETIRED households ranked by 
equivalised disposable income 

Bottom 2nd 

510 790 

2 770 3 030 
20 70 

40 30 

160 100 
10 

270 630 
40 50 
30 30 

3 850 4 740 

100 70 

580 570 

3 160 4100 

250 250 
80 90 

210 200 
270 240 

2 350 3 320 

40 20 
1 630 1 550 

50 140 
60 70 

3rd 

1 210 

2 810 
130 
20 
50 

80 

740 
160 
40 

5 250 

120 

540 

4 590 

260 
100 
210 
240 

3 780 

40 
1 470 

150 
60 

4th 

3 670 

2 990 
220 

60 

110 

320 
400 

20 

7 810 

470 
10 

630 

6 700 

470 
120 
370 
370 

5 380 

10 
1 500 

80 
60 

Final income 4130 5 090 5 500 7 030 

1 After tax relief at source on mortgage interest and life assurance premiums. 
2 Does not include tax relief at source on mortgage payments. which is included in the income tax 
payments shown above. 
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410 
180 
50 
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5 170 
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measured by the Gini coefficient, variability in original income is 
very high amongst households where no-one is economically active 
but where two or more persons are economically active the variability 
is considerably less. Equally, the tax-benefit system has the effect 
of substantially reducing inequality between the different types of 
households within the economically inactive group. This results 
largely from the diverse nature of the economically inactive group, 
which ranges from single parents with young children, single full
time students, the disabled, and households where no member has 
been able to find work during the 12 months prior to interview, to a 
small number of households where income from other sources such 
as investments means that they have no need to work. 

RESULTS FOR RETIRED HOUSEHOLDS 

Retired households have quite distinct income and expenditure 
patterns and so the tax-benefit system affects them in a different way 
from non-retired households (Table L). Few retired households 
have substantial original income; those who do are concentrated in 
the top two quintile groups and are receiving occupational pensions. 
The majority of retired households are dependent on cash benefits, 
in the form of state retirement pensions and income-related benefits 
such as Housing Benefits and Income Support to pensioners. 

Cash benefits form a very high proportion of gross income for all but 
the better-off retired households. However, unlike non-retired 
households, the bulk of these cash benefits are paid from the 
National Insurance Fund into which the recipients will have made 
contributions throughout their working lives. 

People over pensionable age do not pay National Insurance contri
butions so the small payments recorded are made by non-retired 
people living in households defined as retired (see Appendix 2 
paragraph 8 for details of definition). All households except those 
in the highest quintile group of retired households pay very little 
income tax, because their income is unlikely to exceed their tax 
allowances unless they have significant income from investments or 
occupational pensions in addition to their state retirement pension. 
The largest indirecttax payment made by retired households is VAT, 
and the top quintile group pays more than twice as much as the 
average for all retired households. 

Retired households derive significant benefits from health services 
and, to a lesser extent, the housing subsidy and travel subsidies, 
though of course virtually none from the education service. Health 
benefit is spread fairly evenly within the group of retired households, 
as a result primarily of the attribution method used, but housing 
subsidy is substantially higher for the middle three quintile groups 
since they have the highest concentration of public sector tenants. 
The benefits received by retired households from travel subsidies are 
mainly for bus travel, particularly in the form of concessionary fares, 
passes, etc, for senior citizens, and since these are not usually means
tested but depend instead on what sort of scheme is being operated 
by their local authority, there is no particular relationship with 
income. 

Table M shows the extent to which income inequality amongst 
retired households is reduced by the tax-benefit system. Cash 
benefits play by far the largest part in bringing about this reduction 
and income tax payments make a further, though much smaller, 
contribution. Payments of indirect taxes result in an increase in 
inequality. 

A comparison of Table M with Table J shows that although the 
distribution of original income amongst retired households is much 
more unequal than that within the non-retired household group, the 

CHART 4 

The effects of taxes and 
benefits on retired and 
non-retired households, 1990 
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Percentage shares of total household income and 
Gini coefficients1 for RETIRED households, 1990 

TABLE M 

Percentage shares of total equivalised 
income for RETIRED households ranked 
by equivalised disposable income 

Original Gross Disposable Post-tax 
income income income income 

Quintile group 
Bottom 2.7 10.3 10.1 9.3 
2nd 4 13 13 13 
3rd 7 15 16 16 
4th 19 20 20 20 
Top 68 42 41 41 

All households 100 100 100 100 

Decile group 
Bottom .. 1.4 4.7 4.5 3.9 
Top 48 27 26 27 

Gini coefficient 
(percent) 69 31 29 33 

1 This is a measure of the dispersion of each definition of income. Unlike the percentage 
shares analysis where the household incomes are ranked only once, the Gini coefficient 
calculation needs a separate ranking for each income definition. For example, the coefficient 

for original income is produced by first equivalis ing the original income of all the households, 
then this distribution is ranked and this ranked distribution is used to calcu late the coefficient. 
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Company car benefits and other original income for each 
quintile group of equivalised disposable income, 1990 

TABLE N 

Quintile groups of households 
ranked by equival ised disposable income All 

Bottom 

Average per household(£ per year) 

Company car benefit 4 
Other original income 1 530 

Total original income 1 534 

% Company car benefit 0.3 

Average per household (Numbers) 

With car benefit 2 
No car benefit 1 407 

All households in sample .. 1 409 

% Recipients 0.1 

distribution of post-tax income is more equal amongst the retired 
than amongst the non-retired. Chart4 illustrates the different impact 
which the tax-benefits system has on retired and non-retired house
holds. 

PART 11 
COMPANY CAR BENEFIT 

This year's article represents an important departure in that for the 
first time original income includes company car benefit ,that is, the 
imputed value of the availability of a company owned car for private 
use by a household member. 

house-
2nd 3rd 4th Top holds 

17 82 225 681 202 
5314 12654 19 703 34505 14 741 

5 331 12 736 19 928 35186 14943 

0.3 0.6 1.1 1.9 1.4 

12 51 141 341 547 
1 397 1 359 1 268 1 068 6 499 

1 409 1 410 1 409 1 409 7046 

0.9 3.6 10.0 24.2 7.8 

Company car benefit is the most important of a range of benefits in 
kind, or "fringe benefits", which together with a salary form the 
remuneration package for many employees. 

The growth of fringe benefits in the post war period is usually seen 
as a reaction to the income tax regime. Employers reward staff with 
fringe benefits rather than cash because fringe benefits are consid
ered more tax efficient. 

The provision of company cars has increased rapidly since the early 
1970s. Around that time only directors and the highly paid were 
liable for taxation on the benefit and even for them it was "tax 
efficient". 

Company car benefit and other original income for each quintile group 
of NON-RETIRED households, 1990 

TABLE P 

Average per household(£ per year) 

Company car benefit .. 
Other original income .. 

Total original income .. 

% Company car benefit.. 

Average per household (Numbers) 

With car benefit 
No car benefit .. 

All households in sample 

% Recipients 
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Quintile groups of NON-RETIRED households 
ranked by equivalised disposable income 
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The effect of including company car benefit in the analysis of the percentage 
shares of total household income and Gini coefficients\ 1990 

TABLEQ 

Percentage shares of total equivalised income for households ranked by 
equivalised disposable income 
(Figures in bold show estimates excluding company car benefits) 

Original income Gross income 

Quintile group 
Bottom . .. .. 2.0 2.0 6.7 6.7 
2nd ..... . ........ 7 7 10 10 
3rd ...... ... . .... 15 16 16 16 
4th .. ...... .. .... 25 25 23 23 
Top .... .. .... 51 50 44 44 

All households 100 100 100 100 

Decile group 
Bottom .... 0.8 0.8 2.9 2.9 
Top ........ .. 33 32 28 28 

Gini coefficient 
(percent) ...... 51 .6 51.3 38.3 38.0 

1 This is a measure of the dispersion of each defin~ion of income. Unlike the percentage shares analysis 
where the household incomes are ranked only once, the Gini coefficient calculation needs a separate 
ranking for each income defin~ion For example, the coefficient for original income is produced by 
first equivalising the original income of all the households, then this distribution is ranked and this 
ranked distribution is used to calculate the coefficient. 

Disposable income 

7.0 7.1 
11 11 
16 16 
23 23 
43 43 

100 100 

2.9 2.9 
28 27 

36.5 36.0 

Post-tax income 

6.3 6.4 
10 10 
15 16 
23 23 
45 45 

100 100 

2.4 2.4 
30 29 

40.3 39.8 

fu recent years the tax charge on company cars has increased per cent in the 1991 budget. In addition, the earnings limit at which 
considerably. In the 1988 budget, rates for assessing this benefit for company cars become taxable for employees- the P11D limit- has 
taxation were doubled and they were further increased by 30 per cent remained unchanged since 1979/80 at £8,500 per annum. As a result 
in the 1989 budget, 20 per cent in the 1990 budget and again by 20 of these changes, the taxable benefit of the private use of company 

Migration of households between decile groups due to the inclusion of 
company car benefit in the analysis, 1990 

TABLE R 

Decile groups of households ranked by equivalised disposable income 
EXCLUDING company car benefit 

Bottom 2nd 3rd 4th 5th 6th 7th 8th 9th Top Total 

Decile groups of households ranked 
by equivalised disposable income 
INCLUDING company car benefit 

Bottom .. 702 3 705 
2nd 1 696 7 704 
3rd 2 1 693 9 705 
4th 3 4 684 13 704 
5th 10 672 23 705 
6th 1 20 646 36 705 
7th 36 624 44 704 
8th 42 632 31 705 
9th 2 29 634 39 704 
Top 39 666 705 

Total . . . . . . . . .. . . . . '105 704 705 704 705 705 704 705 704 705 7046 

Total "movers" .... 3 8 12 20 33 59 80 73 70 39 397 

Total "non-movers" 702 696 693 684 672 646 624 632 634 666 6 649 
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Average receipts of company car benefit by quintile groups of households 
ranked by equivalised disposable Income within household type, 1990 

TABLES 

Quintile groups of households ranked by equivalised 
disposable income within household type 

Bottom 2nd 

Average per household (£ per year) 

Household type 

1 adult retired .. 
2 or more adults retired .. 
1 adult non-retired . . . . . . 25 
2 adults non-retired .... 6 57 
3 or more adults non-retired .. 14 28 

1 adult with children 
2 adults with 1 child .... .. .. 107 80 
2 adults 2 children .. . . . . .. 41 57 
2 adults with 3 or more children .. 40 
3 or more adults with children .. 

cars (including the benefit of fuel provided free) increased from 
£170m in 1978/9 to £3.48bn in 1989/90. 

Although the private use of company cars has been widespread for 
many years, the benefit has not previously been included as part of 
original income in this series of analyses. The main reason for this 
has been the lack of consensus on its valuation. However, with the 
rapid increase in the level of assessment of this benefit for income 
tax, an anomaly developed whereby the tax on the benefit was 
recorded in the analysis but not the corresponding income. In the 
1990 PES the coverage of company cars was extended and so for the 
first time it is possible to make a reasonable estimate of this income. 
The estimates of the benefit in the article are based on the taxable 
income from this benefit in accordance with the scale charges used 
for tax purposes. 

In this analysis the benefit is allocated to all recipients regardless of 
their income even though for those earning less than £8,500 per year 
the benefit is not taxable. (It is estimated that less than 5% of those 
with company cars fall below this earnings limit in 1990.) 

As might be expected, company car benefits are strongly concen
trated at the top of the income distribution ofhouseholds. Neverthe
less, the effect of including company car benefit on Gini coefficients 
is very slight (see Table Q). The reason for this is that, while the 
distribution of company car benefits is very unequal, it is highly 
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All 
3rd 4th Top groups 

13 11 5 
8 154 470 131 

127 360 1 138 338 
176 236 824 255 

87 17 
171 248 1 045 331 
233 534 1 016 376 

93 219 1 075 286 
288 380 991 332 

correlated with other forms of original income which on aggregate 
are also very unequal. In addition, while large in absolute terms, 
company car benefit is relatively small compared with all other 
forms of income, being only about 1.5 per cent of total original 
income (see Tables N and P). 

Although the impact on inequality as measured by Gini coefficients 
is slight, the impact of including company car benefit is large for 
individual households. Only about one in 13 households are recipi
ents of this benefit and they receive on average £2,600 per year. The 
effect of including this income is for recipient households to move 
much higher in the distribution displacing non-recipient households. 
An idea of the impact of this re-ranking of the distribution of 
households may be gauged from Table R. About 6% of households 
have moved at least one decile group as a result of this re-ranking. 
The migration of households is particularly marked toward the top 
end of the distribution because of the concentration of recipient 
households there. 

The effect of including this benefit in the analysis for 1990 means 
that the time series figures in Appendix 4 should be treated with 
special caution. In fact, the extension of the coverage to include 
company car benefit is a good illustration of the difficulty of using 
the annual analyses, which are essentially free-standing, to make 
comparisons over time. 




