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The effects of taxes and benefits on 
household income, 1982 
Summary of main results 
During 1982 the Government raised and spent £128 billio;n. 
Directly or indirectly, most of the revenue is raised from 
UK households, and the expenditure benefits households. 
For any one household, payments and benefits will not 
necessarily be equal; the aim of this article is to examine 
how the balance varies by income level, and therefore how 
the distribution o¥ income is altered by the tax-benefit 
system. 

The main results of the analysis are: 
(i) The tax-benefit system as a whole has the effect of 

reducing income inequality. In 1982 its effect was to 
increase the share of total income of the bottom 
20 per cent of households from t per cent to 7 per 
cent. The payment of cash benefits plays the largest 
part in reducing income dispersion. 

(ii) The income of a household depends to a large extent 
on its size and composition. Households are divided 
into ten groups according to their composition and 
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the effect of the tax-benefit system on each group is 
examined. This analysis shows that the greatest 
reductions in income inequality brought abou: 
through the tax-benefit system occur within the 
groups of retired households, lone parent households 
and households with three or more children. 

(iii) The special feature in this year's article is an analysis 
of the effect of the tax-benefit system on households 
classified by their employment status. The analysis 
shows how taxes and benefits reduce the gap U: 
income between households in which the head i: 
working and those where he (or she) is not working. 

(iv) Special attention is paid to households where the 
head is under retirement age but is not able to wor'
or to seek work. This group contains many one
parent families, student households, and households 
headed by a disabled person. Many cash benefits are 
designed to help such people and it is shown tha: 
their position is substantially improved by the socia.. 
security system. 
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Introduction 
Chart 1 illustrates the stages of redistribution examined in 
this article. Initially, households receive income from 
various sources: as a result of their employment ( eg, wages 
and salaries, income from self-employment); from occupa
tional pensions; from their investments; from other house
holds (eg, gifts and alimony payments) and from private 
non-profit making institutions such as charities. Total 
income from these sources constitutes original income, that 
is, the income received by a household before Government 
intervention. The flow chart shows the various ways in 
which Government then raises revenue from households and 
distributes benefits to them both in cash and in kind. This 
1rticle aims to quantify the effects of these actions on the 
istribution of income amongst households. 

The main source of data is the Family Expenditure 
-urvey (FES), 1982. T):lis survey collects information from 
_ouseholds on their composition and on the income, direct 
- '!: payments and expenditure of each household member. 
:be improved response rate to the survey observed in 1981 
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was maintained irr I 982, when 7 428 households partici
pated, a response rate of 71.8 per cent. FES data is 
supplemented by other sources, particularly in the imputa
tion of benefits in kind. 

It has been possible to allocate to individual households 
only 60 per cent of Government revenue and 48 per cent of 
expenditure (Charts 1 and 2). The remaining items of 
revenue and expenditure have not been allocated to house
holds either because it would be inappropriate to do so 
(eg, the Government Borrowing Requirement) or because 
the data required to do so are not available (eg, expenditure 
on personal social services). Since the total amount of 
revenue allocated exceeds the total amount of benefits less 
significance must be attached to the exact figures of 'gains' 
and 'losses' than to broad patterns of redistribution, 
particularly in the middle income ranges. 

The methods used in preparing the estimates are ex
plained in Appendix 1 and the detailed results are given 
in Appendix 3. 

Allocated and unallocated items of government revenue and expenditure 

Revenue 

Income tax 
·.·>= 

NI contributions 

Local rates 

Other taxes 

Borrowing 
requirement 

Percentage of 
total revenue 
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Expenditure 

Final goods 
and services 

Current grants 
to persons {UK) 

Subsidies 

Capital 
expenditure 

Debt interest 

Other 

40 Percentage of 0 
total expenditure 
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Summary of the effects of taxes and benefits, 1982 
TABLE A 

Average 
Quintile groups of households ranked by original income over all 

Bottom 2nd 

Average per household (£ per year) 
Original income 150 2 620 

plus cash benefits 2 690 1 970 
Gross income 2830 4580 

less direct taxes 10 430 
Disposable income 2820 4160 

less indirect taxes . . 740 1 220 
plus benefits in kind . . 1140 1 200 

Final income 3 220 4130 
Percent that are public sector tenants 57 38 

Average per household (number) 
Children (ie; under 16) .. 0.4 0.5 
Adults .. 1.4 1.7 
Retired people . . .. 0.9 0.7 
Economically active people 1 0.1 0.7 

1 See Appendix 1, para 11 for definition of economically active. 

CHART3 
The effects of taxes and 
benefits on quintile groups' 
of households, 1982 
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PART I 

RESULTS FOR ALL HOUSEHOLDS 
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Distribution of household original income is highly unequal 
(Table A and Chart 3). The 20 per cent of households with 
lowest original income (the lowest 'quintile group') had an 
average original income of only £150 per annum in 1982, 
compared with an average original incomt; of about 
£17 400 per annum in the highest quintile group. 

house-
3rd 4th Top holds 

6 690 10 040 17 390 7 380 
890 680 540 1 350 

7 580 10720 17 920 8 730 
1 430 2 280 4100 1 650 
6150 8440 13820 7 080 
1 710 2190 3 050 1 780 
1 360 1420 1 490 1 320 
5 790 7 670 12 260 6 620 

33 20 12 32 

0.9 0.9 0.7 0.7 
2.0 2.2 2.7 2.0 
0.2 0.1 0.1 0.4 
1.4 1.7 2.2 1.2 

The size of the original income of a household depen · 
to a large extent on how many economically active people i· 
contains (Chart 4). This chart shows clearly that th.e 
average original income in each decile group is close._ 
related to the number of economically active househo' : 
members. It also shows that this relationship remains t = 

after the effects of the tax-benefit system have been take=; 
into account, though the relationship is slightly less pr 
nounced. Only one in seventeen households in the lowes• 
quintile group contain one or more economically acti,·= 
persons. Over two-thirds of the households in this grou:: 
are retired (Table B) -defined as households where at leas· 
half the total gross income comes from retired people- an: 
the majority of these have virtually no original income. The 
remainder include households either containing no earners 
(such as single full-time students and lone parent house
holds) or whose only earners are unable to work for all o
part of the year. Only 2 per cent of households in thi: 
lowest quintile group contain one or more people wh 
were in employment for the whole year. 

The composition of each quintile group 
of households ranked by original 
income,1 1982 
TABLE B 

Quintile group 

Bottom 2nd 3rd 4th Top 

Percentages 
Household type 
1-2 adults retired 68 38 5 1 
1 adult (other) 9 16 14 7 2 
2 adults (other) 5 15 24 28 28 
2 adults with children 8 16 41 39 24 
3 or more adults 3 9 15 24 45 
1 adult with children 7 5 1 1 

Total 100 100 100 100 100 

1 
Appendix 3, Table 7 gives fuller details. 
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d incomes against average number of economically 

sehold by decile groups of households ranked 
es a d final incomes, 1982 
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Average number of economically active people per household 

Average value of cash benefits1 for each 
quintile group of households ranked by 
original income, 1982 
TABLE C 

Quintile group 

Bottom 2nd 3rd 4th Top Total 
------------

£ per household 
Age-related 1 340 1 110 280 160 110 600 
Income-related 990 480 200 140 130 390 
Child-related 100 150 280 290 230 210 
Other2 250 230 130 90 60 150 

------------
Total 2 690 1 970 890 680 540 1 350 
Cash benefits as a 
percentage of gross 
income . 95 43 12 6 3 15 

' Appendix 3, Table 5 gives more details of cash benefits. 
2 Mainly related to sickness and disabil ity. 

Direct taxes as a percentage of gross 
income for each quintile group of 
households ranked by original income, 1982 
TABLE D 

Quintile group 

Bottom 2nd 

ncome tax . 0.3 7.4 
'lational Insurance 

contributions 

Total 0.4 

2.0 

9.3 

3rd 4th Top Total 

13.9 15.8 18.1 14.5 

5.0 5.4 4.8 4.4 

18.9 21.2 22.9 18.9 

Chart 3 shows how the dispersion of incomes is reduced at 
each stage of redistribution, so that average final income 
ranges from £3 220 to £12 260, a ratio of about 1: 4 com
pared with the ratio of original incomes of about I: 120. 
Each stage will now be examined in more detail. 

Cash benefits 
Most cash benefits are designed to help the aged, the sick 
and disabled, and people on low incomes (Table C); such 
individuals are concentrated in households located in the 
lowest original income ranges. The major exceptions are 
child-related benefits (mainly Child Benefit), which on 
average are much larger in the top half of the distribution 
than the bottom half because in the top half there are more 
children per household than at the lower end. Nevertheless, 
the overall effect of the payment of cash benefits is to make 
a significant reduction in income inequality. 

Direct taxes 
Direct taxes are assessed mainly on original income. 
Although certain cash benefits such as retirement pensions 
and (from July 1982) unemployment benefits are subject to 
income tax, the personal tax allowances are large enough 
to prevent households at the lower end of the income scale 
from paying much tax. The percentage of gross income paid 
in income tax rises from 0.3 per cent for the lowest quintile 
group to just over 18 per cent for the highest (Table D). 
The size of employees' National Insurance contributions 
paid by each household varies · with the number of 
persons who are in employment and with household 
income, although the existence of an earnings ceiling and 
the freedom of some working wives to elect to pay reduced 
contributions means that the correlation between income 
and contributions is not as strong as that between income 
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The ten household types, 1982 A vera~ 
TABLE H incom 

3 or 
TABLE K 

2 adults more 
1 adult 2 adults 3 or 1 adult 2 adults 2 adults 3 or adults All 

1 adult 2 adults non- non- more with 1 2 more with house-
retired retired retired retired adults children child children children children holds 
------ ------ ------ ------ ------ ------ ------ ------ ------ ------

Sample numbers 939 746 701 1 497 843 209 626 897 375 595 7428 
Average 

Average per household Bott on 

Children 1.7 1.0 2.0 3.4 1.6 0.7 Middle 

Adults 1.0 2.0 1.0 2.0 3.4 1.0 2.0 2.0 2.0 3.4 2.0 Top fifl 

Economically active people 1-full-time 0.7 1.2 1.9 0.2 1.1 1.0 1.0 1.8 0.9 
Economically active people 1-part-time 0.1 0.3 0.5 0.2 0.3 0.4 0.3 0.6 0.3 1 See Ap 
Retired people 1.0 1.7 0.2 0.3 0.1 0.4 2 In Tabl' 

The qu 
Average original income (£ per year) . . 790 1 700 5 080 9 430 12 220 2190 9 060 9120 8240 12420 7 380 

Percentage that are public sector tenants 46 40 29 25 30 62 26 21 40 35 32 

1 See Appendix 1, para 11 for definition of economically active. 
(Table 
distribu 
separat' 
retired 
includi1 
given i1 

Percentage shares of income at each stage within each household type,1 1982 The I 
the reti 

TABLE J the to1 
income 

Percentages in each quintile group of households, re-ranked at each stage retired 
1 adult 2 adults 1 adult 2 adults 3 or more ment i1 

1 adult 2 adults non- non- 3 or more with 2 ad"'ts 2 adults 3 or more adults with househ 
retired retired retired retired adults children 1 child 2 children children children other t 

Original income 
Sine' Bottom fifth 1 5 6 5 7 2 6 

Next fifth . . 1 3 9 13 14 14 15 13 13 of orig 
Middle fifth 5 9 19 19 19 8 18 19 19 18 origina 
Next fifth 17 21 27 25 24 27 23 23 24 23 
Top fifth 77 67 45 38 36 64 39 36 43 40 related 

Total .. 100 100 100 100 100 100 100 100 100 100 
-----

Gross income Cash 
Bottom fifth 13 12 6 8 10 10 9 10 9 9 TABLE 
Next fifth .. 16 15 12 14 15 14 14 15 14 14 
Middle fifth 17 17 18 18 19 17 18 19 18 18 
Next fifth .. 20 21 24 24 23 22 22 23 22 22 
Top fifth 34 36 40 35 33 36 37 34 37 37 

Total .. 100 100 100 100 100 100 100 100 100 100 
------ ----- Averag 

Disposable income 
Age-reh 

Bottc 
Bottom fifth 14 13 8 9 11 11 10 11 11 10 Midd 
Next fifth .. 16 16 13 14 15 15 14 15 15 14 Topf 
Middle fifth 18 18 18 18 19 18 18 19 18 17 
Next fifth 20 21 23 23 23 22 22 22 22 21 Child-n 
Top fifth 31 33 38 35 32 33 36 33 36 37 Bott< 

Total .. 100 100 100 100 100 100 100 100 100 100 
Midd 
Top 1 

Final income · 
Income 

Bottc 
Bottom fifth 13 13 7 9 10 10 10 11 12 11 Midc 
Next fifth .. 17 16 13 14 15 15 14 16 16 15 Top I 
Middle fifth 19 19 17 18 18 18 18 19 18 18 
Next fifth 22 22 23 23 23 23 22 23 22 21 Other 2 

Top fifth 30 31 39 36 34 33 36 32 33 36 Bott' 

Total.. 100 100 100 100 100 100 100 100 100 100 
Midc 
Top 

Gini coefficients (per cent) Total Ci 
Original income . . 74 65 45 33 30 66 34 28 40 34 income 
Gross income 21 23 34 27 24 26 28 24 28 28 Bott 
Disposable income 17 19 30 25 21 23 26 22 25 27 Mid< 
Final income 17 18 32 27 23 23 26 21 21 25 Top 

1 Appendix 3, Table 4 gives more data for each household type. 1 See 1 
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Average number of economically active1 people per household by quintile group of original 
income within household type, 1982 
TABLE K 

Average per household (number) 
Bottom fifth 
Middle three-fifths 
Top fifth . . 

Household type2 

1-2 adults 
retired 

0.1 

1 See Appendix 1, para 11 for definition of economically active. 

1 adult 
non-retired 

0.2 
0.9 
1.0 

2 In Tables K to N some of the ten household types have been combined. 
The quintile groups have not been recalculated; the figures shown are 

(Table H). Quantile analysis at each stage of the re
distribution process may then be carried out for each group 
separately. The ten groups chosen comprise two containing 
retired persons, three including adults only, and five 
including adults and children. Their exact definitions are 
given in Appendix 1 (paragraphs 6 to 10). 

The highly skewed distribution of original income within 
the retired household groups is very striking (Table J) , with 
the top quintile group receiving over two-thirds of the 
income. The main components of original income for 
retired households are occupational pensions and invest
ment income which are concentrated in a small number of 
households, whilst the majority. have very little cash income 
other than their state pension (a cash benefit) . 

Since income from employment is the largest component 
of original income for non-retired households , the spread of 
original income within these groups could be expected to be 
related to the variation in the number of earners per house-

2 adults 2 adults 3 or more 1 adult with 
non-retired with children adults children 

0.9 0.9 1.3 
1.6 1.5 2.5 0.5 
1.8 1.7 3.0 0.9 

simply weighted averages of the quintile groups of the constituent 
household types. 

hold. This is particularly true of single adult households, 
whether or not they have children: at the lower end of the 
income distribution within lone parent families and single 
adult households there are substantial numbers of eco
nomically inactive persons (Table K). 

Table J indicates that income dispersion within each 
household group is reduced by government intervention 
through the tax-benefit system. The reductions are parti
cularly marked for retired households, one-parent families, 
and households with two adults and three or more children. 
The individual components of the system vary in importance 
for different groups of households and the following 
paragraphs examine each redistributive stage separately. 

Cash benefits 
Age-related benefits and child-related benefits are fairly 
evenly distributed within the retired household groups and 
household groups with children respectively (Table L). 

Cash benefits by quintile group of original income within each household type, 1982 
TABLE L 

Household type' 

1-2 adults 1 adult 2 adults 2 adults 3 or more 1 adult with 
retired non-retired non-retired with children adults children 

Average per household (£ per year) 
Age-related 

Bottom fifth 1 850 350 810 50 890 80 
Middle three-fifths 1 950 300 230 20 270 190 
Top fifth . . 1 860 20 80 10 140 

Child-related 
Bottom fifth 10 580 270 490 
Middle three-fifths 560 250 590 
Top fifth . . 550 240 540 

Income-related 
Bottom fifth 620 1 180 800 1 490 1 440 1 990 
Middle three-fifths 310 110 90 90 420 1 660 
Top fifth . . 30 30 10 10 190 160 

Other2 
Bottom fifth 200 340 430 230 670 80 
Middle three-fifths 180 50 100 50 190 60 
Top fifth .. 90 40 40 30 80 20 

Total cash benefits as a percentage of gross 
income 

Bottom fifth 100 92 47 49 47 100 
M iddle three-fifths 81 9 4 8 9 66 
Top fifth . . 32 1 1 3 3 9 

1 See footnote 2 to Table K. 2 Mainly related to sickness and disability. 
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Direct taxes as a percentage of gross income by quintile group of original income 
within each household type, 1982 
TABLE M 

(a) Income tax 
Bottom fifth .. 
Midd le three-fifths 
Top fifth 

(b) National Insurance contributions 
Bottom fifth .. 
Middle three-fifths 
Top fifth 

1 See footnote 2 to Table K. 

Household type' 

1-2 adults 
retired 

2.1 
16.6 

1 adult 
non-retired 

0.7 
16.6 
20.6 

5.2 
5.5 

2 adults 
non-retired 

5.7 
16.3 
19.3 

2.1 
5.5 
4.8 

2 adults w ith 
children 

4.7 
14.3 
19.0 

2.8 
5.5 
4.2 

3 or more 
adults 

5.9 
14.8 
17.7 

2.7 
5.3 
4.6 

1 adult with 
children 

1.6 
12.1 

1.0 
4.6 

Indirect taxes as a percentage of disposable income by quintile group of original income 
within each household type, 1982 
TABLE N 

Household type3 

1-2 adults 1 adult 2 adults 2 adults 3 or more 1 adult wit h 
retired non-retired non-retired with 'Children adults children 

(a) Domestic rates (net) 2 

Bottom f ifth' 2.9- 7.8 5.0- 8.8 4.5- 5.7 3.7- 5.6 2.6- 4.2 1.9- 9.7 
Middle three-fifths' 5.4- 7.1 5.8- 5.9 4.0- 4.1 4.4 3.0- 3.3 2.8- 7.0 
Top fifth 6.5 3.8 3.0 3.3 2.4 4.4 

(b) VAT 
Bottom fifth .. 4.3 7.3 8.0 7.1 8.1 5.8 
Middle three-fifths 5.2 7.5 7.2 7.5 8.0 5.1 
Top fifth 6.0 6.7 6.6 6.0 6.9 6.1 

(c) Duty on beer 
Bottom fifth .. 0.4 1.9 1.0 1.1 1.5 0.5 
Middle three-fifths 0.6 1.4 1.1 1.0 1.4 0.2 
Top fifth 0.4 1.0 0 .7 0.5 1.2 0 .6 

(d) Duty on w ines and spirits 
Bottom fifth .. 0.5 1.0 1.4 0.5 1.2 0.4 
Middle three-fifths 1.0 1.3 1.2 0 .9 1.1 0 .3 
Top fifth 1.8 1.7 ·1.3 0.9 1.2 0.8 

(e) Duty on tobacco 
Bottom fifth . . 2.7 4.1 4.8 5.1 4.7 4 .9 
Middle three-fifths 2.2 2.8 2.5 2.4 2.9 3.5 
Top fifth 1.2 1.4 1.0 1.0 1.6 1.7 

(f) Duty on hydrocarbon oils 
Bottom fifth .. 0.5 0.9 1.6 1.5 1.7 0.2 
Middle three-fifths . . 0.7 1.6 1.8 1.8 2.0 0 .7 
Top fifth 1.3 1.5 1.4 1.5 1.6 1.7 

(g) Car tax and vehicle excise duty 
Bottom fifth .. 0.4 0.4 0.9 0.8 0.8 
Middle three-fifths .. 0.5 1.0 1.0 1.0 1.0 0.3 
Top fifth 1.0 1.0 0.8 0.8 0.9 0.8 

(h) Other taxes on final goods and services 
Bottom fifth .. 1.6 1.7 1.7 1.6 1.4 1.7 
Middle three-fifths· 1.7 1.3 1.3 1.5 1.3 1.6 
Top fifth 1.5 1.1 1.0 1.1 1.0 1.6 

(j) Intermediate taxes 
Bottom fifth . . .5.8 8.0 6.9 6.8 6.9 6.8 
Middle three-fifths 5.9 6.1 5.6 6.3 6.0 6.4 
Top fifth 5.6 4.9 4.7 5.1 4.9 5.5 

(k) Total 
Bottom fifth' 19.8- 23.9 31.3-34.1 31 .2-32.1 28.8-30.2 29.3-30.5 23.8-29.9 
Middle three-fifths' 23.5-24.8 28.9- 29.0 25.7-25.8 26 .8 26.7-27.0 21 .8-25.2 
Top fifth 25.3 23.1 20.6 20.2 21.7 23.2 

' The ranges reflect the possible different treatment of rates- see box on 2 Net of rate rebates but including water, etc: charges. 
page 86. 3 See footnote 2 to Table K. 
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Income-related benefits are, of course, concentrated in the 
lowest quintile within each household group. Other benefits, 
most of which are related to sickness and disability, are also 
mainly concentrated in this quintile since their recipients 
are often economically inactive and therefore h'ave little or 
no original income. 

Thus, much the highest average cash benefit as a propor
tion of gross income goes to the lowest quintile within each 
household group. This means that cash benefits reduce 
income inequality within each group. The reduction is 
particularly large for retired households where cash benefits, 
m<tinly in the form of the state retirement pension, form 
virtually the whole of their gross income. 

Direct taxes 
Retired households and single-parent households pay very 
little direct tax, except those in the highest quintile (Table 
~). Within other household groups income tax as a per
centage of gross income increases as income rises. However, 
.Vational Insurance contributions form a smaller proportion 
of gross income at the upper end of the income scale than 
they do in the middle, because above a certain level of 
income contributions are at a fixed rate. The combined 
effect of these two direct taxes is to reduce income inequality 
within each household group, although they have con
siderably less impact than do cash benefits. 

Indirect taxes 
Table N shows that indirect taxes reduce income inequality 
only within the retired household group. This reduction is 
~used m1inly by the pattern of their payments of V AT, 
since retired households spend a high proportion of their 
income on zero-rated goods such as food and heating. Apart 
ifom domestic rates, whose payment may be covered by 
Supplementary Benefit, only duty on tobacco has its 
greatest impact on low income households in this group. 

In contrast, the overall effect of indirect taxes is to in
::rease income dispersion within most of the non-retired 
bousehold groups. As discussed in the all-households 
1nalysis, the percentage of disposable income paid in indirect 
taxes depends not only on the spending pattern of a house
hold but also on the proportion of disposable income 
which is saved. The payment of most indirect taxes by non
retired household groups illustrates this general tendency. 
The highest quintile group pay less as a proportion of 
disposable income than those in the middle of the income 
distribution and, in many cases; less than the lowest 
quintile too. A notable exception is duty on wines and 
spirits, which rises with household incomes since con
sumption of these items is more common in higher income 
households. The fall in the incidence of tobacco duty in 
absolute terms is particularly marked (tobacco consumption 
ends to be negatively correlated with income). 

Benefits in kind 
Broadly speaking, benefits from expenditure on education 
and health are fairly evenly distributed within. each house
hold group, although for a variety of reasons low income 
households tend to receive larger benefits. The highest 
1verage benefits from weifare foods go to households with 
·ow incomes because of their higher than average use of 
school meals and the greater likelihood of them being 
;>rovided free of charge. The average benefit from the 
housing subsidy is also substantially higher for low income 
· ouseholds within each group, because a higher proportion 
af low income households are public sector tenants. The 
1verage value of the 'other' benefits (passenger rail travel 
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subsidy, option mortgage expenditure and life assurance 
premium relief) is much higher for high income than for 
low income households in each group. The overall effect 
of benefits in kind is to reduce income inequality within 
each household groyp (see Appendix 3, Table 4). 

PART IT 

REDISTRIBUTION WITHIN HOUSEHOLDS 
CLASSIFIED BY THE EMPLOYMENT STATUS 
OF THE HEAD 

As already shown, the income of a household both before 
and after redistribution is highly correlated with the 
number of economically active members it contains. This 
section of the article will examine in some detail a further 
aspect of the relationship between income and activity: the 
way in which taxes and benefits vary according to the 
employment status of the head of the household. 

The FES data allow households to be classified by the 
employment status of their head, and this is used as the 
criterion for deriving the following six groups or categories 
chosen for this analysis: 

Households headed by-
A: a self-employed person or an employee who has 

been in paid work for at least nine months out of 
the twelve months preceding interview; 

B: an employee who has been away from work (either 
through sickness or unemployment) 

(i) for between three and six months of the year 
preceding interview; 

(ii) for between six and twelve months of the year 
preceding interview; 

(iii) for more than 12 months prior to interview; 

C: a retired person or an unoccupied person over 
minimum NI pension age; 

D: an unoccupied person under minimum (National 
Insurance) pension age. 

Table P shows the number of households responding to 
the FES in 1982 which fall into each of these categories and 
further details of the definitions are given in Appendix 2. 
For the sake of simplicity the following shorthand labels 
will be used from time to time in this section. 

A - in employment 

B - away from work (i) short term 
(ii) medium term 

(iii) long term 
C -retired 

D - unoccupied 

Summary of main results 
The impact of the tax-benefit system is different on each of 
the employment status groups and each is examined 
separately below. The main results of the analysis are: 

(i) It is the households whose head is not in employment 
(Categories B-D) which naturally gain most through 
the tax-benefit system compared with those in 
employment (Category A). In terms of current cash 
flows, there is redistribution of income from those 
working to those not working, and hence a reduction 
in the disparity of income between the two categories 
(Table P and Chart 5). 
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Summary of the effects of taxes and benefits by employment status category, 1982 
TABLE P 

Employment status of head of household 

Self-employed Employee away from work' for Retired or 
or employee at 
work' for at 3- 6 
least 9 months months 

Number of households in the sample 4474 127 

Average per household (£ per year} 
Original income 10 750 6640 

plus cash benefits 620 1 260 
Gross income . . 11 370 7 900 

less direct taxes 2450 1180 . 
Disposable income 8 920 6 710 

less indirect taxes 2190 2020 
plus benefits in kind . . 1 410 1 480 

Final income 8140 6170 

Percent that are public sector tenants 23 42 
Percent with female heads of household 10 16 

Average per household (number} 
Children 0.9 1.0 
Adults .. 2.2 2.1 
People . . 3.1 3.1 
Retired people .. 0.1 0.1 

Average age of head of household (years} 42 41 

1 During the year prior to interview. 

CHART5 
Effects of taxes and 

12,000 

benefits on average household 
income by employment status 
of head of household, 1982 

Average income 
per household 
(£per year) 
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unoccupied Unoccupied Average 
6-12 More than and over and under over all 
months 12 months pension age pension age households 

218 

3 750 
2130 
5 880 

580 
5 300 
1 650 
1 390 
5 030 

52 
12 

1.0 
2.2 
3.1 
0.1 

41 

218 1 887 504 7 428 

1 720 1 850 2360 7 380 
3110 2440 2 650 1 350 
4830 4 290 5 010 8 730 

320 400 340 1 650 
4520 3890 4 680 7 080 
1400 980 1 380 1 780 
1 770 920 1 790 1 320 
4890 3 830 5 090 6 620 

62 42 55 32 
8 47 48 22 

1.3 0.7 0.7 
2.1 1.6 1.8 2.0 
3.4 1.6 2.6 2.7 
0.1 1.3 0.1 0.4 

42 72 44 50 

(ii) Of those households whose head is not in employ
ment (Categories B-D), the ones gaining most 
through the tax-benefit system are those away from 
work long term, whose final income is nearly three 
times their original income. The final income of 
retired and unoccupied households is just over twice 
their original income. 

(iii) Within the group of households whose head is in 
employment or self-employment (Category A), i 
appears that there is very little redistribution between 
high income and low income households. 

Comparison between households classified by employment 
status 
Table Q shows where households classified by employmen: 
status are situated in the distribution of original income. 
Those households in which the head is in employment for 
more than nine months of the year are situated in the 
upper part cif the distribution, with nearly 90 per cent of 
them in the top three quintile groups. This is to be expectee 
since the main component of original income is earnings 
from employment and self-employment. Those households 
where the head has not worked at all during the previous 
year, .whether because he/she is, for example, retired, 
unemployed, sick or disabled, are concentrated in the 
bottom two quintile groups, with over half of households in 
each of these three categories falling in the lowest quintile 
group. 

An examination of the distribution of each employment 
status group amongst all households ranked by final income 
shows that, although households in employment remain 
concentrated in the upper part of the distribution, most 
other categories are much more evenly spread throughout 
all quintile groups (Table R). The exception is the retired 
household group where 79 per cent of households remain 
in the bottom two quintiles. 
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~e composition of each employment status category by quintile groups of original 
::1come, 1982 

- - BLE Q 

Ouintile groups of original income 

Bottom 

:arcentages 
:.-:~ployment status of head of household 

Self-employed or employee at work' for at least 9 months 
Employee away from work 1 for 

-3-6 months 2 
-6-1 2 months 17 
-more than 12 months 68 

Retired or unoccupied and over pensiun age 54 
Unoccupied and under pension age 52 

- I households 20 

During the year prior to interview. 

Average original income ranges from £1 720 per annum 
·here the head of household has not worked for twelve 

;:;10nths or more, to £10 750 per annum where the head has 
ot worked for three months or less, a ratio of 1: 6; after 

1.11 taxes and benefits this ratio is reduced to 1 : 2 (Table P). 
However, when the groups in Table Rare ranked by their 
;inal income, those away from work long term move up the 
:ncome scale and their place at the bottom is taken by 
. ouseholds where the head is retired. As illustrated by 
Chart 5, these two groups start out with very similar original 
~comes but those away from work long term gain more per 
household from the tax-benefit system than the retired, 
mainly because of their receipts of child-related benefits 
both in cash and in kind. Two other groups switch positions 
in the income distribution as a result of taxes and benefits: 
the unoccupied and those away from work medium term, 
with the unoccupied starting out with about two-thirds the 
average original income of those away from work medium 
term but ending up with a slightly higher average final 
income. 

Category A: Head of Household Self-employed or an 
Employee In Paid Work For At Least Nine Months 
In 60 per cent of households the head had been in paid 
employment or self-employment for at least nine months 
of the preceding year. Thus this group received the highest 
average original income (£10 750), 95 per cent of which was 
derived from wages and salaries or self-employment income. 

2nd 3rd 4th Top Total 

11 

42 
57 
19 
34 
30 

20 

27 30 32 100 

31 15 10 100 
14 8 5 100 

6 5 2 100 
8 3 2 100 

10 6 3 100 

20 20 20 100 

Nearly a quarter of this income was earned by members of 
the household other than the main earner, indicating the 
importance of second incomes. 

Cash benefits form a very small proportion of gross 
income (5 per cent) and the only payment of any size is of 
child benefit, which is, of course, related not to income but 
to the number of children in the household (Table S). Small 
receipts of other benefits reflect the presence in some 
households of dependants who may, for example, be retired, 
full-time students, or unemployed. 

This group of households contribute more to government 
revenue than any other of the employment status groups. 
Their payments of direct taxes amount to 22 per cent of 
their gross income, and they are the only group who pay 
more in direct taxes than in indirect taxes (Table P), Those 
in employment spend more in absolute terms on VAT
rateable goods than other employment status groups and 
have higher payments of domestic rates (Appendix 2, 
Table 1). They pay more than other groups in duties on 
wines, spirits, and hydrocarbon oils, and, since they are 
more likely to be car owners, more in car tax and vehicle 
excise duty. Since most owner-occupiers are to be found 
in this group, payments of stamp duty on house purchase 
are also concentrated here. However, this group pays less 
than most others in duties on tobacco and beer. Neverthe
less, although high in cash terms, payments of indirect 
taxes as a proportion of disposable income are lower than 
in most other groups because those in employment are 

The composition of each employment status category by quintile groups of final income, 1982 
TABLE R 

Quintile groups of final income 

Bottom 2nd 3rd 4th Top Total 

Percentages 
Employment status of head of household 

Self-employed or employee at work' for at least 9 months 6 13 23 28 30 100 
Employee away from work' for 

- 3- 6 months 17 22 24 24 13 100 
-6-12 months 25 28 25 16 7 100 
-more than 12 months 34 23 20 12 10 100 

Retired or unoccupied and over pension age 46 33 13 5 3 100 
Unoccupied and under pension age 34 25 19 10 12 100 

All households 20 20 20 20 20 100 

1 During the year prior to interview. 
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Average value of cash benefits for each employment status category, 1982 
TABLES 

Cash benefits 

Age-
related 

Average per household (£ per year) 
Employment status of head of household 

Self-employed or employee at work 2 for at least 9 months 140 
Employee away from work 2 for 

- 3-6 months 100 
-6-12 months 80 
- more than 12 months 20 

Retired or unoccupied and over pension age 1 960 
Unoccupied and under pension age 230 

Average over all households 600 

1 Mainly related to sickness and disability. 
2 During the. year prior to interview. 

more likely to save than the other employment status 
groups (Table T). 

Although cash benefits are relatively insignificant to the 
income of this household group, benefits in kind are more 
important (Table U). In-kind benefits allocated to house
holds in employment (£1 410 per annum) are similar in 
total to the amount allocated to other non-retired household 
groups, although as a percentage of final income they are 
much lower (17 per cent). Imputed income from education 
and health services accounts for nearly 90 per 'cent of 
the total. 

Quanti le analysis within this category of households pro
duces some interesting results. The distribution of original 
income amongst quintile groups of households is scarcely 
different from the distribution of final income (Appendix 2, 
Table 2), and it thus appears that there is very little re
distribution between high income and low income house
holds whose head is in employment/self-employment. 
However, the fact that these results are on a household 
rather than an indiv1dual basis means that care must be 
taken in their interpretation. As already shown, a house
hold's income is highly correlated with the number of 

Cash benefits 
as a 

Income- Child- percentage of 
related related Other' Total gross income 

(per cent) 

140 280 70 620 5 

730 290 130 1 260 16 
1 520 290 240 2130 36 
2 500 360 220 3 110 64 

330 10 140 2440 57 
1 280 240 900 2 650 53 

390 210 150 1 350 15 

earners it contains and therefore there is a natural tendency 
for the upper quintile groups to have a higher share of both 
original and final income. A household with several earners 
will not only, in general, show a higher household original 
income but the personal tax allowances for the household 
will be higher than if an equivalent income had been earned 
by one household member only. The fact that there is little 
redistribution between high and low income households 
on average does not necessarily mean that there is no 
redistribution between high and low income households of 
a given size and composition. 

Category B: Head of Household Away From Work for 
Three Months or More 
The head of a household may be an employee who has been 
away from work for a period during the 12 months prior to 
interview either because of unemployment or because of 
sickness. Broadly speaking, such persons consider them
selves members of the labour force but they have experienced 
a spell in which they have not been in paid employment. 
Information derived from the FES indicates that 8 per cent 
of heads of households in the 1982 sample experienced 

Indirect taxes as a percentage of disposable income for each employment status 
category, 1982 
TABLET 

Indirect taxes 

Car {ax Other 
Duty on Duty on and taxes on 

Domestic wine hydro- vehicle final Inter-
rates Duty on and Duty on carbon excise goods and mediate 
(net) •; 2 VAT beer spirits tobacco oils duty services taxes Tota1 1, 2 

--- --- --- --- ·--- - -- - - - - - --
Employment status of head of household 

Self-employed or employee at work3 for at 
least 9 months .. 3.7 7.1 1.0 1.1 2.1 1.7 0.9 1.3 5.6 24.5 

Employee away from work3 for 
- 3-6 months 3.6-4.1 8.4 1.4 1.0 3.8 2.0 0.9 1.4 7.0 29.7-30.1 
-6-12 months . . 3.4-4.7 7.9 1.7 1.1 4.9 1.8 1.1 1.6 6 .4 30.2-31.2 
- more than 12 months .. 2.0-5.5 7.3 1.4 1.0 5.9 1.2 0.7 1.5 6.6 28.4- 31.0 

Retired or unoccupied and over pension age . . 4.8-6.2 5.8 0.7 1.3 2.1 1.0 0.7 1.5 5.8 23.9-25.1 
Unoccupied and under pension age .. 3.3-5.4 7.8 1.0 0.9 3.9 1.4 0 .7 1.5 7.0 27.9-29.5 

--- --- --- --- --- --- --- - - - ---
Average over all households 3.7-4.2 7.0 1.0 1.1 2.4 1.6 0.9 1.3 5.8 24.8-25.2 

1 Net of rate rebates, but including water, etc, charges. 3 During the year prior to interview. 
2 The ranges reflect the alternative treatment of rates - see box, page 86. 

peri 
hou 
thei 
6-1: 
tern 
thaJ 

B 
thes 
teri~ 
ace< 
ave1 
the: 
lOll! 
proJ 
witt 
fron 
hou: 
thre 
age 
four 
be in 
hold 
hou: 
wou 
acti• 
to e 
yom 
pers 
may 
be c 

A 
shar 
fron 
wor 
tern 
wor. 
hou: 
awa 
bee 

c 
systt 
thre 
way 
fron 
part 
aver 
the 
m eo 

Av' 
TAB 

Ave1 
Em pi 

SE 

Er 

RI 
Ut 

Aver 

'Dt 



periods of absence totalling three months or more. These 
households have been further subdivided by the period 
their head spent away from work: 3-6 months (short term); 
6-12 months (medium term); more than 12 months (long 
term). Most of the absence is due to unemployment rather 
than sickness. 

Before examining the effects of the tax-benefit system on 
these three groups, some of their basic household charac
teristics are worth noting and in particular how these vary 
according to the period spent away from work. Though the 
average number of adults in the household,remains almost 
the same for each of the three groups, those away from work 
long term tend to have more children (Taole R). The 
proportion of public sector tenants is higher than average 
within all three groups and tends to rise as the period away 
from work increases. The average age of the head of 
household, around 41 years, hardly varies between the 
three groups and is also virtually identical to the average 
age of heads in employment. The age distribution of all 
four groups is also very similar, the only major difference 
being a rather higher proportion of young heads of house
holds (20-25 year olds) away from work than in the 
households in employment. Subject to one qualification, it 
would thus appear from the FES that older economically 
active heads of households are on average not more likely 
to experience longer periods away from . work than their 
younger counterparts. The qualification is that an older 
person who has been away from work for a long period 
may be more likely to consider himself unoccupied and so 
be classified as such (see section on the unoccupied below). 

As might be expected, average original income drops 
sharply as the period away from work increases, ranging 
from £6 640 per annum where the head has been away from 
work short term to £1 720 for those away from work long 
term (Table P). Apart from the length of time away from 
work, another factor in this dispersion is that for t.hose 
households where the head is married, the longer the period 
away from work of the head, the less likely his spouse is to 
be employed. 

Chart 5 shows what an important effect the tax-benefit 
system has in reducing inequality in income between these 
three household groups (see broken lines on chart). The 
way in which dispersion is reduced between those away 
from work long term and those away medium term is 
particularly striking. Though the former group have, on 
average, only about half the original income of the latter, 
the two groups end up with a very similar average final 
income. 
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As the period of absence from work increases cash 
benefits play a more and more important part in household 
gross income, rising from an average of 16 per cent for 
those away from work short term to 64 per cent for those 
away from work long term. Those away from work long 
term receive the highest cash benefits of all the employment 
status groups, averaging £3 110 per annum in 1982 (Table 
S), the bulk of which is income-related. Chart 6 illustrates 
how the various cash benefits alter in importance in the 
income of these households as the period away from work 
increases. The structure of the benefit system is such that the 
longer households are away from work the more important 
Supplementary Benefit becomes, both in absolute and 
percentage terms, whilst receipts of Unemployment Benefit, 

4,000 

3,000 

2,000 

1,000 

0 

CHART6 
Cash benefits received 
by households whose employee 
head has been away from work 
3 months or more 1 • 1982 
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Average value of benefits in kind for each employment status category, 1982 
TABLE U 

Average per household (£ per year) 
Employment status of head of household 

Self-employed or employee at work' for at 
least 9 months .. 

Employee away from work' for 
-3-6 months 
-6-12 months .. 
-more than 12 months .. 

Retired or unoccupied and over pension age 
Unoccupied and under pension age .. 

Average over all households . . 

1 During the year prior to interview. 

Benefits in kind 

Welfare 
Education foods 

700 

730 
670 
900 
20 

1 110 

560 

20 

60 
60 

130 

60 

30 

Health 

530 

530 
500 
580 
790 
450 

590 

Housing 
subsidy 

60 

80 
120 
120 

90 
130 

80 

Other 

100 

80 
40 
30 
10 
40 

70 

Total 

1 410 

1 480 
1 390 
1 770 

920 
1 790 
----
1 320 

Benefits in kind 
as a percentage 
of final income 

(per cent) 

17 

24 
28 
36 
24 
35 

20 
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which is only payable for a year, decline. Child Benefit is 
highest in absolute terms for households where the head 
has been away from work long term since on average these 
households contain more children. 

Direct taxes decline as a percentage of gross income as the 
period away from work lengthens. 

Payment of indirect taxes forms a very similar percentage 
of disposable income for all three groups, about 30 per cent 
(Table T), a higher proportion than for the other three 
employment status groups. The contrast between those 
away from work short term (30 per cent) and those in 
employment (25 per cent) is particularly ~arked, _al~hou!Sh 
in absolute terms the difference IS only shght. Th1s 1mphes 
that when a head of household is away from work for a 
relatively short period, household savings may immediately 
fall but the level of expenditure may be maintained as far as 
possible. As a proportion of disposable income the payment 
of indirect taxes remains about the same as the penod away 
from work increases. However, looking at these taxes and 
duties individually it is interesting to note that tobacco duty 
rises sharply as a proportion of disposable income whilst 
most other indirect taxes fall. 

Total benefits in kind are not correlated with the period 
away from work because the bulk of such benefits are not 
means-tested (Table U). However, the imputed allocations 
of welfare foods are on average much larger for those absent 
long term than for any other of the household groups not 
only because the numbers of children per household are 
above average but also because these households are more 
likely to be entitled to free school meals. Imputed income 
from the housing subsidy is also high reflecting mainly the 
substantial proportion of public sector tenants in these 
groups. 

Category C: Head of Household Retired or Unoccupied and 
Over Minimum NI Pension Age 
This group of households is very similar to , though not 
identical with, the 1-2 adult retired households groups 
discussed earlier in this article. The effects of the tax-benefit 
system are therefore much the same for both groups and 
so no detailed analysis will be presented in this section. 
Briefly, original income is low, comprising mainly occupa
tional pensions, which are received by about half of these 
households, and investment income. Cash benefits, mamly 
the state retirement pension, form 57 per cent of average 
gross income. Compared to the other two groups where 
the head has not worked throughout the previous year 
(those away from work long term and the unoccupied) 
retired households pay, on average, a slightly higher pro
portion of their income in direct taxes. However, they pay, 
on average, less in indirect taxes than any of the other 
employment status groups, both in absolute terms and as 
a proportion of disposable income. Health services COI?-

prise 86 per cent of their imputed income from benefits m 
kind, which in total form 24 per cent of their final income. 

Category D: Head of Household Unoccupied and Under 
Minimum NI Pension Age 
This group comprised 7 per cent of FES responding house
holds in 1982. In these households the head is unable either 
tu work or to seek work for a wide variety of reasons: for 
example, he/she may be disabled, a lone parent looking 
after young children or a full-time student. A high propor
tion (55 per cent) are public sector tenants. Nearly half the 
heads of these households are women, compared with the 
proportion for all non-retired households of 14 per cent. 

Many of these women are heading one-parent families b_ 
a significant proportion are living alone. The age distrib1:
tion of the heads of households in this group shows a:: 
interesting pattern, with concentrations in the under-::.: 
age range (mainly students) and in the 55-65 age range : =. 
fact 38 per cent of heads are between 55 and 65 years of age 
Since most are also men, a possible explanation is that -
man of this age who becomes unemployed may not conside
it worthwhile to seek work and would thus describe himse·~ 
as unoccupied and out of the labour force. This would t!~ 
in with the rather surprisingly young age distribution c_ 

those away from work long term (see above). 

It is not surprising that original income within th= 
household group is fairly low, averaging £2 360 per annu::: 
(Table R) - the main earner in a household may n = 
necessarily be its head (Appendix 2, paragraph 2). Ott
income is larger than in other household groups averagJL; 
£415 per annum compared with an average over all house
holds of £80 (Appendix 2, Table 1). Most of this othc 
income comprises contributions from individuals outsiC:: 
the household, such as allowances from absent husbands -
alimony. 

Cash benefits constitute just over half the average gro,_ 
income of this household group. The types of cash ben~ 
received reflect the diverse composition of the gro : 
(Chart 7). Supplementary Benefit plays the major role sine= 
most households are on low incomes: it may be recall -
that over half of households whose head is unoccupie.::. 
appear in the lowest quintile group when all householC:' 
are ranked by original income (Table Q). Other cas.: 
benefits are directly linked to the reason the head of hous....._ 
hold cannot work, for example, invalidity pensions aL..:. 

student maintenance grants. Since many households a..""! 
lone-parent families or women living alone, child_ benefr:: 
and widows pensions are also important. 

CHART7 
Composition of cash benefits . 
received by households whose head IS 
unoccupied and under pension age, 1982 
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On average these households pay only 7 per cent of their 
z.ross income in direct taxes because most of the cash 
:.enefits they receive are non-taxable. Table T shows that 
::J.eir payment of indirect taxes as a proportion of disposable 
:ncome is higher than the average over all households and 
:hat the proportions paid in VAT, duty on tobacco, and 
:::~termediate taxes are well above the average for these 
ems. However, because of their expenditure pattern they 

?J.Y less than average in duties on wines and spirits, and in 
car tax, vehicle excise duty and duty on hydrocarbon oils. 
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Households where the head is unoccupied are, on average, 
the recipients of the highest benefits in kind (Table U). 
Imputed receipts of education benefit are nearly twice the 
average for all households and constitute 62 per cent of all 
such benefits allocated to this household group. The 
explanation is not that the average number of children per 
household is higher in this group than in any of the other 
non-retired household groups - it is lower - but that there 
are a significant number of households comprising only 
students in higher education for whom the cost per head to 
the Exchequer is substantially greater than the cost per 
school pupil. 
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APPENDIX 1 

Methodology and Definitions 
The allocation of government expenditure and its financing 
1. There are considerable difficulties in moving from the 
aggregates of government expenditure and financing 
published in the National Income and Expenditure Blue 
Book to apportioning taxes and benefits to individual house
holds. We can obtain information about the types of 
household that receive cash benefits and pay direct taxes 
through surveys such as the Family Expenditure Survey 
(FES). From the replies respondents give to questions on 
their expenditure we can impute their payments of indirect 
taxes, and from information they supply about such factors 
as their ages and the number of children in the household we 
can estimate the average costs of providing them with social 
services, such as health and education. But there are other 
kinds of financing, such as corporation tax and government 
receipts from public corporations, which are not covered 
in the FES and which are difficult to apportion to individual 
households. Indeed, most people would probably not think 
of these as leading to a reduction in their personal incomes. 
Similarly, there are other items of government expenditure, 
such as capital expenditure and expenditure on defence 
and on the maintenance of law and. order, for which there 
is no clear conceptual basis for allocation, or for which we 
do not in any event have sufficient information to make 
an allocation. 

Family Expenditure Survey 
2. The estimates in this article are based mainly on data 
derived from the FES. The FES is a continuous survey of 
the expenditure of private households. People living in 
hotels, lodging houses, and in institutions such as old 
peoples' homes are excluded. Each adult keeps a full 
record of payments made during 14 consecutive days and 
answers questions about hire purchase and other payments. 
He also gives detailed information, where appropriate, 
about income (including cash benefits received from the 
state) and payments of income tax. Information on age, 
occupation, education received, family composition and 
housing tenure is also obtained. 

3. One of the main purposes of the FES is to yield informa
tion on household expenditure patterns to produce the 
weights used in compiling the index of retail prices. The 
survey is conducted by the Office of Population Censuses 
and Surveys on behalf of the Department of Employment 
who analyse and report on it. The Family Expenditure 
Survey Report for 1982, containing detailed data on house
hold characteristics, income, and expenditure, will be 
published shortly. Details of the survey method are set 
out in Family Expenditure Survey Handbook by W F F 
Kemsley, R U Redpath and M Holmes. Both are published 
by Her Majesty's Stationery Office. 

4. The number of households co-operating in the FES in 
1982 was 7 428. The response rate was 71.8 per cent. 

5. The available evidence suggests that older households, 
households where the head is self-employed, those without 
children and higher income households, are less likely 
to co-operate than others. In addition response in 
Greater London is noticeably lower than in other areas 
(see 'Family Expenditure Survey: a study of differential 
response based on a comparison of the 1971 sample with 
the census' by W F F Kemsley, Statistical News No. 31, 
November 1975 (HMSO)). It is not practicable at present 

to correct for any consequential non-response bias: the 
results in the article are based on the responses of thoSe 
households which actually co-operated in the survey. This 
means that some of the figures differ from those producei 
by other surveys (see also 'Differential response in the 
Family Expenditure Survey: the effect on estimates of 
redistribution of income' by R Harris in Statistical Nev•s 
No. 39, November 1977 (HMSO)). 

Unit of analysis 
6. The basic unit of analysis in the article is the household. 
and not the family or the individual. A household is definee 
in the FES as comprising people who live at the same 
address and who share common catering for at least one 
meal a day. Spending on many items, particularly m:. 
housing, fuel and light and food, is largely joint spending 
by the members of the household. Without further informa
tion or assumptions it is impossible to apportion indirec: 
taxes between individuals or other sub-divisions of house
holds. It would also be far from simple to apportion income 
direct taxes and benefits. 

7. In classifying the households, adults have been taken 
as all people aged 16 and over. Most of the 'extra' adults 
in households with at least three adults are sons or daughters 
of the head of household rather than retired people. 

8. A retired household is defined as one in which the 
combined income of members who are at least 60, and who 
describe themselves as retired or unoccupied, amounts to 
at least half the total gross income of the household; or 
in which the head is over state pension age, and more thaL 
three quarters of the household's income consists of 
national insurance retirement and similar state pensions. 
or related supplementary benefit. 

9. By no means all retired people are in retired households : 
about one in three households comprising three or more 
adults contain retired people, for example, and households 
comprising one retired and one non-retired adult are ofteh 
classified as non-retired. 

10. The sample households have been classified according 
to their compositions at the time of the interview; it is 
particularly important to bear this in mind for households 
comprising one adult with children - it is likely that many 
of these households changed their composition at some time 
during the year. 

11. Economically active people comprise employees, the 
self-employed and others not in employment but who are 
seeking or intending, when able, to seek work. In 1982 there 
were changes in the FES in the definition relating to 
economic activity. The effect of these changes is to exclude 
all those out of employment for more than a year rather 
than five years. This exclusion applies regardless of the fac: 
that they may still describe themselves as seeking work. 
Also excluded are those who have not been in paid employ
ment since leaving full-time education unless they have 
worked within the previous year; certain of the part-time 
self-employed with very small incomes; and those whose 
only economic activity is working as mail-order agents or 
baby-sitters. Therefore figures on economic activity given 
in this article are not comparable with those given in 
previous articles in this series. 
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Income: redistributive stages 
12. Stage one 

Original income plus cash benefits = Gross income. 

Stage two 
Gross income minus direct taxes = Disposable income. 

Stage three 
Disposable income minus indirect taxes plus other 
benefits = Income after all taxes and benefits (final 
income). 

13. The starting point of the analysis is original income. 
This is the annual income in cash and kind of all members 
of the household before the deduction of taxes or the 
addition of any' state benefits. It includes income from 
employment, self-employment, investment and occupational 
pensions. Employment income is based on the last payment 
received before the interview or, where different, the amount 
usually received. Allowance is made for any periods of 
absence from work through sickness and unemployment 
in the preceding twelve months, and for bonuses. Income 
from self-employment is recorded in the FES for a past 
period. This is brought up to current levels using an index 
of income from self-employment derived from the National 
Accounts. Income from interest, dividends and rent is 
taken as the amount received in the 12 months before 
the interview. Income from occupational pensions is based 
on the last payment received. 

14. Households living in rent-free dwellings are each 
assigned an imputed income based upon the rateable value 
of the dwelling. This is counted as employment income if 
the tenancy depends on the job. 

15. The next stage of the analysis is to add on cash benefits 
to original income to obtain gross income. This is slightly 
different to the 'gross normal weekly income' used in the 
FES Report, mainly because it excludes the imputed rent 
of owner-occupiers. Cash benefits are: 

Age-related 
Retirement and old persons' pension, Widows' benefit, 
Christmas bonus for pensioners. 

Child-related 
Child benefit, Maternity allowance, Maternity grant. 

Income-related 
Unemployment benefit, Family Income Supplement, 
Supplementary benefit, Rent rebates and rent allow
ances, Student maintenance awards. 

Other cash benefits 
War pension, Invalidity pension, Non-contributory 
invalidity pension, Housewives non-contributory in
validity pension, Invalid care allowance, Attendance 
allowance, Sickness benefit, Industrial injury disable
ment benefit, Death grant, other benefits. 

16. This division involves some arbitrary alloca!ions (for 
example, most income-related benefits depend on the 
number of children in the household), and it differs from 
classifications used elsewhere. It is adopted in the article 
purely for the purpose of shedding further light on the 
redistributive effects of cash benefits. 

17. Income from short-term benefits is taken as the product 
of the last weekly payment and the number of weeks the 
benefit was received in the 12 months prior to interview. 
Income from long-term benefits, and from rent rebates 
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and allowances, is based on current rates. The National 
Accounts (and Table I of Appendix 3) include payments 
made by local authorities to the Department of Health 
and Social Security in respect of recipients of Supplementary 
Benefit as 'rent rebates and allowances'. Supplementary 
Benefit includes all supplementary allowances where they 
are separately distinguished by respondents. 

18. Direct taxes are then deducted to give disposable income. 
Direct taxes are: 

Income tax 
Employees' and self-employed contributions to national 
insurance and national health services. 

19. The estimates are based on the amount deducted from 
the last payments of employment income and pensions, 
and on the amount paid in the last 12 months in respect 
of income from self-employment, interest, dividends and 
rent. The income tax payments recorded will therefore take 
account of a household's tax allowances including tax relief 
on mortgage interest, but not on life assurance premiums, 
where administrative arrangements are different. 

20. As original income includes some elements not actually 
received in cash, disposable income as defined here does not 
correspond exactly to money available for the household 
to spend. It does however give an indication of the resources 
which are available to the household, and which influence 
spending decisions. 

21. The order in which the remaining allocated items are 
presented is to some extent arbitrary. 

22. Indirect taxes on final consumer goods and services are: 
Local authority rates on dwellings (after rebates) 
Duties on beer, wines, spirits, tobacco, oil, betting, etc. 
Value added tax (V AT) 
Customs (import) duties 
Car tax 
Motor vehicle duties 
Driving licences 
Television licences 
Stamp duties 

23. These taxes are either levied directly on the consumer 
(for example domestic rates) or are assumed to be fully 
incident on the consumer. For example, the amount of V AT 
which is paid by the household is calculated from the 
household's total expenditure on goods and services subject 
to VAT. 

24. The figures for domestic rates include, as well as local 
authority rates, charges made by water authorities for 
water, environmental and sewerage services, although these 
charges to households in England and Wales are no longer 
counted as general government receipts in the National 
Accounts. (In Scotland these payments go to the local 
authorities and are so counted.) As explained in the article, 
local authority rates are paid in full by most recipients of 
supplementary benefit , as the supplementary benefit 
payments they receive include an allowance for this item. 
Where ranges are shown (in Tables E, N and T) for the 
burden of rates (and total indirect taxes), the lower end has 
been calculated by excluding the rates payments of most 
SB households, and by subtracting corresponding sums 
from their gross incomes. For each household where the SB 
received is less than the total rent and rates bill, however, 
its gross income and rates payment have been reduced by 
only a proportion of the SB - the proportion that rates 
represents of rent and rates combined. 
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25. V AT and car tax affect the prices of secondhand cars 
and are therefore assumed to be incident on the purchasers 
and vendors of such cars. In allocating taxes, expenditures 
recorded in the FES on alcoholic drink, tobacco, ice cream, 
soft drinks and confectionery are weighted to allow for the 
known under-recording of these items in the sample. The 
true expenditure in each case is assumed to be proportional 
to the recorded expenditure. 

26. The incidence of stamp duty on house purchase on an 
owner-occupying household has been taken as the product 
of the hypothetical duty payable on buying the current 
dwelling (estimated from rateable values) and the probability 
of a household of that type moving in a given year (estimated 
from the General Household Survey). 

27. Indirect taxes on intermediate goods and services are: 
Local authority rates on commercial and industrial 

property 
Motor vehicle duties 
Duties on hydrocarbon oils 
Customs (import) duties 
Stamp duties 
Employers' contributions to national insurance, the 

National Health Service, the industrial injuries fund 
and the redundancy payments scheme 

National insurance surcharge. 

28. These are taxes that fall on goods and services purchased 
by industry. Only the elements attributable to the production 
of subsequent goods and services for final consumption by 
the UK personal sector are allocated in the article, being 
assumed to be fully shifted to the consumer. Their alloca
tions between different categories of consumers' expenditure 
are based on the relation between intermediate production 
and final consumption using input-output techniques. 

29. Finally, we add the effects of benefits in kind for which 
there is a reasonable basis for allocation to households, to 
obtain final income. Benefits in kind are: 

State education 
School meals, milk and other welfare foods 
National Health Service 
Housing subsidy 
Rail travel subsidy 
Option mortgage expenditure 
Life assurance premium relief 

30. Education benefit is estimated by the Department of 
Education and Science as the cost per pupil or student in 
special schools, primary, secondary and direct grant schools, 
universities, and other further education establishments. 
The value of the benefit attributed to a household depends 
on the number of people in the household recorded in the 
FES as receiving each kind of education (students away from 
home are not counted) . 

31. The value of school meals and other welfare foods is 
based on their cost to the public authorities. Any payment 
by the individual households is subtracted to arrive at a 
net contribution. 

32. Each individual in the FES is allocated a benefit from 
the National Health Service according to the estimated 
average use made of health services by people of the same 
age and sex, and according to the total cost of providing 
those services. The benefit from the maternity services is 
assigned separately to those households receiving maternity 
grant. 

33. In this article public sector tenants are defined to include 
the tenants of local authorities, New Town Corporations, 
the Scottish Special Housing Association (SSHA) and the 
Northern Ireland Housing Executive (NIHE). The tota" 
housing subsidy includes the net excess of current expenditure 
over income on the housing revenue accounts of loca: 
authorities ; and grants paid to the New Town Corporations. 
the SSHA, the NIHE and the Housing Corporation. WithiL 
Greater London, the rest of England, Wales, Scotland and 
Northern Ireland each public sector tenant has bee 
allocated a share of the region's total relevant subsidy basee 
on the gross rateable value of his dwelling. The grant to the 
Housing Corporation has been similarly allocated to 
housing association tenants in the UK. Housing subsid3 
does not include mortgage interest tax relief, rent rebate5 
and allowances or rate rebates (see paragraphs 19, 15 a ne 
24 respectively) . 

34. The rail travel subsidies allocated are those to Britis'
Rail and to London Transport railways (the Underground 
They are estimated by calculating the ratio of the cost o: 
the subsidy to consumers' expenditure on rail fares. I:. 
allocating the British Rail subsidy the total subsidy paid i: 
apportioned between freight and passenger services by the 
receipts of British Rail for their freight and passenge: 
business, and then a further apportionment between th= 
personal and the business and other sectors is made. ThE 
gives the amount of subsidy attributable to rail travel b:
the personal sector. In allocating the subsidy to Londo:: 
Transport railways the total subsidy to London Transpor: 
is apportioned between tube and bus services by th~ 
receipts of these sectors, with an allowance for the use o·
the Underground for business purposes. 

35. Option mortgages are those where the building societies 
(or other bodies) charge a low rate of interest, beini 
compensated for this by payments from central governmen· 
The interest payments do not then qualify for tax relie: 
the scheme being primarily for the benefit of non-taxpayer>. 
The benefit to each household holding an option mortga_:: 
is assumed to be in proportion to its last interest paymen-

36. Central government makes payments to life assuranc: 
funds enabling them to reduce their premiums to mo=
policy-holders. The benefit to each household of th:.: 

_expenditure is assumed to be in p~q>ortion to its premiu=. 
paymints. 

37. It must be emphasised that the analysis in this artic ~ 
provides only a very rough guide to the kinds ofhouseho': 
which benefit from government expenditure, and by ho 
much, an·d to those which finance it. Apart from the fa;: 
that large parts of expenditure and receipts are not allocat -
the criteria used both to allocate taxes and to value ar..: 
apportion benefits to individual households could 
regarded as too simplistic. For example, the lack of da:
forces us to assume that the incidence of direct taxes fa;_:: 
on the individual from whose income the tax is deductec.. 
This implies that the benefit of tax relief for mortga:
interest, for example, accrues directly to the tax pa:= 
rather than to some other party, for example, the vend.:: 
of the land. It also implies that the working populati 
is not able to pass the cost of the direct tax back -
employers through lower profits, or to consumers throug.: 
higher prices. And, in allocating indirect taxes we assur;::! 
that the part of the tax falling on consumers' expenditure 
borne by the households which buy the item or the servi
taxed, whereas in reality the incidence of the tax is sprea: 
by pricing policies and probably falls in varying proportio
on the producers of a good or service, on their employee:: 
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on the buyer, and on the producers and consumers of other 
goods and services. Another example is that we know only 
an estimate of the total financial cost of providing benefits 
such as education, and so we have to treat that cost as if 
it measured the benefit which accrues to recipients of the 
service. In fact, the value the recipients themselves place 
on the service may be very different to the cost of providing 
it; moreover, there may be households in the community, 
other than the immediate beneficiaries, who receive a benefit 
indirectly from the general provision of the service. 

Gini coefficient 
38. The Gini coefficient is the most widely used summary 
measure of the degree of inequality in an income distribu
tion. It can most easily be understood by considering a 
Lorenz curve of the income distribution, ie, a graph of the 
cumulative income share against the cumulative household 
share. The curve representing complete equality of income 
is thus a diagonal line, as in Diagram A, while complete 
inequality (with only one recipient of income) is represented 
by a curve comprising the horizontal axis and the right-hand 
vertical axis. 

39. A more typical Lorenz curve is illustrated in Diagram B. 
The area between the Lorenz curve and the diagonal line 

Cumulative 
income 
share 
(per cent) 

DIAGRAM A 

Complete income equality 

0 Cumulative household share (per cent) 100 
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of complete equality, as a proportion of the triangular 
area between the curves of complete equality and inequality, 
gives the value of the Gini coefficient. This is the shaded 
area in Diagram B. Thus a distribution of perfectly equal 
incomes has a Gini coefficient of zero; as inequality increases 
(and the Lorenz curve bellies out), so does the Gini co
efficient until, with complete inequality, it reaches its 
maximum value of 1 (or 100 per cent). 

Previous articles 
40. This article is the latest in an annual series. Earlier 
articles covering the years 1957 to 1981 were published in 
the following issues of Economic Trends: November 1962, 
February 1964, August 1966, February 1968, 1969, 1970, 
1971, 1972, November 1972 and 1973, December 1974, 
February 1976, December 1976, February 1978, January 
1979, 1980, 1981 and 1982, December 1982. The January 
1981 article contains a comprehensive account of the 
changes in treatment over the years. As far as is practicable 
with the resources available, the Central Statistical Office 
will provide on request analyses for 1982 on. a basis com
parable with those for earlier years. Enquiries should be 
addressed to D Westcott, Branch 8, Central Statistical 
Office, Great George Street, London SW1P 3AQ, Telephone 
01-233 8300. . 
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Lorenz curve for a typical income 
distribution 
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APPENDIX 2 

Effects of taxes and benefits on households 
classified by the employment status of the 
head: 

Notes, definitions and detailed tables. 
I. Part II of this year's article examines the way in which 

taxes and benefits vary according to the employment status 
of the head of the household. The following six categories 
of households are defined for this analysis: 

Households headed by: 
Category A: a self-employed person, or an employee who 

has been in paid work for at least nine 
months out of the twelve months preceding 
interview; 

Category B: an employee who has been away from work 
(either through sickness or unemployment) 
- (i) for between three and six months of 

the year preceding interview; 
- (ii) for between six and twelve months of 

the year preceding interview; 
-(iii) for more than twelve months prior to 

interview; 

Category C : a retired person or an unoccupied person 
over minimum NI pension age; 

Category D: an unoccupied person under minimum NI 
pension age. 

2. The head of household is broadly defined by the FES to 
be the owner of the accommodation or the person respon
sible for the rent. However, if this person proves to be the 
wife of another household member the latter is taken as the 
head, and so the head will generally be male. 

3. An employee may be either: 
(a) someone who at the time of interview has an arrange

ment with an employer to work for a wage or salary. 
He may be on holiday, on strike, or. unable to work 
through illness or injury, as long as he has a job to 
return to. Also included are those who have an 
arrangement to work intermittently with the same 
employer, and casu~! or seasonal workers and 
students in full time education if they are working at 
the time of interview; 

or(b) someone out of employment at the time of interview 
but who is looking for work or about to start work. 
This includes those out of employment because of 
sickness or injury who intend to seek work or are 
about to start work as soon as they are able. People 
may be classified as 'employees out of employment' 
for a period of up to 5 years, after which .they are 
regarded as unoccupied. 

4. An employee may have been away from work for part 
or the whole of the year preceding interview due to sickness, 
maternity leave or unemployment. The period for which he 
has been away from work is calculated as the total number 
of weeks for which he did not receive employment income 
during the 12 months preceding interview. Thus an em
ployee who is in paid work at the time of interview will still 
be classified in Category B above if he has spent more than 

three months of the year prior to interview out of paid 
employment. Some heads of households, whilst still 
regarded as employees for the purposes of this analysis 
because they describe themselves as seeking work, may have 
been out of paid employment for more than 12 months. 
This group - Category B (iii) - will of course contain no 
heads currently working or temporarily away from work 
through sickness or injury. 

5. A self-employed head of household is someone who 
works on their own account rather than receive a wage or 
salary from an employer, and this includes those who are 
temporarily sick who would be working as a self-employed 
person if they were well. In the FES, a person is only 
defined as self-employed if this is their employment status 
at the time of interview. In practice, few heads who have 
experienced long periods of absence from work in the 
recent past will still be self-employed when interviewed. In 
many respects this category of households is very similar 
to those headed by employees who have worked for at 
least nine months of the year and so the two types have been 
combined as Cat.egory A. 

6. The retired are those who have retired from their fu ll
time occupation, are of the appropriate retirement age fo r 
that occupation and are not seeking further employment o: 
any kind. In practice the definition depends on whether or 
not the respondent describes himself as retired. 

7. The term unoccupied is used to describe those who have 
never been in paid employment or who have been away 
from work for five years or more, and are not seeking em
ployment. This includes people of independent means: 
women engaged in unpaid domestic duties; students over 
the age of 16 in full-time education not employed at the 
time of interview; and people out of paid employment for 
more than five years even if they claim to be seeking work. 

Detailed tables 
8. Table I shows in detail the taxes and benefits receivee 

by each employment status group. 

9. Table 2 presents the results of carrying out quantile 
analysis within the group of households whose head has 
been in employment/self-employment for at least nine 
months of the preceding year. In part (a) of the table. 
households are ranked by their original income and the 
percentage shares of each quintile group at each stage of' 
the redistributive process are shown. In part (b) households 
have been re-ranked and re-grouped into quintiles at eact 
stage of the analysis. Thus (a) shows how each quinti le 
group, based on original income, has fared as a result of 
the tax-benefit system whereas (b) shows how the distribu
tion of income within this category of households as a 
whole has altered. 

I 0. As discussed in the text of the article (page 94), great 
care must be taken in interpreting the results in Table -
since household income before and after re-distribution is 
strongly related to the number of economically active 
persons in the household. This is illustrated in Table 2 (c, 
which shows how the average number of economically 
active household members increases as household income 
increases. 
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Average incomes, taxes and benefits, 1982 
By employment status category 

TABLE 1 

£per year 

Employment status of head of household 

Self-employed Employee away from work2 for- Retired or Average 
or employee at unoccupied Unoccupied over all 
work2 for at more than and over and under house-
least 9 months 3-6 months 6-12 months 12 months pension age pension age holds 

Number of households in the sample 4474 127 218 218 1 887 504 7 428 

Original income 
Earnings of main earner 7 842 4421 2367 937 593 1163 5125 
Other earnings · 2 394 1 655 887 211 60 270 1 536 
Occupational pensions, annuities 78 342 214 287 741 258 273 
Investment income 363 149 182 261 429 258 361 
Other income 69 72 98 23 24 415 80 
Total 10745 6 640 3 748 1 719 1 848 2365 7 376 

Cash benefits 
Age-related 

Retirement and old persons' pension 107 54 52 23 1 937 42 562 
Widows' pension 30 42 28 13 183 35 
Christmas bonus for pensioners . . 1 1 13 3 4 

Child-related 
Child benefit. 263 281 289 361 7 234 200 
Maternity allowance 13 10 2 1 4 8 
Maternity grant . . 1 2 1 2 1 1 

Income-related 
Supplementary benefit 48 241 630 1 955 245 925 234 
Unemployment benefit/TO PS etc. awards 53 411 807 482 16 95 87 
Rent rebates and allowances 15 48 69 38 69 75 36 
Student maii1tenance grants 19 24 3 28 2 185 26 
Family income supplement 7 8 8 1 2 5 

Other 
lnvalijity pension and allowance 10 33 105 115 35 670 68 
Sickness, Industrial injury benefit 25 75 96 33 4 53 25 
Attendance allowance 8 4 29 21 25 13 
Disablement and war disability pension .. 6 4 18 22 10 
Industrial injury disablement pension 7 8 2 25 20 37 13 
Mobility allowance 5 4 21 5 53 9 
Non-contributory invalidity pensions 3 4 10 26 6 
Miscellaneous cash benefits .4 14 24 23 12 10 

Total 625 1 256 2127 3114 2441 2647 1 351 

Gross income 11 370 7896 5 876 4 833 4289 5 012 8727 

Direct taxes 
Income tax. 1 870 817 367 249 364 263 1 269 
National insurance contributions 583 366 211 68 38 73 380 
Total 2453 1183 577 317 402 336 1 649 

Disposable income .. 8 917 6 713 5 298 4 516 3 886 4676 7 078 

Indirect taxes 
Domestic rates (net of rebates)' 331 274 251 250 241 252 297 
Taxes on final goods and services 

VAT 632 565 416 331 224 363 494 
Duty on tobacco 190 258 257 268 83 183 168 
Duty on beer 92 97 90 61 27 46 71 
Duty on wines .. ,. 29 16 14 8 10 13 22 
Duty on spirits 67 52 43 37 • 38 32 55 
Duty on hydrocarbon oils 152 132 97 54 39 65 113 
Car tax .. 23 16 14 7 5 7 17 
Vehicle exc ise duty 60 44 44 24 23 24 46 
Television licences 35 30 30 24 28 26 32 
Stamp duty on house purchase .. 12 4 2 1 2 2 8 
Customs' duties .. 35 32 23 19 14 21 28 
Other 31 29 31 22 16 19 26 

Intermediate taxes 
Commercial and industrial rates . . 167 155 113 98 76 108 136 
Employers' NI contributions 217 201 145 125 96 140 176 
Duty on hydrocarbon oils 70 67 49 45 32 48 57 
Vehicle excise duty 22 20 15 14 9 15 18 
Other 25 23 17 15 12 16 21 

Total indirect tax8'3 2188 2018 1 654 1 401 976 1 379 1 783 

Benefits in kind 
Education . . 696 732 666 899 24 1110 559 
Welfare foods 24 62 63 133 2 64 26 
National Health Service 535 527 501 582 786 450 593 
Housing subsidy 57 81 117 123 93 130 75 
Rail travel subsidy .. 36 19 8 12 6 21 25 
Option mortgage scheme 21 35 16 11 1 6 15 
Life assurance premium relief 40 22 16 11 7 12 28 
Total 1 409 1 478 1 387 1771 918 1 792 .1 322 

Final income .. 8138 6173 5031 4886 3 829 5088 6 616 

1 Together with water, etc. charges. 
2 During the year prior to interview. 
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Households whose head is self-employed or an employee at work1 for at least 9 months, 1982 
TABLE 2 

(a) 

Ouintile group 

Bottom 

2nd . . 

3rd . . 

4th . . 

Top . . 

Total . . 

(b) 

Ouintile group 

Bottom 

2nd .. 

3rd .. 

4th .. 

Top .. 

Total . . 

Gini coefficient (per cent) 

(c) 

Ouintile group 

Bottom 

2nd .. 

3rd .. 

4th .. 

Top .. 

Overall average 

1 During the year prior to interview. 

Percentages of income for each quintile group of households ranked 
by original income 

Original Gross Disposable Final 
income income income income 

8 9 10 11 

14 14 14 15 

18 18 18 18 

23 23 23 22 

37 36 35 34 

100 100 100 100 

Percentages of income for each quintile group of households re-ranked 
at each stage 

Original Gross Disposable Final 
income income income income 

8 9 9 9 

14 14 14 14 

18 18 18 18 

23 23 23 23 

37 36 36 36 

100 100 100 100 

29.2 27.0 26.2 27.5 

Average number of economically active people per household in each quintile 
group of households re-ranked at each stage 

Original Gross Disposable Final 
income income income income 

1.2 1.2 1.2 1.2 

1.5 1.5 1.5 1.6 

1.8 1.8 1.8 1.7 

2.0 2.0 2.0 2.0 

2.4 2.4 2.4 2.3 

1.8 1.8 1.8 1.8 




