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The incidence of taxes and social service benefits in 1963 and 1964

1. Introduoction

The central government and local authorities raise
increasingly large sums each year in taxation and spend
increasingly large sums on social services. It is interesting
to compare the amounts which different families pay in
various forms of taxes and the benefits which they
receive from the various social services, and to see how
much they gain or lose on balance. Estimates showing
the incidence of taxes and benefits on different groups of
families were first published for the two years 1957 and
1959 in the November 1962 issue of Economic Trends.
Similar estimates for 1961 and 1962 were published in
February 1964 and the present article contains estimates
for 1963 and 1964.

These estimates are based on detailed information
obtained from the Family Expenditure Survey (')
which has been carried out by the Ministry of Labour
each year since 1957. This is a sample survey in which
some 3,500 households co-operate each year. Each
household included in the survey is asked to provide
detailed information about all forms of income including
national insurance and other cash benefits received from
the state; payments of income tax and surtax; the type
of dwelling occupied; the kind of education which any
member of the household is receiving; and so on. Each
aduit in the household is asked to keep a full record of
all purchases made during two consecutive weeks and to
provide information over longer periods about things
that are purchased infrequently (e.g. three months for
heating and lighting, twelve months for school fees and
licences).

Since this is an elaborate analysis of a relatively small
sample and most of the information covers only a short
period of time, it is necessary to exercise caution and to
remember the accompanying explapations and qualifica-
tions when reading the results, especially where they
refer to a small number of households in a particular
income range. A good many assumptions and approxi-
mations are necessarily involved in preparing any esti-
mates of this kind; and, in a few cases (mentioned below),
adjustments have been made for known weaknesses in
the data obtained from the Family Expenditure Survey.
The collection of so much information from a sample of
families on a voluntary basis and the preparation of
these estimates involve numerous difficulties and pro-
blems. As experience has gradually been gained, some
changes have been made in the methods used and the
estimates for the more recent years should be a little more
accurate than those for the earlier years. From 1961
onwards, the estimates have also been extended to inclu_de
indirect taxes falling on intermediate products, i.e.
materials and services purchased by industry. Further
improvements may be made in later years; and, from
1967 onwards, the size of the sample of families
providing basic information will be increased.

(") For a description of these surveys and the geperal results, see
Family Expenditure Survey— Report for 1964, and similar reports
for earlier years, published for the Ministry of Labour by HM.S.0.

II. A general description

A general description of the estimates, explaining what
taxes and benefits are included or excluded, and a brief
account of the problems and how they are dealt with are
given here. Fuller details of the definitions and methods
used are given in Section V.

Direct taxes on personal income include income tax
and surtax and employers’ and employees’ contributions
to national insurance and national health services.
In accordance with conventions used in national income
estimates, the employer’s contribution is regarded as
part of the employee’s income and as a tax on his income.
Death duties, being regarded as a tax on capital rather
than income. are not included. Nor are taxes on undis-
tributed profits. Although profits belong in a sense to
shareholders, they are not treated as part of personal
income for purposes of income tax. Any attempt to
allocate undistributed profits to individual shareholders
would require detailed information about the ownership
of shares and this is not at present available.

Direct benefits are sub-divided into benefits paid in
cash and what can broadly be termed benefits in kind.
Cash benefits include family allowances, pensions,
national insurance benefits, national assistance grants,
etc., but not scholarships and education grants. The
countribution to a family’s income of some of these bene-
fits depends to a certain extent on the period to which
incomes and benefits relate; the estimates generally
relate to the previous twelve months (see Section Iv).
To a less extent, the amounts paid in taxes on expenditure
are also affected by the period covered.

What are here termed benefits in kind include the
national health services, state education, school health
services, school meals, milk and ‘welfare’ foods and also
scholarships and education grants because they are a
contribution to the cost of education. In estimating the
benefits from state education, it is asumed that, within
each of eight main types of educational establishment,
all children derive the same benefit, equal to the average
expenditure per child by the state on that type of educa-
tion. In estimating the benefits derived from the national
health services, it is similarly assumed that the total
value of all the services (except maternity services, which
are separately allocated) is the same fer all persons in
each of six different categories of the population.

No attempt has been made to estimate the benefits
derived from government expenditure on administration,
defence, police, museumns, libraries, parks, roads, and
so on. Most of these items, the largest of which is defence,
are not generaily regarded as bringing tangible benefits
that can be expressed in terms of additions to the incomes
of individual families. Some forms of government
expenditure, such as the costs of tax collection, of main-
taining employment exchanges, or of administering the
national insurance scheme, are the unavoidable costs of
administration or of providing social services, rather
than benefits themselves. Some forms of govern-
ment expenditure, e.g. overseas aid, are primarily of



benefit to other countries. The remaining items, expendi-
ture on libraries, museums, roads, etc., although they
confer tangible benefits, form a relatively small propor-
tion of income and would be very difficult to allocate
between different families.

Housing subsidies, defined as current expenditure by
public authorities on housing /ess the rents paid by
tenants of local authority dwellings, are assumed to
benefit all families occupying local ‘authority dwellings.
In the estimates for years up to 1963 inclusive it was
assumed that the amount of the subsidy was the same for
ail local authority dwellings. In 1964, when additional
information was obtained from the survey, housing su_b-
sidies were estimated separately for each local authority
dwelling on the basis of rateable values.

It is assumed that private families do not benefit from
agricultural subsidies, which have the general effect of
keeping the prices of domestic produce down to the
same level as the prices of imported foods. These subsi-
dies are included in the original income of farmers, since
they form part of the prices which farmers need to be

paid to maintain current levels of production.

Indirect taxes or taxes on expenditure, viz. customs
and excise taxes including purchase tax and betting tax,
etc., are assumed to be fully reflected in the prices paid
by consumers when buying commodities which are
subject to indirect tax. Payments of indirect taxes which
are levied directly on consumer goods are estimated from
the details of expenditure given by families co-operating
in the surveys, the proportion which the tax bears to the
retail price being estimated from the known rates of tax
and from information obtained from various sources
about retailers’ margins. Since the purchase tax ona
motor vehicles affects the prices of second-hand vehicles,
it is assumed that purchase tax forms part of expenditure
on second-hand cars and of receipts from sales of second-
hand cars, as well as being included in expenditure on
new cars.

Indirect taxes on intermediate product_s, ie. maperials
etc. purchased by industry, have been included in the
estimates for 1961 onwards. These taxes are aiso assumed
to be fully reflected in the prices of the goods and ser-
vices that are taxed, and are assumed to be passed on in
full at each subsequent stage of production. Their
allocation between different headings of consumers’
expenditure is based on the most up-to-date input-output
tables that were available at the time.

In addition to the assumptions and approximations
mentioned above, three general qualifications which
affect the accuracy of the estimates should })e borne in
mind. Firstly, the basic information is obtained from a
small sample of families; and, although _the samplg: 15
very carefully designed to be as representative as possibie
of all private households in the United Kingdom, the
results are subject to the normal errors expected in
probability samples. It is most important to remember
this where the number of families of a given type in a
particular income range is quite small. For example, the
estimated payments of purchase tax are based om the
purchases which families in the sample happened to make
in a short period—three months for goods acquired on
hire purchase, a fortnight for other goods. The results
should therefore be read in conjunction with the numbers

of families which are shown in the tables. For the same
reason, results are not shown where the number of
families in an income range is fewer than'10.

Secondly, on average, households fail to record about
30 per cent. of their expenditure on alcohelic drink and
about 25 per cent. of their expenditure on tobacco. All
the recorded figures of expenditure on each of these
items have therefore been increased in the same propor-
tion, so as to bring average expenditure into line with the
total yields of duties on alcohol and tobacco. There is
also appreciable under-reporting of expenditure on
confectionery, ice cream and soft drinks and zil the
recorded figures of expenditure on each of these items
have similarly been increased to make them consistent
with the total yields of purchase tax.

Thirdly, in recent years around 72 per cent. of the
families included in the initial sample have co-operated
by providing 2ll the information requested (the propor-
tion co-operating was somewhat less in 1957-1959), and
the families which do not co-operate may differ in
important respects from those that co-operate. Even
among families of a given type in a given income range,
the two groups may differ in the amounts they pay in
direct taxes, the amounts of benefits they receive in cash
and in kind and in their purchases of drink and tobacco
and other items that attract indirect taxes. In the results
previously published for 1957, 1959, 1961 and 1962, the
sample of families was re-weighted to allow for apparent
variations, as between families of different types, in the
proportions co-operating in the survey. The samples in
1961 and 1962 were re-weighted in such a way as to
produce distributions, by size of income, of each main
type of income tax unit agreeing with the Inland Reven-
ue’s estimated distributions for the whole population.
The latter have in the meantime been substantially
revised. A careful examination which has since been
made of the effects of this detailed re-weighting of the
sample has given rise to doubts about whether the heavy
work involved in estimating a revised and consistent set
of weights for all years was fully justified. Although the
general effect of this re-weighting on the averages for
the groups of families shown here was relatively small,
in a few cases the average benefit or tax appeared to be
distorted by giving additional weight to particular
families which may, for instance, have had unusual
expenditure in the fortnight of the survey. Accordingly,
the estimates published here are the unweighted averages
and do not include any attempt to re-weight the sample
for variations as between different groups of families in
the proportions which co-operate in the survey.

HIi. Resnits

The main tables and charts give the results for each
of five types of household—those consisting of one adult
or of two adults with 0, 1, 2 or 3 children. In addition,
results for households consisting of two adulis with 4
children are given in the summary Tables A to D.
Results are not shown for other types of household
either because the numbers in the sample, when sub-
divided by income ranges, are small or because the
households are too heterogeneous. For example, house-
holds consisting of three adults may contain a married
couple with a son or daughter over 16, a married couple



living with a single man or woman, possibly an elderly
dependant, or three single persons. Results are not shown
for houscholds consisting of one or two pensioners, so
defined if at least three-quarters of their income is
derived from old age or national insurance penstons and
national assistance, since their original income must be
small and their main income consists of pensions or
national assistance at standard rates. The results for
househoids with an income of less than £216 a year are
also omitted because these househdlds mostly consist of
one or two adults, a large proportion of whom receive
retirement or similar pensions and their circumstances
resernble those of the pensioner households, Of the one-
and two-adult households in the lowest income ranges
shown, a fair proportion also contain retired people
receiving substantial amounts of state pension. _
Households are classified by ranges of original income,
marked off by equal intervals on a logarithmic scale.
The numbers of households of each type in each income
range are shown in Table i. The survey included fewer
househoids in 1964 than in the other years, because
interviewing was suspended for three weeks prior to the
Gieneral Election. For income ranges containing fewer
than 10 households, the results are not thought to be
worth showing. Results referring to small numbers of
households may be unrepresentative and even those
referring to larger numbers may be considerably influ-
enced by one or two, possibly untypical, households. One
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household may, for example, contain a member who
holds a state scholarship; another may have bought an
expensive durable good in the two weeks of the survey
and the purchase tax, when expressed as an annual rate -
of payment, may be very large. The intention of the
analysis is to display not the particular circumstances of
small groups of households but the broad picture of the
incidence of taxes and benefits on households of different
size and at di{lerent levels of income.

The main results for each of the years 1961 to 1964 are
summarised in the form of percentages in Tables A to C.
Income after direct taxes and benefits and income after
all taxes and benefits are expressed as percentages of
original income in Tables A and B. Indirect taxes, since
they are related to expenditure, are expressed us percent-
ages of net income after direct taxes and benefits, in Table
C. The main forms of direct taxes and direct benefitsin 1963
and 1964 are shown as percentages of original income in
Table D. The average incomes at different stages and
the average amounts of taxes and benefits of the families
of each main type, in each income range, are shown in
Tables 1 to 4. For 1961 and 1962, only the main results
are shown, in Tables la and !b, as fuller results for these
years (including adjustments for non-response which are
not included in the present estimates) have been published
previously (Economic Trends, February 1964). A general
picture of the incidence of taxes and benefits in 1964 is
presented in Chart 3.

Income after all taxes and benefits as a proportion of original income

TABLE A Percentages
Range of original income per year
£216- | £260- | £315- | £382- | £460- | £559- | £676~ | £816- | £988- ﬂcm%- £1,448-| £1,752-| £2,122-| §2.7%6
961
4 adu|t1 6 120 104 91 82 82 77 73 72 49
2 adults .. 163 152 122 114 98 B7 81 77 74 74 72 73 713 69
2 adults, 1 child 96 88 85 84 81 80 77 75
2 aduits, 2 children 102 | 101 94 92 89 8a 87 86
2 adults, 3 children 109 114 1103 103 92
2 adults, 4 children 117 1
962
1 adui: 6 19 114 92 87 77 78 72 72
2 adults . 180 | 165 | 432 | 112 | 102 | 8 | 8 | 75 | 72| 74 | 74| 9| 70| ¢
2 adules, 1 child 118 88 84 84 82 77 79
2 adults, 2 children 106 93 133 13? 133 87 84
2 adules, 3 children 116 10 S
2 adults, 4 children 119 119 116
1963
1 adult .. 149 114 122 90 80 74 6% 71 68
2 adults o 193 | 151 | 144 | 113 | 103 | & | & | 7 | 2| ) 2| | 70! 7
2 adults, 1 child N 89 84 82 78 81 80
2 aduits, 2 children 113 108 97 bl 92 20 85 86
2 adults, 3 children 110 :g? 101 101
2 adults, 4 children 133 &
1 a«:luh:I 964 130 113 9" 76 83 69 £9 64 70 69 66
2 adults .. 198 191 166 120 96 89 84 76 72 Fi] 72 71 71
2 adules, 1 child 93 87 83 -81 80 77 (3]
2 adults. 2 children 98 | 95| 93 | 88 | 8 | 8 | 8 | =
2 adults, 3 children 113 106 102 98 96
2 adults, 4 children 123 119 108J




TABLE B

Income. after direct taxes and benefits as a proportion of original income

Percentages
Range of original income per year
€216~ | £260- | £315- | £382- | £460- | £559- | £676- | £816- | £98B- | £1,196-|£1,448- £1,752 £2122.| 2366
1961
tadale o .. .. .0 133 | 115 | 108 | 9| 97| 95| e | 8 | s0
2 adults | 204 | 182 | 150 | 140 | 116 [ 103 | 97 | 92 | ol e | 87 | & | 8| s2
2 adults, 1 chitd D 116 | 105 | 102 | 99 | 97 | 95 | 90 | a8
. 2 aduits, 2 children .. . 121 117 113 108 104 104 g8 96
2 adults, 3 children .. .. 127 132 122 119 109
2 adults, 4 children 138 | 126
1962 _
tadute 0l 134 131 | 116 | d0e | 94| 91| s | &7
2 adults v | 227 | 194 | 456 | 143 | 120 | 102 | 98 | 92 | 89 | 89 | 87 | e4 | 84 | 73
105 | 101 | 99 | 9 | 93 | o4

2 adults, 1 chitd .. .. 137
2 adults, 2 children .. ..

2 adults, 3 children
2 adults, 4 children

1963
1 adult _. .- .. ) 17 134 139 105 97
2 adults .. .. .| 226 186 163 136 122
2 adults, 1 chiid .. ..
2 aduits, 2 children .. .. 137

2 adults, 3 children
2 adults, 4 children

1964
1 adult . .. .- .| 162 140 114 96 9%

2 adults .. 239 225 192 147 124
2 adults, 1 child

2 adults, 2 children
2 adults, 3 children
2 adults, 4 children

123 113 109 107 103 101 94
135 126 122 121 114
138 138 132

50 87 86 #

105 | 100 94 | 89 88 86 84 81 81
108 | 105 | 100 | 97 33 94 9
127 | 116 | 108 | 107 | 104 | 101 98
129 | 123 | 118 | 115
155 142

88 85 83 83 84 82
108 102 93 a8 a7 86 85 82
114 106 101 39 95 92 86
120 114 112 106 102 102 57 97
133 123 119 114 109
146 138 130

All taxes and benefits combined, as can be seen from
Table A, cause very substantial increases in incomes in
the lower income ranges and substantial reductions in the
higher income ranges. It is also apparent that, within
each income range, the combined effect of all taxes and
benefits favours the larger families.

Direct taxes and benefits, as Table B shows, are very
favourable to families in the lower income ranges and,
within each income range, are more favourable to larger
than to smaller families. As Table C shows, all indirect
taxes combined, when expressed as a proportion of
income, do not vary much as between families in different
income ranges; the proportion declines slightly as income
increases, so that indirect taxes as a whole are mildly
regressive. Within each income range, indirect taxes show
a slight tendency to decline as the size of family increases.
Indirect benefits, i.c. housing subsidies, are generally
small but relatively more important in the lower income
ranges and are thus progressive (see Tables 2a and 2b).

The estimates for each of the four years show only
minor differences, in the direction to be expected with
the gradual increase in money incomes over the period.

Table D shows the separate effects of direct benefits in
cash and in kind and of the two main forms of direct
taxes in 1963 and 1964. All benefits in cash combined
form a much larger proportion of income at the lower
than at the higher income levels and are thus very pro-
gressive. The incidence of benefits it kind on families at
different income levels is also clearly progressive and
the incidence, as between families of different size

within each income range, is very favourable to the
larger families.

Payments of income tax and surtax are naturally
progressive, absorbing a larger proportion of higher than
of lower incomes. They are less progressive with respect
to income, but more favourable to the larger families at
given income levels, than direct benefits in cash. National
insurance contributions, as would be expected, absorb a
smaller proportion of higher than of lower incomes and
are thus regressive. They form only a small proportion
of the income of one-~ and two-person families in the lowest
income ranges because these families, as remarked
earlier, include a fair number of retired persons.

Tables 3a and 3b show the payments of different in-

~ direct taxes in 1963 and 1964 expressed as percentages

of income after direct taxes and benefits. Local rates and
duties on tobacco absorb a smaller propertion of income
at the higher than at the lower income levels and are
clearly regressive. The more or less neutral effect of taxes
on alecholic drink as a whole masks two opposite
effects; taxes on beer are mildly regressive and taxes on
wines and spirits are mildly progressive. Purchase tax as
a whole and taxes on oil appear to be slightly progressive,
while taxes on intermediate products are regressive.
‘Within each income range, local rates and taxes on drink
generally have less effect, proportionately, on larger than
on smaller families; the proportions paid in other
indirect taxes show little variation as between families of
different size.



indirect taxes as a proportion of income after direct taxes and benefits

TABLE C Percentages
Range of original income per year -
£216- | £260- | £315- | £382- | £460- | £359- | £676- | £816- | £988- | £1,196-/£1,448-£1,752- {2’12_3'?82*
1961
1 adult .. 13 1 17 18 16 19 17 16 14
2 adults . 21 18 20 20 19 18 17 18 19 16 17 14 15 15
2 adults, 1 child 18 18 17 16 17 17 14 15
2 aduits, 2 children 18 17 18 16 16 16 12 11
2 adults, 3 children 17 15 14 14 16
2 aduits, 4 children 1% 15
1962
1 adult .. 14 15 Py 17 20 15 17 19
2 adules . 2 16 16 22 17 20 18 20 20 17 16 17 17 10
2 adults, 1 child 17 18 17 16 16 17 17
2 adules, 2 children 16 16 14 14 14 14 11
2 adulcs, 3 children 17 15 16 17 13
2 adults, 4 children 15 15 13
1963
1 aduit ., 15 17 13 15 18 18 21 19 17 |
2 adults . 16 20 14 18 17 19 19 20 19 19 17 16 14 12
2 adults, 1 child .. .. 17 16 17 17 17 14 12
2 adules, 2 children .. .. l 19 16 18 17 15 | 15 16 13
2 adults, 3 children . 16 | 14 15 | 13
2 adults, 4 children .. .. | 16 13
1964 ‘
1 aduic .. 20 22 20 23 14 23 20 2 16 17 19 -
2 adules .- 19 | 15 14 21 24 19 19 20 19 20 17 16 13
2 adults, 1 ¢hild 19 19 18 18 17 17 20
2 adulis, 2 children 19 18 17 17 15 16 15 16
2 adults, 3 children 16 15 15 14 12
2 adults, 4 children 17 14 18

Tables 4a and 4b show the distributions by ranges of
original income of all the households co-operating in the
Family Expenditure Survey in 1963 and 1964.

Charts 1 and 2 show, for 1963 and 1964, the average
income after taxes and benefits plotted against the
average original income of each main type of family in
each income range. For all points on the diagonal line,
income after taxes and benefits is equal to original income.
Families represented by points above this line receive
more, on average, in benefits than they pay in taxes;
while families represented by points below this line pay
more, on average, in taxes than they receive in benefits.
If the line joining the points for a given type of family
crosses the diagonal at a fairly clearly defined point,
this can be regarded as the approximate ‘break-even’
level of income in respect of the benefits and taxes
included in these estimates. But it happens in most cases
that the points for a given type of family do not lie on a
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clearly defined line, particularly near the diagonal, or
they lie on a fairly straight line but it crosses the diagonal
at a small angle. It is then difficult to determine the
break-even level of income.

It is important to keep in mind the number of families
(shown in Table 1) represented by each point on these
charts. An unusually large amount of tax paid, or of
benefits received, by one family in the period of the survey
may completely dominate the average amount of tax or
benefit for a particular group of families, The positions of
the points representing one-adult and two-adult house-
holds in the lowest income ranges are considerably
influenced by the inclusion of a fair proportion of retired
persons receiving state pensions, and so it is not possible
from these charts to determine the break-even points for
houscholds containing one or two adults who have not
retired.



TABLE D

Direct benefits and taxes as proportions of original income

Percentages

Range of original income per year

£216-

£260—W £315-

£382-

£460-

£559-

£676-

£816-

£988-

£1,196-

£1,448-

£1,752-

£2,122.

£2,566-
£3,104

1963

Cash benefits
1 adult
2 adults .
2 adults, 1 child
2 adults, 2 children
2 adults, 3 children
2 adults, 4 children

Benefits in kind
1 adule
2 aduits ..
2 adults, 1 chiid

2 adults, 2 children. .

2 aduits, 3 children
2 adults, 4 children

Income tax and surtax
1 adule
2 adults ..
2 adults, 1 child
2 adults, 2 children
2 adults, 3 children
2 adults, 4 children

National insurance contributions

1 adult

2 adults ..

2 adults, 1 child

2 adults, 2 children
2 adulits, 3 children
2 adults, 4 children

_ 1964
Cash benefits
1 adult
2 adults ..
2 adults, 1 child

2 adults, 2 children '

2 adults, 3 children
2 adults, 4 children

Benefits in kind
1 adult
2 adults .
2 adults, 1 child

2 adults, 2 children

2 adults, 3 children
2 adults, 4 children

Income tax and surtax
1 aduit
2 adults .
2 adules, 1 ¢child

2 adults, 2 chiidren

2 adults, 3 children
2 adults, 4 children

National insurance contributions

1 aduit
2 adules ..
2 adults, 1 child

2 adults, 2 children

2 adults, 3 children
2 adulits, 4 children
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Table E sets out the roughly estimated break-even
levels of income after all taxes and benefits for families
consisting of two adults with one or two children in the
four years. It is not possible to give figures for families
consisting of two adults and three children because all
the points in the charts lie above the break-even line; for
these families, all that can be said is that the break-even
income was above £1,100 in each -year. The impression
given by these rough estimates is that the break-even
levels of income were slowly rising over the period.

Approximate break-even levels of income
after all taxes and benefits

TABLE E £ per year
1961 1962 1963 1964

2 adults, 1 child * * 500 540

2 adults, 2 children 600 640-680 £60-680 hd

*indicates that the figure is indeterminate.

It should be remembered that the figures shown in
the tables are annual averages obtained from a continuous
survey in which some families are included in the early
part of the year and some after tax changes have been
introduced, or after rates of benefit have been changed.
Among direct taxes and benefits, the most important
changes in the period 1961-1964 were the increases in
pational insurance benefits and contributions during
1961 and again during 1963. Among taxes on expenditure,
.the main changes were the 10 per cent. surcharge on all
indirect taxes in July 1961 ; the introduction, in May 1962,
of purchase tax at 15 per cent. on chocolates, sugar
confectionery, soft drinks and ice cream; and the
reducticns from 45 to 25 per cent. in the highest rate of
purchase tax on motor vehicles in November 1962 and
on other goods charged at this rate in January 1963.

IV. Definitions and notes on methods

The main source for these estimates is the Family
Expenditure Survey which covers a representative sample
of private households in the United Kingdom. The
survey does not include residents in hotels, boarding
houses or other institutions, or members of the Armed
Forces and Merchant Navy who are stationed away from
home. A household comprises persons who live at the
same address and who share in the catering for at least
one.meal a day. It includes children at boarding school
but not university students, etc. who are residing away
from home at the time of the survey and wha may be
included as separate households. Age 16 is taken as the
dividing line between adults and children.

Households are classified by the number of adults and
children they contain, but households consisting of one
or two ‘pensioners’, so defined if at least three-quarters
of their income is derived from old age pensicns, national
insurance and national assistance, are classified separate-
ly. The estimates represent averages for households
grouped by ranges of original income, which is defined
below. The income ranges are marked off by equal
intervals on a logarithmic scale, thus to some extent
allowing for the decline in the numbers of households as
incomes rise.
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The taxes and benefits included in the estimates are
classified as follows:

Direct taxes
income tax and surtax

employers’ and employees’ contributicns to national
insurance and national health services

Direct benefits

cash benefits: family allowances
national insurance benefits
(pensions; sickness, unemployment,
industrial injury, maternity benefits,
etc.; death grants) ‘
non-contributory old age pensions
national assistance grants
war pensions, service grants and
allowances
benefits in kind:
state education
(including school health services)
scholarship and education grants
school meals, milk and other ‘wel-
fare’ foods
national health services

Indirect benefits
housing subsidies

Indirect taxes on final consumer goods and services
local rates on dwellings
customs and excise duties on beer, wine and spirits,
tobacco, oil, entertainment, betting, etc.
purchase tax(?) . :
motor vehicle and driving licences
stamp duties

Indirect taxes on intermediate products

rates on business premises

business vehicle licences

duties on oil used by businesses

stamp duties paid by businesses

import duties on raw materials and other goods and
services purchased by industry (included only in
1963 and 1964)

Original income

is the sum of the incomes, including income in kind,
of all members of the household, before deduction
of all direct taxes and before the addition of all
direct benefits as listed above.

Thus original income differs from the amount of
income which is liable to income tax since it excludes
national insurance pensions, family allowances and other
benefits and grants from public authorities, and includes
employers” contributions to national insurance and
national health services. It also differs from the term
‘gross income’ as used in the published reports of the
Family Expenditure Surveys, since the latter includes
national insurance and other cash benefits and excludes
income in kind and employers’ contributions to national
insurance and national health services.

(') Purchase tax on motor vehicles is applied to purchases of new
or second-hand vehicles Jess sales of second-hand vehicles.



The figures of income are the estimated normal annual
income at the rate current at the time of the survey or,
in the cases of investment income and the income
of self-employed persons, the amount rec_eived in the
latest year for which the information is available.
For wage and salary earners, the ‘normal rate of
annual income is estimated by taking into account
all information given about (i) the wage or salary
received in the previous week (those paid weekly) or in
the previous month (those paid menthly), (ii) the wage or
salary usually received (if the last amount received is
stated to be abnormally high or low), (iii) occasional
bonus payments and (iv) periods of absence from work
through illness or unemployment during the previous
twelve months.

The social service benefits are the amounts stated
to have been received in the twelve months prior to
the time of the survey.

The estimated payments of income tax and surtax are
based mainly on the amounts stated to have been deduc-
ted from the most recent payments of wages or salaries,
or the amounts paid in the previous twelve months in
respect of investment income and income from self
employment.

Education ‘

The benefit of state education is taken to be the
estimated average expenditure per child by public
authorities under each of the following headings: special
schools, -primary, secondary modern, other secondary
and direct grant scheols, universities, colleges of advanc;ed
technology and teachers’ training colleges. Information
relating to the last two categories was not collected
in the years up to 1962 (inclusive) and so it was not then
possible to include estimates for them. The fact that every
child has a right to free education at the appropriate level
is itself considered to be a benefit and children attending
private schools are allotted a benefit equal to the average
cost perchild of either state primary or all state secondary
schools. The effect of attributing 2 benefit to children at
private schools was measured for one year and found to
be very small.

National heaith services

1t is not known to what extent different households
make use of the various national health services. The
values of the benefits assumed to be obained in 1963 and
1964 were estimated as follows. The current cost of
maternity services was estimated separately and the
average cost per birth was allocated to each household
which reported the receipt of national insurance materni-
ty benefit. The values of the benefits from all other
pational health services combined were based on rough
estimates of the differences in the extent to which these
services are used by (i) children, (ii) adults below retire-
ment age (65 for men and 60 for women), and (iii) adults
above retirement age, in each case separate estimates
being available for males and females. In the years up to
1962 (inclusive), it was not possible to allocate maternity
benefit separately.

Purchase tax :

Estimates of indirect taxes are based on detailed
information about expenditure in the two weeks of the
survey and in the previous three months in the case of
goods bought on hire purchase. The amount of indirect
tax, which is assumed to be fully reflected in the retail
price, is based on the rate of tax current at the time of the
survey. In pgeneral, the average weekly payment of
tax is converted into a corresponding annual amount.
But the expenditure during two weeks on durable
goods normally bought at infrequent intervals, when
converted to an annual basis, may produce a very large
estimated payment of purchase tax for individual
households. Motor vehicles bought outright (or with a
large down-payment) during the period of the survey are
an extreme example. When a household in the sample
makes such a purchase, the average payment of purchase
tax reckoned over the whole year is very large (26 times
the average payment in the two weeks) and gives a false
impression of the incidence of the tax, since the number
of households in one inceme range is never very large.
In such cases, therefore, the payvment of purchase tax on
motor vehicles has been spread (proportionately to
income after direct taxes and benefits) over all house-
holds in the same income range and in a sufficient
number of income ranges on ¢ither side to make up at
least 150 households or at least 30 per cent. of the house-
holds of that type.

Central Statistical Office
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CHART |

Ovriginal income and income after direct taxes and benefits

£ per year
2,000
e
1,750 |-
1963
% LS00 | + ©
c
2 c x
© +
S L2500 | [e]
5 O x
=
8
E 1,000 — + m]
35 O .
[ 0 k4
E o o2
" 750 | - x Type of household
E -
x J—
§ « x d . I adult
= 0 L Xx. X — 2 adults
° © — 2 adults, | chiid
-
O — 2 adults, 2 children
250 - + — 2 adults, 3 children
[ 1 1 | 1 i Fl | 1 — - | -
o] 250 500 750 1.000 1,250 1.500 1.750 2,000 2.250 2.500 2.750 3.000
Original income £ per year
£ per year
2,000 -
X
1750 | _
1964
£ 1500 |
i
o
c
o
e) -
-]
H 1.25Q |
i
L1
»
s :
e 1000 | +
LT
-
< ]
- H
&
£ 750 L la .
o x
£ x X X X -
=]
2 | x °
= 500 (]
a®e
250 |
1 1 1 1 L 1 1 i i 3 S | ]
0 250 500 750 t.000 1250 1,500 1756 2000 2250 2500 2750 3,000
Original income £ per year

XX



S mm———

Income after all taxes and benefits

Income after all taxes and benefits
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CHART 3

Taxes paid and benefits received by households in different income ranges
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