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I. Introduction

All households pay taxes of one kind or another, either
directly in the form of income tax, surtax and national
insurance contributions or indirectly through local rates
and the taxes falling on the goods and services they buy.
Much of the revenue from general taxation is used to
finance the various social services, including State educa-
tion, the national health services and housing subsidies,
as well as payments in cash, from which practically all of
us benefit at some stage in our lives. In general, these
benefits can be valued in money terms and apportioned to
individual households. But there are other services also
paid for out of general taxation, such as defence, ad-
ministration, the maintenance of law and order and
various environmental services, which are difficult to
apportion to individual households. While few would
dispute that the community as a whole is better off with
than without these services, most people would probably
not consider that they personally derive benefits from them
that can be valued in money terms. There is, none the
less, considerable interest in estimating and comparing
the amounts which different households pay in contribu-
tions and taxes of various kinds and the values of the
benefits they derive, personally and collectively, from the
various social services which can be allocated to them.

The estimates presented here are based on detailed
information obtained from private households taking
part in the Family Expenditure Survey(!) and are thus

(Y For a description of these surveys and the general results, see
Family Expenditure Sivey Reporr for 1972 and similar reports
for earlier years, published for the Department of Employment
by HMSO, and Family Expenditnre Survey—Handbook on the
sample, fieldwork gnd coding procedures by W. F. F. Kemsiey,
published for the Government Sccial Survey (now the Social
Survey Division of the Office of Population Censuses and Sur-
veys) by HMSO.
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subject to the inevitable limitations of a relatively small
sample. This article, the tenth of a series, presents results
for 1972 on a broadly similar basis to those published for
earlier years(?).

II. General notes on the estimates

The Family Expenditure Survey is a sample survey which
has been carried out by the Department of Employment,
with the assistance of the Social Survey Division of the
Office of Population Censuses and Surveys, on 4 continu-
ous basis since 1957. In 1972, 7,017 households co-oper-
ated. Every household is asked to give detailed in-
formation about 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 household is also asked to
provide details of regular items of expenditure, such as
rent and rates, gas, electricity and telephone accounts;
goods bought on hire purchase during the last three
months; purchases of cars during the last twelve months
and to keep a full record of all expenditure incurred
during fourteen consecutive days.

On the basis of this information estimates are made of
the taxes paid and benefits received by each household,
some of these estimates depending on the income, size
and circumstances of the household, others (indirect
taxes) depending on its pattern of expenditure. House-
holds are then classified by size-type and by range of
income, and average taxes and benefits are calculated for

(*) Estimates for 1957 and 1959, 196] and 1962, 1963 and 1964,
1965 and 1966, 1967, 1968, 1969, 1970 and 1971 were published in
Econoniic Trends in November 1962, February 1964, Augusi
1966, February 1968, 1969, 1970, 1971, February and November
J19[72 !%%% additional estimates for low income households in
uly .



Net total beaefits received (+) less total taxes paid (—)

1972
TABLE A(i} £ per year
Range of original income: £ per year Average
over all
Under 3,750 income
381 381- 557 816- 1,194- 1,749- 2,561- | and above| ranges
All households in the sample + 3586 +491 +319 4170 —109 —340 — 668 | —1,374 —234
Retired households
1adult .. 4+ 435 | +229 + 145 — 10 —220 + 355
2 adults + 646 +491 +342 +293 + 28 —338 + 461
Non-retired households
1 adult | + 409 4153 — 20 —200 —440 —668 —1,109 | —1,480 —286
2 adults .. .. | + o660 +431 + 286 + 58 —270 —590 — 991 —1,707 —568
2 adults, 1 child .. g +1,044 + 245 +161 —220 —458 — 757 | —1,376 —447
2 adults, 2 children +676 +265 —122 ~~302 — 582 | —1,181 —354.
2 adults, 3 children +356 +216 — 21 -— 315 | —1,305 — 74
2 adults, 4 children +618 + 513 + 141 — 109 —1,351 233
Net direct benefits received (+) less direct taxes paid (—)
1972
TABLE A(ii) £ per year
Range of original income: £ per year Average
over all
Under 3,750 income
a81 381- 557- 816- 1,194- 1,749- 2,561- | and above| ranges
All households in the sample + 694 | 4675 + 525 +423 +206 -+ 47 —137 — 617 +140
Retired households
I adult + 504 | 341 283 +205 + 24 +442
2 adults + 783 | -+708 + 644 + 563 +378 4+ 66 + 663
Non-retired households
't adult . -+ 483 4289 + 110 — 13 —189 —3131 65 — 817 — 59
2adults .. .. .. .| - 809 | 4650 + 500 +286 + 24 —198 —471 —1,026 —171
2 adults, 1 child .. . | +1,214 + 469 4415 + 109 ~~100 —287 — 742 — 67
2 adults, 2 children .. .. + 892 + 535 +226 + 77 — T — 501 + 68
2 adults, 3 children 633 —+ 551 +372 4169 — 480 + 347
2 adults, 4 children +975 +797 +3538 + 466 — 514 + 659

households falling in different income ranges. Definitions
of households, income, and the taxes and benefits covered,
are given in Appendix I. Changes in these definitions which
have been introduced at different times during the years
covered by the series of articles are noted in Appendix IL.

ACCURACY OF THE DATA

(i) The size of the sample

The sample is carefully designed to be as representative
as possible of all private households in the United King-
dom but the results are, of course, subject to sampling
errors. There are many cases where the number of house-
holds of a given type in a given income range is small and
the averages may therefore be unreliable. For this reason,
except in Tables6—8 where the fullhousehold distributions
are shown, results are not given where there are fewer
than 10 households in any range of income.
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(i) Differential response

The Family Expenditure Survey is conducted on a volun-
tary basis and in recent years about 70 per cent of the
households approached have co-operated fully by pro-
viding all the information requested. Households which
do not co-operate may differ in important respects from
those which do. It is known that there are regional
variations in response levels; there is also some evidence
for believing that the response rate is below the average
for households in the higher ranges of income and for
households without children. Even among households of
a given type in a given income range, co-operating and
nomn-co-operating househoids may differ in the amounts
they pay in direct taxes, in the benefits they receive in cash
and kind, and in their purchases of tax-bearing items.
It has not so far been possible to develop a satisfactory
basis for re-weighting the sample to allow for differences
between co-operating and non-co-operating households



and the tables which follow show the averages for
households co-operating in the survey.

(1ii) Estimates of income

A comparison of grossed-up Family Expenditure Survey
results with the corresponding figures in the national
accounts suggests under-estimation of income from
investment and self-employment. As it is not known
whether this is attributable to understatement by
respondents or to the differential response mentioned in
the preceding paragraph there is no basis for making
adjustments to the recorded figures.

(iv) Estimates of expenditure ) .

The average expenditure on both alcoholic drink and
tobacco recorded by households in the sample 1s well
below the level which would be expected from the known
total yields of duties on these items. Even after allowing
for expenditure by residents in hotels, boarding houses,
hospitals and other institutions not covered by the survey,

and also for business expenditure, roughly half the taxes
on drink and a quarter of the taxes on tobacco remain
unaccounted for. This is a common feature of expenditure
surveys both in the United Kingdom and elsewhere. To
compensate for the deficiencies in taxes on drink and
tobacco uniform proportional adjustments have been
made to all the recorded figures of expenditure by each
group of households on all forms of drink and on all
forms of tobacco, to bring average expenditure into line
with the known yields of the duties. This procedure may
well introduce some bias into the results because the
amount of under-reporting of such expenditure may not
be proportional to the expenditure actually reported.
But at present it is only practicable to make these simple
pro rata adjustments. Similar but smaller adjustments
have been made to the recorded figures of expenditure
on confectionery, ice cream and soft drinks to make the
average expenditure consistent with the yields of purchase
tax on these items.

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

1972
TABLE B Percentages
Range of original income: £ per year
T —_— Average
Under 3,750 over all
381 381- 557- 816- 1,194- 1,749- 2,561- and income
above ranges
All households in the sample 695 205 146 117 93 84 78 73 88
Retired households
1 adult .. .. .. 691 150 122 99 85 243
2 adults .. .- .. 668 205 150 130 102 84 192
Non-retired households
1adult .. .. .. 385 133 97 80 69 67 62 65 78
2 adults .. .. .. 532 193 142 106 82 72 67 67 75
2 adults, I child .. . 1,163 135 116 85 78 75 T2 80
2 adults, 2 children . 199 126 9 86 81 76 85
2 adults, 3 children .. 134 114 99 90 78 97
2 adults, 4 children 58 134 107 96 9 111
Income after direct taxes and benefits as a percentage of original income
1972
TABLE C Percentages
Range of original income: £ per year
Average
Under 3,750 over all
381 381- 557- 8l16- 1,194- 1,749- 2,561- and income
above ranges
All househoids in the sample 804 245 176 141 114 102 96 88 107
Retired households
ladult .. .. . 784 175 142 121 102 279
2adufts .. . ‘. 792 252 194 158 127 103 232
Non-retired houscholds
1 adult .. .. - 436 162 116 99 87 84 77 81 95
2 aduits .. . .. 629 240 173 128 102 91 85 80 92
2 adults, 1 child .. - 1,337 167 141 107 95 90 85 97
2-adults, 2 children .. 231 152 115 104 98 90 103
2 adults, 3 children _ .. 161 136 117 106 92 115
2 adults, 4 children -. 191 153 126 116 92 131

vili



I1L Problems of interpretation

The present estimates of the incidence of taxes and bene-
fits are derived as straightforwardly as possible from the
data on income and expenditure recorded in the Family
Expenditure Survey. The amounts of income tax and
surtax paid by each household are recorded and it is
assumed that the full amount of indirect taxes (including
those on intermediate products) falling on the goods and
services bought by households are included in the prices
paid. State benefits in cash are taken to increase a house-
hold's income by the amount of cash received; the costs of
administration are not counted as part of the benefit. Bene-
fits in kind provided by the State, forexample, the national
health services and State education, should perhaps be
measured in terms of the values placed upon them by the
households themselves but since this infermatien is not
available they are measured here by their net cost to public
authorities (that is, excluding charges for prescriptions,
spectacles, etc.). This is consistent with the treatment of
taxes and cash benefits, which are measured in terms of
actual additions to, or deductions from, household
income. It is the only practicable method. A possibly
more important limitation is the absence, at present, of
detailed information about the extent to which each
household makes use of the various national health
services and of some forms of State education. The
General Household Survey should in time prove a useful
source for some of this kind of information.

Allocation of the whole of government revenue and
expenditure is not attempted. Payments by the personal
sector of taxes on income and expenditure and of national
insurance, etc. contributions account for nearly three-
quarters of allcentral andlocal governmentcurrentreceipts,
and expenditure by public authorities on the social
services and housing accounts for just over one-half of all
government current expenditure. In this analysis the
dividing line between those taxes and benefits which are
taken into account and those which are not is to some
extent arbitrary. Capital gains tax and corporation tax
are not taken into account because the definition of house-

hold income, broadly following national accounting
conventions, excludes capital gains and undistributed
profits, and also, because in the case of corporation tax
the extent to which it falls on dividends or is passed on in
higher prices is not known.

Government expenditure which is not allocated falls
into three broad categories. The first includes expenditure
on defence, police, prisons and the unavoidable costs of
administration, such as tax collection. There is good
reason to exclude these items since they are not generally
thought of as conferring benefits on individual house-
holds. The second category consists of expenditure on
items such as roads, research and investment: grants,
which are part of regional or industrial development
programmes and cannot be allocated because it is
impossibie to assess the extent to which households rather
than other sectors benefit from such expenditure. Although
some at least of the benefits to other sectors will eventual-
ly be passed on to households—through, for instance,
improvements in the quality of goods and services
provided, reductions in prices or increased employment—
there is no way of assessing the benefit nor of allocating
it between households. The third category includes
expenditure on environmental services such as museums,
libraries and parks which, although directly benefiting
individuals and households, are not allocated because not
enough is known about variations in the accessibility of
these amenities or the extent to which different individuals
use them,

These estimates, derived by procedures kept as simple
as possible, depict the flows of taxes and benefits actually
observed in a single year; they show the average amounts
which were paid in different forms of taxes and the values
of the various benefits which were received in that year by
different types of household. While their primary purpose
is to describe the situation in recent past years, they can
be used as a basis for assessing the immediate effects of a
moderate change in the rate of a particular tax, or in the
value of a particular benefit, on the amounts paid or
received under that particular tax or benefit, In the case

Total taxes as a percentage of original income plus cash bexnefits

1972
TABLE D Percentages
Range of original income: £ per year
Average
Under 3,750 over all
181 381- 557- 816- 1,194- 1,749- 2,561- and income
ahbove ranges
All households in the sample 23 25 28 30 i3 34 34 35 33
Retired households N
1 adult : 20 22 27 33 32 24
2 adults 24 26 31 29 33 37 79
Non-retired households
1adult .. . 23 27 29 34 37 36 40 37 35
2 adults .. .. 27 28 27 29 35 35 37 35 35
2 adults, 1 child .. 31 30 28 33 34 34 2 33
2 adults, 2 children 25 29 33 13 33 32 32
2 adults, 3 children 32 32 31 30 32 31
2 adults, 4 children 25 27 34 4 33 32




Total benefits as a percentage of original income plus cash benefits

1972
TABLE E Percentages
Range of original income: £ per year
1750 Average
JI5 over all
U:;]s(iler 381- 557- gl6- 1,194- 1,749- 2,561- and income
above ranges
All households in the sample 116 74 57 43 27 18 13 8 23
Retired households
1adult .. .. .. 107 52 42 32 19 78
2 adults .. .. .. 110 73 58 48 34 24 71
Non-retired households
1 adult .. .. .. 105 48 26 16 7 4 3 2 15
2 adults .. . .. 119 71 53 4 18 9 4 2 1
2 aduhlts, 1 child .. .. 178 55 41 19 13 9 5 14
2 adults, 2 children .. 81 50 25 19 14 8 18
2 adults, 3 children .. 60 44 i 20 11 28
2 adults, 4 children 69 56 40 30 | 12 42

of social security benefits, the initial effect on the amount
received will in general be proportional to the change in
the rate of benefit. The effect of a tax change might,
particularly in the case of an indirect tax, be influenced by
people’s reactions to the change; for instance, a reduction
in purchase tax might, by reducing the price of a commo-
dity, lead people to buy larger quantities of it. Since, in
addition, changes in taxes and benefits often have inter-
actions on one another, it is not in general possible from
these estimates alone to assess the eventual effects of any
given change on the total amounts of taxes paid and
benefits received by each type of household; for instance,
a reduction in income tax would lead to differential in-
creases in disposable incomes and purchases of goods
which are subject to indirect tax might increase. There
would be additional difficulties in estimating the eventual
effects of a large change, or of abolishing altogether a
particular form of tax, since this would have wide
repercussions and mught in time have some effects
on original incomes. Thus the estimates cannot, and do
not purport to, show the full economic effects of each tax
or benefit nor the full effects of any changes in taxes or
benefits. .

IV. Comments on the resuolts
General

As the sources and methods used throughout the period
since 1957 have been fundamentally the same, it is
possible to make broad comparisons of the main
results in successive years. The tables in this article
correspond to those published in the most recent of the
series (November 1972). The figures for 1972 are com-
parable with those for 1969, 1970 and 1971 but not
wholly so with those for earlier years, mainly because of
the change in the definition of original income (from
1969) which affects the income distribution of households.
{See Appendix IL.)

Tables A—G summarize the main results for non-
retired households consisting of | adult and 2 adults

with O-—4 children, and for retired(®)households consisting
of 1 or 2 adults. Together these types of households
account for about three-quarters of the whole sample.
The figures for all households combined cover,in addition,
miscellaneous types of household for which separate
results are not shown,

Summary Tables 4—G

The relative incidence of taxes and benefits as a whole on
households of different types and at different income
levels follows the general pattern shown in the earlier
years; households with low incomes on average gain
much more from benefits than they pay in taxes and house-
holds with high incomes pay more in taxes than they
receive in benefits. Within a given income range the
largest households, in general, gain most (or lose least)
and the smallest gain least-(or lose most) on balance from
all taxes and benefits combined. These effects are shown
in Table A, in absolute terms, and in Tables B and C
which respectively give income after all taxes and benefits
and income after direct taxes and benefits as percentages
of original income. The percentages for non-retired
households are in general Jower than those for the
corresponding retired households.

_ By convention, a tax is termed progressive if, in general,
it absorbs a larger proportion of high than of low incomes,
and regressive if it absorbs a smaller proportion of high
than _of' low incomes. Similarly, a benefit is termed pro-
gressive if, in general, it forms a larger proportion of low
than of high incomes (this is true of all benefits included
in these estimates). All taxes and benefits combined are
progressive in the sense just defined, and also in the sense
of favouring large as against small households. (See
Tables B and C.)

Table D shows direct and indirect taxes combined as a
percentage of original income plus cash benefits (this

(M A retired household is one in which the combined income of
members who are at least 60 and retired amounts to at least half
the total income of the household. (See Appendix 1.)



Indirect taxes as a percentage of income after diréct taxes and benefits

1972
TABLE F Percentages
Range of original income: £ per year
37 Avera
,750 over all
Ur;g;:r 181 557~ 816- 1,194~ 1,749- 2,561- and income
above ranges
All households in the sample 18 19 20 20 21 i9 19 17 19
Retired households
1 adult 16 15 16 20 16 16
2 adults 20 20 23 18 19 19 19
Non-retired households ..
1adult .. .. .. 19 22 20 21 22 20 20 19 21
2 adults .. .. .. 20 23 22 21 22 21 21 16 20
2 adults, 1 child .. .. 19 23 20 22 19 18 15 19
2 adults, 2 children 18 21 21 19 17 15 18
2 adults, 3 children 22 19 17 16 15 17
2 adulis, 4 children 20 16 17 18 14 17

denominator is chosen because some cash benefits are
taxable). All taxes combined are seen to be only mildly
progressive: indeed over a wide range of income the
percentages are remarkably constant for the same type of
household and do not show very wide variations even
between households of different types. The explanation is
that while income tax and surtax are certainly progres-
sive (Table G) the present national insurance contribu-
tions (particularly the flat rate contributions) are mildly
regressive and indirect taxes as 2 whole (shown as per-
centages of income after direct taxes and benefits in
Table F) are also if anything mildly regressive. The
substantially smaller percentages shown in Table D for
households in the lowest ranges of income may be partly
explained by the fact that these households, even when
not classified as retired, contain large numbers of retired
persons who are not liable for national insurance
contributions. 1t is worth mentioning that, while for the
types of household for which estimates are shown in
Table D total taxes as a proportion of income show
comparatively small variations, the proportions of in-
come paid in taxes by individual households in each of
these groups often show wide variations. Ln particular,
the proportion paid in indirect taxes is likely to vary
according to how much the household spends on alco-
holic drink, tobacco and petrol.

Social service benefits as a whole are very progressive
and each of the benefits included in these estimates is
progressive, favouring both households with low incomes
much more than those with high incomes and larger
households more than smaller households. It is mainly
because flat rate benefits form a much Jarger proportion
of low than of high incomes that benefits as a whole are
much more progressive than taxes as a whole (Table E).

Bepefits in cash, as a proportion of income, decline
markedly as income rises and so are very progressive
(see Table G). Cash benefits also form an increasing
proportion of income as the number of children in the
household increases and so are progressive in this sense
as well. (It should be remembered that some of the
households described as non-retired contain people in
receipt of state pensions; see footnote(?).) Benefits in kind,
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as a proportion of income, decline (though less markedly
than cash benefits) with increasing income and are
progressive both in this sense and (more so than cash
benefits) in the serise of forming a higher proportion of
the income of large than of small households. It must be
remembered that a substantial proportion of benefits in
kind (health services) can only be allocated on a rough
basis without reference to income (see Appendix I).

Main Tables 1--8

Table 1 shows estimates of the average incomes, and the
average amounts of benefits(*) received and taxes paid, for
all households combined and for each of 10 different types
of houschold at different levels of income. The 10 types
of household—the 6 types shown in the summary tables
plus 3 adults with 0—2 children and 4 adults—between
them account for over 90 per cent of all the households in
the survey. Households containing 3 or 4 adults are more
heterogeneous than the others; for example, a household
containing 3 adults may include a married couple with a
son or daughter over 16 and possibly still at school, or a
married couple and a single persen, possibly an elderly
dependant, or 3 single persons, any or all of whom may
be working or retired. Results are shown for retired(®) and
non-retired households combined and, where numbers
permit, for these two groups separately.

The separate figures shown for retired and non-
retired houscholds consisting of 1, 2 and 3 adults(*)
indicate the effects of retirement on the amounts of
direct taxes paid and benefits received, and on the
payments of indirect taxes resulting from their different
expenditure patterns.

() The only indirect benefits taken into account are housing
subsidies, which are small in comparison with other benefits.
These subsidies form a declining proportion of increasing in-
come and are thus progressive.

(%) Pensioner households (see Appendix I) are a sub-division of
retired households, with very low original incomes. Except for
some results given at the end of Table 5, they are included with
the rest of the retired households in all the tables.

(®) There were not enough 3 adult retired households to be shown
separately.



Direct benefits and taxes as percentages of original income plus cash benefits

1972
TABLE G Percentages
Range of original income: £ per year
Average
Under r 3,750 | over all
381 38i- 557- 816~ 1,194 1,749- 2,561- and income
above | ranges
Cash benefits
All households in the sample 84 52 36 22 10 5 2 -2 10
Retired househo!ds
1 adult . 85 41 32 24 14 62
2 adults 85 55 46 37 26 18 54
Non-retired households
1 adult 71 37 18 9 3 2 1 1 9
2 adults .. 79 53 38 22 9 3 1 1 6
2 adults, 1 child . 86 28 16 5 2 1 — 3
2 adults, 2 chlldren 44 19 6 3 2 1 4
2 adults, 3 children 19 11 6 3 2 7
2 adults, 4 children 24 13 7 6 2 11
Benefits in kind
All households in the sample 26 21 18 18 14 12 9 6 11
Retired households
1 adult 17 10 8 7 5 13
2 adults 21 17 iz 11 8 6 14
Non-retired households
1 adult 25 7 5 4 2 2 1 1 4
2 adults 33 14 11 g 7 5 3 2 4
2 aduits, 1 child . 81 22 22 13 9 7 4 9
2 adults, 2 chlldren a2 26 i8 14 12 7 13
2 adults, 3 children 34 30 22 16 9 20
2 adults, 4 children 41 39 3 23 9 28
Income tax and surtax
All households in the sample — 2 4 5 8 11 13 17 11
Retired households
1 adult . 1 7 11 15 17 7
2 adults — 3 7 1 14 21 9
Non-retired households
1 adutt . C— 4 7 11 14 16 22 19 14
2adults .. — 2 2 5 10 12 15 19 14
2 adults, 1 child - 3 ] — 6 12 14 17 12
2 adults, 2 children 1 — 5 9 12 16 11
2 adults, 3 children 1 4 8 11 17 9
2 aduits, 4 children 8 2 9 1t 18 9
National insurance contributions
All households in the sample — — 1 3 4 4 3 3 4
Retired households
1 adult . . — — — — —
2 adults — — — —_ — —_ —
Non-retired households
1 adult — 1 3 4 5 4 3 2 4
2 adults .. — 1 1 3 4 4 4 3 4
2 adults, 1 child . H 2 5 5 5 4 2 4
2 adults 2 ch:ldren 1 3 5 4 4 2 4
2 adults, 3 children 4 5 4 4 2 4
2 adults, 4 children 4 4 5 4 2 4

i



It must be remembered that results referring to a small
number of households may not be very representative and
even those referring to larger numbers may be consider-
ably influenced by one or two, possibly untypical, house-
holds. For instance, one household containing a student
with a large educational grant may considerably influence
the average benefits received; another may have bought an
expensive durable item in the survey period and the
purchase tax included in the price, when converped to an
annual rate of payment, may be very large. It is always
advisable, therefore, to look at the general run of figures
for households in several adjacent income ranges.

Table 2 shows the estimated amounts paid under each
main type of indirect tax expressed as percentages of
income after direct taxes and benefits (broadly equivalent
to disposable income plus benefits in kind). Ir}direct taxes
as 2 whole were shown in Table F to be, if anything,
mildly regressive but the effects of different groups of
these taxes show some variation. Local rates and duties
on tobacco, for example, absorb a larger proportion of
income at lower than at higher income levels and
so are clearly regressive. Purchase tax, on the other
hand, appears to have been slightly progressive. Except
for local rates, which appear to bear more heavily on
retired househelds, and tobacco duties which appear
to bear more heavily on non-retired households, there is
little difference in the incidence of the various indirect
taxes as between these two categories of household. Within
a given income range, however, indirect taxes as a \yhole,
and particularly local rates, form a lower proportion of
the income of larger than of smaller households.

Table 3 shows the trends over the five latest years in the
first and fourth quintile and median incomes, before and
after taxes and benefits. The lowest (highest) quintile is
the income such that one-fifth of the households in
question have lower (higher) incomes; the median is the
income such that half of the households in question
have lower (higher) incomes. The lowest and highest
quintiles are in general much closer to the median
incomes after allowing for all taxes and benefits; this is
illustrated by the changes in the first and fourth quintiles
expressed as percentages of the medians. The narrowing
of the gap between each quintile and the median illus-
trates the extent of redistribution at each stage of income
(original income plus cash benefits; income after direct
taxes and benefits; and income after all taxes and benefits).
The table also shows the extent to which redistribution
favours large compared to small families and retired
compared to non-retired families. For example, the
median income of non-retired households is generally
reduced by all allocated taxes and benefits, but the
reductions become progressively smaller as the number
of children in the household increases; and for 2 adults
with 4 children the median is increased; and, while the
median income of all single adult households is substan-
stially increased by taxes and benefits, for single adult
non-retired households it is reduced.

Looking now at the changes in the five-year period
1968 to 1972, first in terms of criginal incomes there has
apparently been some tendency for the lowest quintile to
fall and the highest quintile to rise relative to the median.
This movement is reasonably evident particularly at the
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lowest quintile income, both for all households combined
andforallnon-retired households,althoughitdoesnot hold
good for every type of houschold considered separately.
Looking next at income after all taxes and benefits there
does not seem to be a general trend either way in the
ratios of the quintiles to the median. Thus any tendency
for the the degree of inequality of original income to
increase was apparently offset by a small increase in the
overall progressivity of taxes and benefits in this period.
There are two points to be remembered when making
statements of this kind. Firstly, the increase in unem-
ployment over this period could explain some of the
reduction in lowest quintile relative to median original
income and would also, by itself, have caused some
increase in the progressivity of direct benefits. In addition
there is the more general point that these estimates are
subject to year to year fluctuations attributable simply
to sampling variation.

Table 4 (which is in five parts) shows, in percentage
terms, some comparisons between the effects of taxes and
benefits in the years 1969—1972 on the most numerous
types of household (I adult and 2 adults with 0—2
children) and on all' households in the sample. For all
households combined, the right-hand column of part ()
of Table 4 shows that the net effect of all taxes and
benefits was to reduce the average income by 16 per cent
in 1969 and 1970, 14 per cent in 1971 and 12 percent in
1972. Part (ii) {again for all households combined),
shows that the net effect of dircet taxes and benefits was
to increase the average income of all households by 7 per
cent in 1972 compared with 5 per cent in each of the
three years 1969—1971. This 2 per cent change may have
been largely the result of the 1972 Budget, together with a
full year's application of the cut in standard rate and other
measures in the 1971 Budget, partly offset by an increase in
national insurance contributions. All benefits combined
formed, on average, a slightly increasing proportion of
income both in 1971 and 1972 compared with the two
previous years. The reduction in total taxes as a propor-
tion of income between 1970 and 1971, shown in part (ii1),
was mainly because of a reduction in indirect taxes.

The rising trend in the ratio of income after all taxes
and benefits to original income was common to ali
household types shown. This movement was most marked
for retired households, mainly because of increases in
benefits as a proportion of income (part (iv)) but also
because of reductions in indirect taxes as a proportion of
income (part {v)).

It is difficult to make meaningful statements about
changes in the effects of taxes and benefits over the vears
on households at comparable income level because, for
example, households whose original incomes roughly
kept pace with average earnings would, by and large, be
expected to move up one range between 1970 and 1972.
Those households which remained in the same income
range in most cases gained more (or lost less) in each
succeeding year as a result of taxes and benefits {parts (i)
and (i),

Table 5 compares the changes which have occurred
between 1961 and 1972 in the average incomes before and
after taxes and benefits of all households of each of the
10 main types, and of all households combined. Additional



figures are shown for non-pensioner households(?)
consisting of 1 and 2 adults. (It is not possible to show
figures for non-retired households alone over the whole

riod because the classification into retired/non-retired
1s not available for years before 1967.)

Direct benefits, particularly national insurance benefits,
have increased substantially over this period; taxes,
particularly national insurance contributions and various
kinds of indirect taxes, have also increased but to a lesser
extent, so that on balance the changes will have favoured
households with relatively low compared with those with
relatively high incomes.

The averages for original income and income after
all taxes and benefits have been shown under both old
and new definitions. For the two earlier years (1961
and 1965) figures for income after all taxes and benefits
under the new definition were estimated roughly and are
shown in brackets. The difference between old and new
figures for average original income represents the aver-
age amounts of employers’ contributions to national
insurance and national health services (previously treated
as part of employees’ income) for that type of household.
The difference between old and new figures for income
after all taxes and benefits represents the average amount
of employers’ contributions now included in the inter-
mediate indirect taxes allocated to that type of household,
together with the very small reduction in benefits (from
1969) now that education benefit is no longer attributed
to children in private schools.

The percentages shown for the five years in columns
6—10 of Table 5 indicate that, for most types of house-
hold, both income after direct taxes and benefits and
income after all taxes and benefits declined as proportions
of original income between 1961 and 1969 but showed
increases for each type between 1969 and 1972.

By combining the increases in original income over
the whole period with the effects of all taxes and benefits
on original income in 1972, (columns [0 and 14), it is
possible to compare income after all taxes and benefits

{?) That is, retired and non-retired but excluding pensioner house-
holds. (See Appendix 1.)
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in 1972 with original income in 1961. Single adult house-
holds (retired and non-retired combined) and households
with 3 or 4 children have in this sense fared substantially
better than the other types of household over the 11 years.

Tables 6, 7 and 8 show the distribution of households
co-operating in the Family Expenditure Survey in 1972
classified respectively by original income, income after
direct taxes and benefits and income after all taxes and
benefits. A comparison of the three tables shows the
extent of the redistribution of income which takes place
within each type of household as a result of direct taxes
gld b():neﬁts and of all taxes and benefits. (See Chart 2

ow.

The tables published in this article present a selection of
the material which is analysed each year. Readers who are
interested in further analyses, for example, for households
classified by ranges of net household income (Tables 6—8
in the. corresponding article for 1969} are invited to write
to the Press and Information Service of the Central
Statistical Office.

Charts 1 and 2

Chart 1 shows the broad effects on the main types of
household of the main groups of taxes and benefits
expressed as percentages of original income plus cash
benefits. In part (i) the households {all non-retired) are
arranged so as to highlight the effect of each additional
child. In part (i) results are shown for households
without children so that comparisons can be made
between non-retired households with 1, 2 or 3 adults
and retired households consisting of 1 or 2 adults. The
diagram for 2 adult non-retired households is shown for
convenience in both paris of the chart.

Chart 2 shows the distributions of several types of
household classified by original income alongside the
corresponding distributions classified by (i) income after
direct taxes and benefits and (ii) income after all taxes
and benefits. The diagrams illustrate the extent to which
taxes and benefits reduce the inequality in the distributions
of original income. '

Central Statistical Office



APPENDIX 1

Definitions of households, incomes, taxes and benefits used in the estimates

HOUSEHOLDS : DEFINITION AND CLASSIFICATION

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 who may be included as
separate households. Young persons aged 16 and over are
counted as adults even if they are still at school. The
survey does not include residents in hotels, boarding
houses and other institutions, or members of the armed
forces and the merchant navy who are not living in
private households.

The estimates shown in most of the tables represent
averages for households grouped by ranges of original
income (see below). The income ranges are marked off
by equal intervals on a logarithmic scale, thus providing
wider intervals for the higher incomes where the house-
holds are fewer and their incomes more widely dispersed.
The use of a logarithmic scale alsc facilitates comparisons
over time when incomes are rising.

Retired and non-retired households of various sizes
and types have been classified separately. A retired house-
hold is defined as one in which the combined income of
members who are at least 60 and describe themselves as
retired or unoccupied amounts to at least half the total
gross income of the household. For some purposes
retired households are further classified into perisioner
households (so defined if at least three-quarters of their
income is derived from national insurance retirement and
similar pensions and/or benefits paid in supplementation)
and other retired households but there is very little
difference between these groups at the lowest levels of
original income where the pensioner households occur.
Except for the two cases given at the end of Table 5,
pensioner households are included with the other retired
households in the results shown throughout this article.

INCOMEL

The original income of a household is defined as the sum
of the incomes in cash and kind' (as measured in the
survey) of all members of the household before the de-
duction of taxes and before the addition of the State
benefits included in this analysis. Original income differs
from the term gross income as used by the Department of”
Employment in the published reports of the Family
Expenditure Surveys, since the latter includes national
insurance and other cash benefits and excludes most
forms of income in kind.

The figures of income are the estimated normal annual
income at the rate current at the time the household is
interviewed. For wage and salary earners the normal
current rate of annual earnings is estimated by taking into
account all the information given about (i) the wage or
salary received in the previous week (those paid weekly)
or in the previous month {those paid monthly), (ii) the
wage or salary usually received in the recent past (if the
last payment is stated to be abnormal), (iii) occasional
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bonus payments and (iv) periods of absence from work
through illness or unemployment during the previous
twelve months. In the casc of investment income and the
income of self-employed persons, the income is taken to
be the amount received in the latest twelve-month pericd
for which the infoermation is available, Households living
in owner-occupied or rent-free dwellings are assigned an
imputed income based on the rateable value of the
dwelling.

In the years up to and including 1968 original income
was defined to include employers’ contributions to
national insurance and national health services, following
conventions used in the national accounts, even though
households do not generally regard such contributions as
part of their incomes. As from 1969, it was decided to
exclude these contributions from original income, on
the grounds that, for the purpose of this analysis, em-
ployers’ contributions are more appropriately regarded
as a form of indirect tax on intermediate goods and
services, to be treated in the same way as the selective
employment tax (see below). Thus it is no longer possible
to make full comparisons between the results for 1972
and those for years earlier than 1969. For households
which include no employees, original income is unaffected
by the change in definition. For other households,
original income on the new definition is lower than on the
old definition. The difference on average over all house-
holds combined is about £79 for 1972 (see Table 5). The
effect on income after all taxes and benefits is smaller
(£38 for all households combined in 1972) because only
part of the employers’ contribution is included in indirect
taxes on consumers’ expenditure, the rest falling on
government expenditure, investment and exports. Income
after direct taxes and benefits is unaffected.

DIRECT TAXES

Income tax

Surtax

Employees® contributions to national insurance and
national health services

The estimates of income tax are based mainly on the
amounts stated to have been deducted from the most
recent payments of wages and salaries, and the recorded
tax payments in the previous twelve months in respect of
surtax, or, in the case of investment income and income
from seif-employment, the latest twelve-month period
for which the information is available. Death duties,
being taxes on capital rather than income, are not in-
cluded. Nor are taxes on undistributed profits; although
undistributed profits belong in a sense to shareholders,
they are not treated as part of personal income for pur-
poses of income tax and they are not part of a household’s
disposable income. Capital gains, in accordance with
national income conventions, are also excluded from
income, and so taxes on capital gains are likewise
omitted.



DIRECT BENEFITS IN CASH

Family allowances

Family income supplement

National insurance benefits (pensions, sickness, un-
employment, redundancy, industrial injury, invalidity
pensions and allowances, maternity benefits, etc.,
death grants)

Non-contributory old age pensions

Supplementary pensions and allowances

War pensions, service granis and allowances

Except for redundancy benefit the value of each form of
cash benefit (and of scholarships and education grants
from pubilic funds, which are treated as benefits in kind)
is the amount stated to have been received by the house-
hold during the twelve months prior to the interview.

Redundancy benefit. Although redundancy benefits take
the form of a single lump sum payment they are in
general intended to provide long-term benefit. In these
estimates, therefore, only part of the recorded receipts is
taken to relate to the current year: if the period covered
by the redundancy payment is n years, then the current
benefit is taken to be 1/nth of the amount received.

DIRECT BENEFITS IN KIND

National health services

State education

School health services

Scholarships and education grants from public funds
School meals, milk and other welfare foods

National health services. Households are not asked about
the extent to which they use the various national health
services. The values of the benefits assumed to be received
are therefore estimated as follows. The current cost of
maternity services is estimated separately and the average
cost per birth is aliocated to each household reporting
the receipt of national insurance maternity benetit. The
values of the benefits from all other national health
services combined are based on rough estimates of the
differences in the extent to which these services are used
by (i) chuldren, (ii) adults below normal retirement age
{65 for men and 60 for women), and (iii) adults above
normal reurement age, in each case separate estimates
being available for males and females. The value of the
benent assigned to each household is the average net
cost to the State of providing each service, that is, after
allowing for prescription charges and payments made
for dental, ophthalmic and other services. It Is not possi-
bie to distinguish cases where, because of special circum-
stances, patients receive drugs and other goods and ser-
vices free of charge.

FEducation. Information is provided in the schedules about
the type of full-time education being received by each
member of the household. The benefit of State education
is taken to be the estimated average net cost per child
to public authorities of providing twition (and in the case
of schools, school health services) under each of the
following headings: special schools, primary, secondary
and direct grant schools, universities and teachers’ train-
ing colleges. The value of the benefit is taken to be the
same for all children attending any one of these types of
educational establishment (except that for children at
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secondary or direct grant schools larger benefits are
assigned to children over 16 than to children under 16).
In the case of fee-paying students at universities the gross
maintenance grants received are abated by the fees and
contributions paid by parents.

School meals, milk and welfare foods. The value of each of
these benefits is taken to be the net cost to public authori-
ties, after allowing for the contributions from households
themselves.

INDIRECT BENEFITS
Housing subsidies

Housing subsidies are dsfined as the difference between
current account expenditure by public authorities on
housing and the rents paid by tenants of local authority
dwellings. The subsidy is estimated separately for each
local authority dwelling in the sample and is taken to be
the excess of the estimated economic rent over the actual
rent paid by the tenant. The subsidy therefore includes
any rent rebates which the tenant may be allowed. The
economic rent is calculated by marking up the rateable
value of the dwelling in the ratio of the total current
account expenditure on all dwellings owned by the local
authority to the total rateable value of these dwellings.
The housing subsidy estimated for a particular household
can (exceptionally) be negative. (Agricultural subsidies
are not treated as benefits to consumers since they
merely have the effect of keeping the prices of domesiic
produce down to the same level as the prices of imported
foods which are unrestricted. The subsidies are included
in the Ori_ginal income of farmers, and not treated as
benefits, since they form part of the earnings of farmers
who could otherwise earn comparable incomes in other
employment.)

INDIRECT TAXES

(1) On final consumer goods and services
Local rates on dwellings (after deduction of rebates)
Customs and Excise duties on beer, wines, spirits,
tobacco, hydrocarbon oils, betting, ete.
Purchase tax
Motor vehicle duties
Driving licences
Television licences
Stamp duties

Indirect taxes, or taxes on expenditure, are either paid
separately by consumers, for example, local rates, motor
vehicle duties, or are assumed to be fully reflected in the
prices paid by consumers when buyingcommodities which
are subject to tax, for example, purchase tax, Customs and
Excise duties. Payments of indirect taxes which are levied
directly on consumer goods are estimated from the details
of expenditure given by households 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 on motor
vehicles affects the price of second-hand vehicles it is
assumed to form part of expenditure on second-hand
cars and receipts from sales of second-hand cars, as well
as being included in the price of new cars.



(ii) On intermediate goods and services

Local rates on commercial and industrial property

Vehicle licences

Customs and Excise duties on hydrocarbon oils

Purchase tax and other revenue duties

Import duties on raw materials and on other goods
and services used by industry

Stamp duties

Selectiveemployment tax {after deduction of refunds)

Employers’ contributions to national insurance and
national heatlh services and to the redundancy fund

Indirect taxes on intermediate products are defined as
taxes falling on goods and services purchased by industry
and used in the production of goods and services bought
by consumers. It is assumed that these indirect taxes are
fully reflected in the prices of goods and services produced
and therefore passed on at each stage of production.
Their allocation between different headings of consumers’
expenditure is based on input-output tables and, apart
from the treatment of employers’ contributions to nation-
al insurance, etc., is consistent with estimates included
in the National Income Blue Book.

APPENDIX II

Changes in definition and treatment of items

The main changes in the definition and treatment of itemns, introduced from time to time during the period covered

by the series of articles (1957-1972), are listed below:

Survey year
Item Change when change
took effect
Original Redefined to exclude employers’
income contributions t¢ national
insurance, etc. 1969
Education () Benefit assigned according to type
benefit of school attended 959
(iiy Coverage extended to include
Colleges of Advanced Technology
and Teachers’ Training Colleges 1963
(ili) Benefit to children at secondary
schools assigned according to age
instead of by type of school 1966
(iv) Benefit no longer assigned to
children at private schools 1969
National Maternity benefit allocated only to
health households reporting the receipt of
service national insurance maternity benefit 1963
benefit
Indirect (i) Allocation of benefit from food
benefits subsidies discontinued 1959
(ii) Housing subsidies estimated sepa-
rately for each local authority
dwelling 1964
Rent rebates introduced 1969
Indirect (i) Purchase tax on cars bought
taxes on outright spread in order to smooth
Sinal the incidence of the tax 1961
consumer  (ii} Purchase tax on cars bought
goods and outright based on purchases over
services 12 months: spreading discontin-
ued 1968
(iii) Rate rebates introduced 1967
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Survey year
Item Change when change
took effect
Indirect (i) Introduced with coverage: rates,
taxes on motor vehicle duties, oil
intermediate and stamp duties 1961
goods and  (ii) Extended to include import
services duties 1963
(11} Extended to include SET 1966
(iv) Extended to include purchase
tax and other revenue duties 1967
(v} Extended to include employers’
national insurance, etc. contribu-
ttons, when original income
was redefined 1969
Size of Approximately doubled 1967
sample
Classifica- (i} Houscholds divided into retired/
tion of non-retired categories 1967
households

(ii) Results for pensioner households
combined with results for retired
non-pensioner households in the
same income ranges, except where
specifically stated

Logarithmic (i) Basic scale: income at upper
scale used limit of each range equal to 4/3

1969

Sfor income income at lower limit. For incomes
ranges between £616 and £1,464 per year
each range split into two parts
(scale factors (4/3)}) 1957
(ii) Income at upper limit of each
range equal to (11/10)* income
at lower limit at all levels of
income 1961
Adjustiments Discontinued 1963
Sfor non-
response
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CHART | Pparc |

Average taxes paid and benefits received by non-retired households
in different income ranges - 1972

Benefits Percentage of original income plus cash benefits Taxes
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CHART | Parc?2

Average taxes paid and benefits received by retired and non-retired households
in different income ranges - 1972

Benefits Percentage of original income plus cash benefits Taxes
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CHART 2 Part

Distributions of retired and non-retired households classified by (i) original income
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CHART 2 Part2

Distributions of retired and non-retired households classified by (i) original income

(ii) income after direct
taxes and benefits

(iii) income after all
taxes and benefits
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