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The Effects of Taxes and Benefits on
Household Income 1984

Summary of main results

During 1984 the Government raised and spent £146 billion. Directly
or indirectly most of this revenue was raised from UK households
and the expenditure benefitted households; although greater
equality of incomes is not necessarily a primary aim of this process,
it is nevertheless one of its consequences. For any one household
it is most unlikely that in any one year payments will exactly
balance with benefits; the aim of this article is 10 examine how
the balance varies by income level and by other houschold
characteristics.

The main results are:

(i} The effect of the 1ax-benefit system as a whole is to reduce
the differences in income between houscholds. In 1984 taxes
and benefits increased the share of total income of the bottom
20 per cent of households from 0.3 per cent to 7.1 per cent.
Cash benefits play the largest part in reducing income
dispersion.

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

(iiiy  Part I1 of the article examines the impact on households
of government expenditure programmes related to housing,
Public sector tenants receive on average the greatest support
(£730 per annum), followed by owner-occupiers with a
mortgage (£410 per annum). For public sector tenants this
support constitutes over half their regutar outgoings for
housing.

(iv) Government housing support as a whole reduces income
inequality between households and plays a particularly
important role for the botton 20 per cent of households

CHART 2

whose incomes are increased by 25 per cent on average by
these programmes. However, one particular type of
assistance, morigage inlerest tax relief, increases in
importance as income increases. :

Although this article does not analyse trends in the effects of
taxes and benefits on household incomes, it is useful to recall some
of the results of such analysis carried out in the article in this seriés
published in Economic Trends, December 1584. This showed that
the composition of the 20 per cent of households with the lowest
original incomes changed considerably between 1975 and 1983,
with increasing numbers of households with children appearing
in this income group as a result of the growth in unemployment
over the period. This group now depend almost entirely on cash
benefits, and the growth in the payment of cash benefits aver the
period largely offset the increase in inequality of income before
taxes and benefits.

Introduction

This article expands on the summary of results published in
Economic Trends in December 1985 Part I gives a detailed
description of the results at each stage of the tax benefit sysiem
for all households and for retired and non-retired households
separately. Part IT examines the impact on households of one
particular type of government expenditure, expenditure on housing
- related programmes. The methods used in preparing the estimates
were described in Appendix | of the December 1985 article but
this is also repeated as Appendix | to this article for ease of
reference. The usual detailed tables appeared in Appendix 2 of
the December 1985 article and are not reproduced here.

Chart | illustrates the stages of redistribution which form the
structure of this analysis. Inittally, households receive income from
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CHART 1

Stages of redistribution
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Summary of the effects of taxes and benefits, 1984

TABLE A

Quintile groups of households ranked by original income Average
over all
house-

Bottom 2nd 3rd 4th Top holds

Average per household (£ per year)
Original income 110 2 480 7130 11 200 19 750 8 130
plus cash benefits 3130 2 400 1 140 810 GO0 1620
Gross income .. .- .. 3240 4 B80 8 260 12 010 20 350 9 750
less income tax! and employees' NIC -102 330 1 380 2 430 4 740 1770
Disposable income .- .. 3 250 4 550 6 880 9 580 15 G610 7 980
less indirect taxes . .. .. 760 1 300 1 890 2 490 3 700 2030
income after cash benefits and all taxes 2 490 3 250 4 990 7 090 11920 5 950
plus benefits in kind 1330 1340 1370 1520 1 560 1430
Final income . 3 820 4 600 6 370 8610 13 480 7370
Percent that are public sector tenants 59 35 27 15 8 29
Average per household (number)
Children (i.e. aged under 16) .. 0.4 0.4 0.8 0.9 Q.7 0.6
Adults .. .. .. .. 1.5 1.7 2.0 2.2 2.7 2.0
People in fuli-time education . . 0.3 0.3 0.6 0.8 0.7 0.5
Economaically active people - 0.6 1.3 1.7 2.3 1.2
Retired people . . 0.8 0.7 0.2 0.1 0.1 0.4

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

? Negative average tax payment resuits lergely trom imputed tax relief on
assurance premiums paid by those with nil or negligibie 1ax hiabilities.

various non-governmental sources: from their employment (wages
and salaries; self-employment income); from occupational
pensions; from their investments; from other households (eg: gifts
and alimony payments) and from private non-profit-making
institutions such as charities. Total income from these sources
constitutes original incorne. The flow chart shows the various ways
in which Government then raises revenue from households and
distributes benefits to them both in cash and in kind.

However, it is not possible to allocate the whole of government
revenue and expenditure to households (Chart 2). For some items
such as the Government Borrowing Requirement such an allocation
would be inappropriate; for others the data required to do so are
not available, for example expenditure on home improvement granis
as discussed in Part II of the article. In all, 59 per cent of
Government revenue ( including the Borrowing Requirement ) and
50 per cent of expenditure are allocated to houscholds in this
analysis. Since the total amount of revenue allocated exceeds the
total amount of benefits, less significance should be attached to
the exact figures of cash “gains™ and “losses” than w the broad
patterns of redistribution, particularly in the middle income ranges.

The main source of data for the analysis is the Family
Expenditure Survey (FES) 1984. This is a continuous household
survey which collects information on the income, expenditure and
direct tax payments of each household member aged 16 years and
over, and on household composition and other characteristics such
as tenure. In 1984 7081 houscholds participated and the response
rate in Great Britain was 684 per cent.

PART 1

RESULTS FOR ALL HOUSEHOLDS

The distribution of original income varies widely between
houscholds. The 20 per cent of households with lowest original
income {the lowest ‘quintile group’) had an average original income
of only £1}0 per annum in 1984, compared with an average original
income of about £19,750 per annum in the highest quintile group
(Table A). The size of the original income of a houschold depends

life

to a large extent on how many economically active persons it
contains - though note that someone may be defined as
economically active if they have been out of work for up to a year
as tong as they are still seeking work. Only one in thirty households
in the lowest quintile group contain one or more economically
active persons, Nearly two-thirds of the households in this group
are retired (Table B) - defined as houscholds where at least half
the total gross income comes from retired people - and the majority
of these have virtually no original income since the state retirement
peansion (including any graduated or additional pension) is a cash
benefit. The composition of the bottom quintile group appears 1o
have remained fairly stable between 1983 and 1984 (Table X,
Economic Trends December 1984, page 106).

The composition of each quintile group of
households ranked by original income, 1984
TABLE B

Quintile group

Botwm 2nd 3rd 4th Top  Tetal
Percentages
Household type
Retired 66 17 8 2 2 25
Naon-retired
1 adult 9 15 16 7 3 10
2 adults 6 14 27 28 27 20
1 adult with children 6 5 2 1 - 3
2 adults with children 9 12 34 40 24 24
3 or mare adults 3 7 13 23 44 18
Total 100 100 HOU 100G 100 100

Chart 3 shows how the dispersion of incomes is reduced at
each stage of redistribution, so that the quintile average final income
ranges from £3,820 to £13,480, a ratio of about 1:4 compared with
the ratio for original incomes of about 1:180.
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CHART 3

The effects of taxes and Average income
benefits on quintile groups ' per household
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An alternative way to illustrate the extent of income

redistribution is 16 examine how income shares are modified by
the tax-benefit system (Table C). For example, households in the
highest quintile group receive 49 per cent of all original income,
After taking into account cash benefits, this group’s share falls to
42 per cent. At the other end of the scale, the share of the lowest
quintile group rises from 0.3 per cent to 5.6 per cent. Further,
but comparatively smaller, compressions of the income distribution
occur at the stages of disposable and final income.

Though not without its drawbacks, the Gini coefficient is the
most widely used summary measure of the inequality of the
distribution of income (see paragraph 37 of Appendix 1). It takes
values between 0 and 100 per cent - the higher values indicating
greater inequality. While it is dangerous to draw detailed
conclusions from isolated changes in the Gini coefficient, the
reduction from 49.9 per cent to 36.9 per cent shown in Table C
clearly confirms that cash benefits produce the largest reduction
in income inequality. ’

Percentage shares of total household
income, 1984

TABLE C

Percentage in each quintile group of households
re-ranked at each stage

Original Gross Disposable Post-tax! Fina!l
income income income income  income
Quintile group
Bottom 0.3 5.6 6.7 6.2 7.1
2nd -3 10 12 11 12
3rd 18 17 18 17 18
4th 28 25 24 24 24
Top 49 42 40 41 39
Total 100 100 100 100 100
Decile group
Botwom 2.3 2.8 2.3 28
Tep 29 25 24 25 23
Gini coefficient
(percent; 49.9 36.9 33.4 307 32.4

* Income after cash benefits and !l taxes but before benefis in kund

Atention has already been drawn 10 the preponderance of
retired households in the lower ranges of the distribution of original
income; nearly two-thirds of the households in the lowest quintile
group and nearly half of those in the second quintile group are
retired (Table B). The income pattern of the retired is very different
from that of households whose head is of working age, as is their
expenditure pattern {which is reflected in their indirect tax

Summary of the effects of taxes and benefits on non-retired households, 1984

TABLE D

Average
Quintile groups of non-retired households ranked by original income over al}
house-
Botiom 2nd 3rd 4th Top holds
Average per household (£ per year)
Onginal income 1370 6 240 9 410 12 98¢ 21 380 10 280
plus cash benefits 2810 1140 840 710 560 1230
Gross income . L. 4 280 7 380 10 250 13 €90 21 930 11 5310
Jess income tax! and employees’ NIC 120 1140 1 840 2 900 5 170 2 260
Disposable income 4150 € 240 8 310 1G 790 16 760 9 250
tess indirect taxes L. . 1180 1760 2 230 2 750 3 800 2 370
Income after cash benefits and all taxes 2870 4 4B0 £ 080 8§ 040 12 850 6 B8O
rlus benefits in kind 1 760 1370 1510 1530 1 580 1 550
Finel income 4720 5 850 7 5%0 9 570 14 440 8 430
Perccni that are public secror tenants 55 32 20 12 ] 25
Average per household (number)
Children (i.e. under 16) 0.9 0.8 e 0.9 07 08
Adults . - .. 1.7 2.0 2.3 23 28 2.2
People in full-time education 0.7 0.6 08 o8 0.7 0.7
Economically active people 0.6 1.3 1.6 18 2.4 1.6
Retired people .. 0.1 0.2 01 0.1 01

| After tax relief t sonrce op mortgage interest and Life assurance premioms.
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payments). For this reason in the detatled examination of each stage
of the tax-benefit system which follows, retired and nor-retired
kouseholds will be analysed separately.

RESULTS FOR NON-RETIRED HOUSEHOLDS

Original income

The distribution of original income amongst non-retired
households is less unequal than amengst ail households, ranging
from an average of £1,370 per annum in the lowest quintile group
1o £21.380 in the highest (Table D). The relationship between the
original income of a household and the number of economically
active people it contains is again very strong, and this point is
discussed in more detail at the end of this section.

Cash benefits

Cash benefits are of two types: contributory, paid from the
National Insurance Fund to which individuals and their employers
make contributions while working, and non-contributory (Table
E). For non-retired households, non-contributory benefits form
the most important source of income from cash benefits. The major
item, Child Benefit, is spread fairly evenly over the income
distribution, though less benefit is received by the second and the
top quintile groups where there tend to be fewer children per
household (Table D). The other non-contributory benefits are
mostly means-iested, in particular Supplementary Benefit, and so
payments are concentrated in the lowest quintile group, though
the presence of some individuals with low incomes in high income
households means that some payments are recorded further up the
income distribution. Even the contributory benefits, for which
contribution records rather than income are the criteria for
payment, are highest for the bottom quintile group because payment
results from curtailment of employment income for one reason
or another, On average, cash benefits formed 11 per cent of the
gross income of non-retired households: their paymem resulted
in a significant reduction in income inequality.

Average value of cash benefits for each
quintile group of non-retired households
ranked by original income, 1984

TABLE E

Quintile greup

Bottom 2nd 3rd  4th  Top Total

€ per household

Contributory
Retirement pension 310 270 120 120 90 180
Sickness injury related 280 130 100 70 50 120
Unemployment benefitl 140 80 70 30 40 70
Other 140 90 a0 30 20 60
Total 880 560 330 260 200 440

Non-contributory
Supplementary benefit 1 040 150 70 40 40 270
Child benefit 320 270 340G 320 260 300
Rent rebates’ allowances 400 60 20 10 - 100
Sickness disablement related 110 50 40 30 20 50
Other 150 60 44 80 40 70
Total 2 030 580 L1100 450 350 790

Total 2910 1 )44 840 T10 5691 230

Cash benefils as a percentage
of gross income 68 15 8 5 3 11

The former systems of rent rebates/allowances and rates rebates
were incorporated into standard housing benefit in the Housing
Benefit Scheme which came into operation in April 1983, These
two forms of housing assistance continue to be treated differently
in the national accounts and in this article too. They are examined
in detail in Part II of this article.

Income tax and National Insurance contributions

Both income tax payments and employees’ National Insurance
contributions are closely related to the size of original income.
Payments by houscholds of employees’ National Insurance
contributions in particular vary with the number of persons in
employment and with their earnings. However the existence of an
earnings ceiling, £250 per week during most of 1984, means that
households in the top quintile group pay rather less in contributions
as a percentage of gross income than the middle 60 per cent of
households (Table F).

Income tax and employvees' NIC as
percentages of gross income for each
quintile group of non-retired households
ranked by original income, 1984

TABLEF

Quintile group

Bottorn 2nd  3rd  4th Top Total

Income tax ! 1.3 9.8 127 14.8 180 140
Emplovees' NIC 1.6 57 6.2 6.5 53 56
Total Z.9 135 1849 21.2 236 19.6
Tafrer tax relief at source on mortzazs Interest and iife asstrance

premiums.

The personal tax allowances are large enough to prevent
households in the towest quintile group from paying much tax,
and in fact their ax payments are exceeded by their National
[nsurance contributions. Because of the progressive nature of the
income tax system, the proportion of gross income paid in income
tax rises from 1.3 per cent for the lowest quintiie group (o 180
per cent for the highest.

Indirect taxes

Indirect taxation is the onlty componeni of the wax-benefit system
which does not have the effect of reducing income inequality. In
total, indirect taxes form a declining proportion of disposable
income as original income rises (Table G), ranging from 28.6 per
cent in the lowest quintile group o 23.3 per cem in the highest.
However, individual taxes have divergent effects on income
inequality.

Domestic rates, tobacco duty, beer duty and intermediate taxes
(see box) all fall as a percentage of disposable income as income
rises. The fall in wobacco duty payments is particularly marked
because the incidence of smoking is higher amongst people with
low incomes. Value Added Tax (VAT) is not levied on food and
certain other items which form a higher proportion of the
expenditure of low income households than others, so their VAT
payments are on average smaller. Car ownership increases with
income and therefore so does the related expenditure, in the form
of car tax, vehicle excise duty and duty on hydrocarbon oils.
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Indirect taxes as a percentage of disposable income for each quintile group of non-retired

households ranked by original income, 1984
TABLE G

Quintile group

Bottom 2nd 3rd 4th Top Total
Domestic rates ! 4.0 4.6 4.2 3.6 3.0 3.6
VAT .. . 7.4 76 7.7 7.7 7.7 7.7
Duty ot beer .. 1.1 1.2 1.2 1.1 Q.9 1.1
Duty on wines and spu-n.s 0.8 0.9 1.0 1.0 1.2 1.0
Duty on tobacco . 4.7 3.4 2.5 2.1 1.3 2.3
Duty on hvdrocarbon oils . . .. 1.3 1.7 1.9 1.9 1.8 1.8
Car tax and vehicle excise duty . 0.8 1.1 1.1 1.1 1.0 1.0
Other taxes on final goods and services 2.1 1.7 1.7 1.5 1.3 1.5
Intermediate taxes . . .. . 6.4 6.0 5.7 5.5 5.1 5.5
Total 28.6 28.2 26.8 25.5 23.3 256

1 Netof rate rebates and the rates element of housing benefit supplement, but including water, etc. charges.

Although some indirect taxes such as VAT are broadly
progressive, Table G shows that the impact of virtually all the
indirect taxes declines for the top quintile group compared with
the fourth quintile group. This is so partly because higher income
households tend to save a larger proportion of their income than
households with smaller incomes.

Intermediate taxes

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

Benefits in kind

Government current expenditure in providing certain goods
and services to households either free at the time of use or at
subsidised prices is converted by imputation into the equivalent
of an income flow to individual households in order 1o arrive
at final income. The largest two items for which such
imputations are made are health and education services, which
together accounted for 21.5 per cent of total general government
expenditure in 1984. Other items for which imputations are
made are welfare foods (mainly school meals), the housing
subsidy and travel subsidies, together accounting for a further
2.3 per cent of general government current expenditure.

Education benefit to individual households is imputed by
reference to the number of pupils and students in the households
(students living away from home are not included as part of
their parents’ household), and to the type of education they are
receiving. The bottom quintile group contains the largest
number of student households and the unit costs of higher
education are well above those for school education. The result
is that the lowest quintile group is allocated the highest average
imputed benefit (Table H). The impact of welfare foods, which
benefit mainly children, is greatest in the lower income groups
since children from these households are more likely to take
school meals and to have them provided free of charge.

Data are available on the average cost to the Exchequer of
providing the various types of health service — hospital

inpatient/outpatient care, GP consultations, dental services etc —
and it is possible to estimate the use made of each service by
individuals of different age and sex. Using this information, an
imputed benefit from the health service can be allocated to each
individual in the FES sample. These benefits are then aggregated
for members of the household to yield figures on a household basis.
so that not only the sex-age composition but also the size of the
household determines the distribution of health service benefits.

Average value of benefits in kind for each
quintile group of non-retired households
ranked by original income, 1984

TABLE H

Quintile group

Bottom 2nd 3rd  4th Tep Tousl
£ per household
Education 910 600 750 780 780 7170
National health service 580 620 630 6820 650 620
Housing subsidy 130 70 40 3G 20 60
Travel subsidies 40 50 €0 70 120 T0
Welfare foods 100 30 30 20 20 40
Total 1760 1370151015301 580 1 350
Benefits in kind as o
percentage of post-taxi
income 59 30 25 19 12 22

> Income after cash benefits and all taxes.

Age and sex are by no means the only possible determinants
on which to base the allocation, but age is certainly a very
important factor. Data availability also limits the choice of
determinants: the FES contains no direct information on the use
of health services or other proxies which could be used. Table
H shows that these benefits are lowest for the bottorn quintile group
but fairly flat in the remainder of the income distribution.

Housing subsidy is the sum of Exchequer subsidy and local
authority determined rate fund contributions 10 the housing revenue
account., Thus housing subsidy as defined here has been spread
between public sector tenants, and since such households tend to
be concentrated in the lower half of the income distribution this
is where the subsidy is highest. The impact of housing subsidy
on household income is discussed in detail in Part IT. In this anicle,
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tax relief on mortgage interest is treated as an adjustment 10 income
tax, not as a housing subsidy.

Travel subsidies cover the passenger element of the grants made
to various public transport operations covering both buses and
railways. The use of public transport by non-retired households
is partly related to the need to travel to work and thus (o the number
of economically active people in a household and so the combined
effect of these travel subsidies increases over the income
distribution. The heavy use of railways by households in the top
quintile group means that their imputed benefit 1s nearly twice
the average for all households.

Tuble H shows that taken together the absolute values of these
benefits in kind show no clear relationship with household income,
falling in the lower half of the distribution and rising in the upper
half. However-as a proportion of post-tax income, benefits decrease
from 59 per cent in the lowest quintile group to 12 per cent in
the highest quintile group, indicating that this expenditure
contributes to the reduction in income inequality.

The overall effect of the various stages of the tax-benefit system
on non-retired households is summarised in Table J. Households
in the highest guintile group receive 42 per cent of all onginal
income, compared with 3 per cent received by the lowest quintile
group. However after taxes and benefits are taken into account,
the share of the lowest quintile group rises 10 B per cent and that
of the highest falls to 37 per cent. Cash benefits are the major factor
underlying these changes, causing the Gini coefficient to fall from
387 per cent based on original income to 314 per cent based on
gross income. Income tax and employees’ National Insurance
contributions produce a further reduction in inequality, but payment
of indirect taxes increases the Gini coefficient. Benefits in kind

Percentage shares of total household income
for non-retired households, 1984

TABLE J

Percentage in each quintile group of non-retired
households re-ranked at each stage

Original Gross
income

Disposable Post-tax! Final

income  income

income  income

Quintile group

Bottom - 2.7 6.9 8.0 - 6.9 7.6

2nd .. - 12 13 14 13 14

3rd .. .. 13 18 18 18 18

4th .. .. 25 24 24 24 24

Top .. .. 42 38 37 39 37
Total . . 100 130 100 100 100
Decile group

Bottom .. 0.1 2.5 3.0 2.3 2.7

Top .. .. 25 23 22 23 22
Gini coefficient

(percent) . 38.7 31.4 28.9 31.8 ]

1 Income after cash benefits and ail texes but before benefits in kind

redice income dispersion so that the distribution of final income
is virtually unchanged from the distribution of disposable income.

Relationship with economic activity

As has already been mentioned. the size of original income
is largely determined by the number of economuically active people
in the household. This relatonship between income and economic
activity amongst non-retired households is explored further in Table
K, in which households are classified into four groups according
to the number of economically active people they contain.

Average incomes, taxes and benefits by the number of economically active persons per

non-retired household, 1984

TABLE K
Number of economically active persons per household
MNone One Two Three or mere
Number of households in the sample 551 2 055 2 068 6§24
Average per household (£ per year)
Original income . . . - - 860 8010 12 790 17 710
plus cash benefits . .. .. 3 340 1270 T80 780
Gross income .. . . .. 4 200 9 280 13 570 18 490
less income tax and employees” NIC .. 0 1820 2 760 3 360
Disposable mcome .. .. . 4 130 7 460 10 810 14 530
less indirect taxes . . .. 1130 1 930 2 670 3 880
Income after cash benefits and all taxes .. 2 980 5 530 8 140 10 650
plus benefits in kind .. . . 2 020 1 360 1520 1 850
Final income .. .. . .. 5 000 & 890 9 660 12 500
Gini coefficients (per cent)
Original income . . .. .- . 851 35.3 255 205
Gross income .. .. . . 266 28.3 237 18.9
Final income . . . .. 36.5 28.1 230 15.1

Original income ranges from £860 per annum in households
where there are no economically active persons to £17710 in
households where there are three or more. Cash benefits are
concentrated in households where no-one is economically active,
but remain substantial, 16 per cent of onginal income, for those
where one household member is economically active because this
latter group will contain a number of households where no-one
is currently in work.

Not only does average original income differ widely between
these four household groups but they also differ considerably in
the degree of variation of income within the groups. As measured
by the Gini coefficient, variability in oniginal income is very high
amongst households where no-one is economically active but where
two or more persons are economically active the variability is
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Effects of taxes and benefits on retired households, 1984

TABLE L

Average
Quintile groups of retired households ranked by original income over all
house-
Bottom 2nd ard 4th Top holds
Average per household (£ per year)}
Original income 100 530 1 580 6 610 1170
plus cash benefits
Contributsry
Retirement pensions 1 860 2 060 2130 2210 2 070 2 060
Sickness/ injury related 130 70 170 150 170 140
Unemployment benefit .. .. - - 10 20 10 10
Other . - 60 80 40 70 60 60
Non-—contributory
Supplementary benefit 340 110 50 30 20 110
Sickness/ disablement related 110 60 70 96 120 g0
Other 520 440 240 15G 70 280
Gross income .. . .. 3 020 2510 3 240 4 310 9 140 4 520
less income tax) - AN . -10 - 20 200 1 440 330
less emplovees’ NIC. | .. .. - . N 20 0
Disposable income .. . 3 020 2 900 3 220 4 100 7670 4 180
less indirect taxes
Domestic rates 100 110 180 280 430 220
VAT 140 160 19¢ 280 510 250
Teobacco duty aG 80 70 100 100 90
Other taxes on final goods and services 110 130 160 230 460 220
Intermediate taxes 150 160 190 260 400 230
Income after cash benefits and all taxes . 2430 2270 2420 2 840 5 78O 3170
plus benefits in kind
Education 10 - - 20 30 10
National health service 840 900 880 ¢ 96 890
Housing subsidy 150 100 70 B0 30 80
Trave! subsidies €0 70 70 100 16l 70
Fina) income .. .. . 3 490 3 340 3 450 3 980 6 870 4 230

| After tax relief at source on mortgape interest and life assurance premiums

considerably less. Equally, the tax-benefit system has the effect
of substantially reducing inequality within the group of households
containing no economically active person but has much less impact
on the other groups. This results largely from the diverse nature
of the economically inactive group, which ranges from single
parents with young children, single full-time students, the disabled,
and households where no member has been able 1o find work
during the 12 months prior (o interview, to a small number of
households where income from other sources such as investments
means that they have no need to work. Such households may also
contain retired people who are not heads of household.

RESULTS FOR RETIRED HOUSEHOLDS

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

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

People over pensionable age do not pay National Insurance
contributions so the small payments recorded are made by non-
retired people living in retired households. All households exceps
those tn the highest quintile group pay very little income tax,
because their income is unlikely to excead their tax allowances
unless they have significant income from investments or
occupational pensions in addition to their state reurement pension.
The largest indirect tax payment made by retured households is VAT.

Retired houscholds derive significant benefus from health
services and, to a lesser extent, the housing subsidy and travel
subsidies, though of course virtually none from the education
service. Health benefit is spread fairly evenly within the group
of retired households, as a result primarily of the allocation method
used, but housing subsidy is substantially higher for low income
households since they are more likely 1o be public sector tenants.
The benefits received by retired households from trave) subsidies
are mainly for bus travel, particularly in the form of concessionary
fares, passes, etc. for senior citizens; households in the upper pan
of the income distribution tend to be younger and more mobile
and so denive more benefit from these schemes.

Table M shows the extent to which income inequality amongst
retired houscholds is reduced by the tax-benefit system. Cash
benefits play by far the largest part in bringing about this reduction
and income tax payments make a further, though much smaller,
contribution. Payments of indirect taxes increase the Gini
coefficient, but receipts of benefits in kind produce a reduction
in dispersion.
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Percentage shares of total household income
for retired households, 1984

TABLE M

Percentage in each quintile group of retired
households re-ranked &t each stage

Criginal Gross Disposable Post-tax! Final
income income  income income  income
Guintile group
Bottom . - 9.9 106 9.6 10.5
2nd .. .. 1 12 13 14 14
3rd .. . 33 16 17 17 18
4th .. .. 18 21 21 21 22
Top 75 41 38 39 35
Total 100 100 100 100 100
Decile group
Bottom FN - 4.6 4.9 3.9 4.5
Top 54 27 24 25 22
Gini coefficient
(percent) 72.6 31.0 27.4 287 24.8

CHART 4

The effects of taxes and
benefits on retired and

Average income
per household

1 Income after cash benefits and ail taxes but before benefics in kind,

A comparison of Table M with Table J shows that although
the distribution of original income amongst retired households is
much more unequal than that within the nen-retired household
group, the distribution of final income is more equal amongst the
retired than amongst the non-retired. The dispersion of original
incomes amongst retired households is similar to that amongst non-
retired but economically inactive households (Table K). However,
the distribution of final income amongs? this latier group remains
more unequal than amongst the retired. Chart 4 illustrates the
different impact which the tax-benefit system has on retired and
non-retired households.

General government housing support, 1976-84

non-retired households £ per year)
12,000 12,000
10,660 10,000
Non-retired
households
8,000 8,000
6,000 5,000
4,000 4,000
Retired
househalds
2.000 2,000
o] o]
Criginal Gross Dhsposable Income Funal
income neome income  atter cash  income
perefits
& all taxes
PART II

IMPACT OF GENERAL GOVERNMENT HOUSING
SUPPORT ON HOUSEHOLD INCOME

Government assistance towards peoples’ housing costs takes
many different forms and this is reflected in the fact that in the
above analysis, measures connected with housing appear at each
stage of the tax-benefit system. Rent rebates and allowances are
part of cash benefits; mortgage interest relief is deducted from
income tax payments; rales rebates are deducted from indirect tax

TARBLE N L mellion
1976 1978 1980 1982 1984
Expenditure
Rent rebates and allowances/ rent element of housing benefit 360 480 650 860 2 640
Supplementary benefit: rent and rates element? . . 580 780 1010 1 8B40 -
Housing benefit supplement .- .. .. .. - - - N 40
Supplementary benefit assistance with mortgage interest payments? 30 30 70 170 1507
Renovation grants? - . 80 100 180 430 1190
QOption mortgage scheme 120 140 220 290 -3
Housing subsidy® 1300 1650 2560 1 560 1 380
Total housing expenditure 2470 3180 4690 5150 5400
Reduction in taxation (foregone revenue}
Rates rebates/ rates element of housing benefit 150 170 250 420 1 280
Income tax relief on mortgage interest payments 1010 1 040 1820 2 250 2 820
Total government housing support
a. al current prices .. 3630 4380 6760 7830 9490
b. at corstant (1980) prices? 6 310 6010 6 760 6 510 7200

! DHSS estimate.

2 From 1976-82 includes assistance with ground rent.
3 Estimate for 1983.

4 Including thermal insulation and clean air grants.
5 Subsumed into the MIRAS scheme.

6 Exchequer subsidy plus local authority determined rate fund contributions to the housing revenue account, plus

grants to housing corporations.
7 Deflated using the deflator implied by GDP at market prices.



109

payments; and housing subsidy is allocated to households as an
in-kind benefit. The purpose of this section of the article is to draw
these strands together to provide a picture of the impact of
government's housing-related actions in total.

This particular conceptual approach to examining the housing
support received by householders is by no means the only one
which could be adopted. It is essentiaily an analysis of cash flows
as measured by the national accounts and does noL attempt to assess
the “true” support given by government to particular tenure groups.
For example, in the analysis which follows assistance to council
tenants comprises rent and rates rebates received plus the housing
subsidy (see Appendix | paragraph 33 for more details). An
alternative conceptual approach often used is to regard assistance
to council tenants as the difference between what they pay and
the economic cost of providing their housing. Such an economic
measure involves assumptions which are beyond the scope of this
article and so will not be attempted, but it should be noted that
the results from an alternative approach such as this could be very
different from those presented below.

Table N shows the size of various housing-related programmes
over the period 1976-86. Inevitably, arbitrary boundaries have o
be drawn in defining housing expenditure and in this analysis the
definition is restricted to programmes specifically related to private
dwellings. The provision of facilities for people within institutions
will also contain an element of “housing”™ but this would be
extremely difficult to isolate and in any case, since the FES only
covers people in privale dwellings, expenditure on such
programmes could not be allocated to houschoids. Examples of
programmes thus omitted are:

— accommodation of the “priority need™
homeless in bed and breakfast establishments;

— provision of gipsy sites;
— provision of old peopie’s homes

Some assistance from government comes in the form of cash
expenditure through programmes such as rent rebates/allowances,
and the subsidy to local authority housing revenue accounts.
However assistance is also given through the reduction of people’s
tax payments, either through income tax relief on mortgage interest
payments or through rebates to rates assessments. Although such
assistance involves no cash expenditure by government, the loss
in revenue represents a benefit to households. These two types
of assistance are treated differently in the national accounts and
so are shown separately in Table N. However, they are also added
together to produce what is defined in this analysis as total
government housing support. It should be noted that “cash
expenditure” by government does not necessarily imply that
benefitting households receive a direct cash payment; in fact of
all the items covered in Tabie N, only rent allowances and
renovation grants are received in cash.

During the pericd covered by Table N there have been various
administrative changes affecting these programmes which have
reduced comparability over time for individual items. Prior to the
introduction of the Housing Benefit Scheme from November 1982
onwards, Supplementary Benefit (SB) payments included a housing
element to cover claimants’ rent and rates payments. This was paid
in cash as part of their total benefit and the rent and rates elements
could not be distinguished separately. Thus prior o 1984, the
figures for rent rebates/allowances received by SB recipients include
rates assistance too. Under the Housing Benefit scheme SB
recipients no longer receive cash payments to ¢over any renl or
domestic rates bills received direct from their local authority, but
instead these are reduced by the amount of rebate to which they
are entitled.

CHART & Housing support by tenure type., 1984
£ per household per year
A Rates rebates {including rates element of Housing Benefit Supplement)
1000 S Rent rebates [including rent element of Housing Benefit Supplement} 100G
Housing subsidy
Income tax relief on montgage interest (includes relief on
mortgage endowment and mortgage protection policies)
800 800
600 600
400 400
200 200
V/
0 7777 A m ﬂ 77 p o 0
Rent-free Owned Owned Rented, Rented, Rented,
with outright public private private
mortgage sector unfurnished furnished
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At the same time that the Housing Benefit scheme was
implemented a new form of SB payment, Housing Benefit
Supplement, was introduced. This was designed 10 prevent anyone
being worse off, after meeting their rebated rent and rates, than
they would be if they received SB.

The introduction of the Morigage Interest Relief at Source
(MIRAS) scheme in April 1983 does not affect the time series
shown in the table since it was a purely administrative change.
However, the Option Morgage Scheme, under which lending
institutions charged a low rate of interest for which they were
compensated by government and which was primarily for the
benefit of non-ltaxpayers, was subsumed into the MIRAS scheme
and so can no longer be identified. However it should be noted
that the figure for income tax relief in 1984 contains an expenditure
element, estimated at about £80 million, being the equivalent of
basic rate 1ax relief to mortgage holders with incomes too low to
get tax relief on the whole of their mortgage interest payments.

Although these changes make interpretation of trends more
difficult, it is clear that social security housing support, mortgage
interest relief, and renovation grants all increased substantially over
the period. The most dramatic growth has been in social security
expenditure which increased four-fold over the period. This has
resulted from increases in average rents and rates which have not
only affected the average payment to each recipient but aiso the
number of households eligible for benefit. The growth in
unemployment has also caused an increase in the number of
claimants. in total, housing support in 1984 was 14 per cent higher
in real terms than it was in 1976.

Housing support by tenure type, 1984
TABLE P

Important changes have taken place in the pattern of tenure
over this period which underlie these data on housing assistance.
Social Trends 16 (Chapter 8) shows how the owner-occupied sector
has grown to reach 61 per cent of the housing stock in 1984, whilst
the private rented sector has fallen to only L per cent of the housing
stock (ST16 Chart 8.1). The number of houses rented from local
authorities or new town corporations reached a peak in 1979 but
since then has been falling because many tenants ok the
opportunity to buy their rented homes under the government’s
“Right to Buy™' legislation. The growth of owner-occupation has
contributed towards the increase in mortgage interest relief, though
increases in house prices and changes in interest rates have also
been imponant factors, The discount on council house sales to
sitting tenants also represents a benefit 1o public sector tenants,
though no attempt is made to quantify it in this analysis.

Using the FES it is possible 10 estimate the receipts by
households of virtually all the types of assistance listed in Table
N. Some of the information required is obtained direct from the
survey respondents, such as receipts of rent and rates rebates, whilst
for others imputations can be made based on the information
collected. Housing subsidy is an example of the lanier, where FES
data on the tenure type of a household is used to aliocate the subsidy
equally between council tenants within various regions of the
country. Further details of the allocation methods used are given
in Appendix 1. However, renovation grants and SB assistance with
morigage interest are omitted from the remaining tables in this
section because the FES does not provide sufficient data on which
to base an allocation to households.

Rates rebates are the only form of assistance benefitting all
tenure types (Chart 5); others are targetted on particular tenure

Oyvned Rented, Rented, Rented,
with Owned public private private
Rent-free mortgage  outright sector unfurnished furnished
Percentage in each tenure group receiving
Rates rebates . .. .. 11 6 32 58 36 25
Rent rebates/ allowances .. ‘e - - - 64 35 25
Housing subsidy . . . - - - 100 - .
Incame tax relief on mortgage interest - 100 - - .
Household characteristics and eomposition, by tenure type, 1984
TABLE Q
Owned Rented, Rented, Rented, All
with Owned public private private tenure
Rent-free mortgege outright sector unfurnished furnished tvpes
Numbe* of households in sample 125 2 658 1598 Z 162 349 189 7 081
Average rateable value of dwelling (£} 194 298 272 235 212 170 265
Average age of household head (years) 53 417 64 49 57 3z 51
Average per household (number)
Persons 2.3 3.2 2.1 2.5 2.1 1.7 2.6
Full-time workers 0.8 1.4 0.5 0.6 0.6 0.8 0.9
Retired personsg 0.4 0.1 0.8 0.5 0.6 0.1 0.4
Household composition (percentages)
One or more adults, retired 216 19 50.3 34.5 41.6 6.9 252
One adult, non-retired i6.0 74 7.5 8.7 12.3 52 4 9.5
Two adults, non-retired 27.2 23.7 214 152 18.3 24.3 20.4
Three or more adults, nen-retired 6.4 126 111 9.2 5.7 5.3 10.7
One adult with children 3.2 1.5 12 5.6 2.6 2.1 2.8
Two adults with ehildren 224 416 4.4 192 16 4 8.5 23.9
Three or more adults with children 3.2 112 3.8 6.6 3.3 06 7.3
All houschold types 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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types. Total government support is greatest for the public sector
rented group, averaging £730 per household per year, followed by
assistance of £410 per year for those buying their own home with
a morlgage. Assistance (o owner-occupiers with a morigage comes
almost entirely through income tax relief, both on their mortgage
interest payments and where applicable on their mortgage
endowment policy premiums, whereas assistance to public sector
tenants comes in a variety of forms; 28 per cent through housing
subsidy, 18 per cent through rates rebates and 54 per cent through
rent rebates. In this section public sector tenants include new town
corporation and housing association tenants as well as local
authonty tenants.

About one-third of houscholders owning their homes outright
receive rates rebates (Table P) since a high proportion are
pensioners (Table Q). On the other hand, household heads in
privately rented furnished accommodation are much younger than
average and over half are single people living alone. Their
accommodation tends to have a low rateable value and this is
reflected in the low average rates rebate received compared with
the privately rented unfurnished sector. The overall level of support
to the two private tenant groups is similar, though a higher
proportion of tenants in wnfurnished accommodation receive
assistance.

As a result of the method of allocation, atl council tenants
receive housing subsidy (Table P); in fact, about 40 percent of
local authorities in England receive no housing subsidy, but tenants
of such authorities cannot be identified because FES information
on local authority is withheld for confidentality reasons. Rent and
rates rebates/allowances are of course means-tested in order to target
assistance on those most in need and so the high level of these
benefits amongst council tenants results from the below-average
proportion of full-time workers in such households.

All public sector tenants and all owner-occupiers with a
mongage receive some form of housing support. The least-aided

sector are the rent-free tenants where only 11 per cent recetve any
support, all of which is in the form of rates rebates: this sector
includes those who are in “‘tied” rent-free accommodation such
as agricultural workers, and those whose accommodation is
provided by a relative, a friend, or a charitable institution.

Table R explores further the relatonship between tenure, the
age of the head of household, and the amount of housing suppor
received. The furnished and unfumished private-rented sectors have
been combined and the rent-free sector has been dropped in this
table because of sample size problems in carrying out the two-
way disaggregation.

Housing support by tenure type and age of
head of household, 1984

TABLE R

Average per household (£ per year)

Owned Rented, Rented,
with Owned  public private
maortgage outright sector sector
Household head aged:
Under 25 years 530 - 960 160
25-39 years 500 20 730 190
40-54 years 350 20 630 170
55-69 years 210 40 660 170
70 years or over 220 80 870 360

Support is greatest for households with heads aged under 25
years, then decreases with age but rises again for eiderly households
with heads aged 70 years or more. Looking af the various tenure
types individually we can see that this pattern is repeated amongst
public sector tenants and those buying thetr homes with a morngage.
Suppont 1o the private rented sector shows a much less clear
relationship with age, though assistance to the elderly is nearly
double that received by any other group.

Government housing support relative to household housing expenditure , by tenure type,

1984
TABLE S
Owned Rented, Rented, Rented,
with Owned public private private
Rent-free  mortgage outright sector unfurnished furnished
Average per household (£ per year)
Household expenditure! on housing
Rates? (gross of rebates) .. .. 350 410 370 330 300 23Q
Rent (gross of rebates and allowances and
including housing subsidy) .. . - - - 1 000 640 1 090
Insurance of structure .. .. 10 60 50 - R .
Repairs and maintenalhce .. . 40 420 180 40 80 30
Other regular payments for housing?
[nstalment repayments of mortgage
principal .. . .. - 280 . ; R R
Interest payments on mortgages (gross) - 1 260 R R R R
Otherd . .. .. - 40 - R R R
Totai regular outgoings for housing .. 430 2 460 600 1 370 990 1 360
Total government housing support .. 20 410 50 730 220 170
Government support as a percentage of
regular ouigoings . . .. - 4 17 8 53 29 13

! As defined for consumers expenditure in the national accounts,

2 Including water, sewerage and environmental rates.

3 Mainly connected with mortgages: these payments are excluded from consumers’ expenditure in the national accounts.
4 Mortgage protection premiums and life assurance premiums on endowment mortgages (all gross).
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CHART 6

Composition of housing support received
by households with heads aged under 25

Mgertgage interest Rent
tax relief rebates
(32%)

u 41%)

PLC RS
0.0’0.0.0.

rebates pa%a’s

{13%)} Housing
subsidy
{14%)

Households headed by a person under 25 are divided equally
between the council rented sector, the private rented sector and
owner-occupiers with a mortgage, and so all forms of government
housing support are impartant to this group (Chart 6).

Table S attempis (o relate government housing support to
household expenditure on housing for each tenure type. The
expenditure data in this table are taken direct from the FES but
the classification follows national accounting conventions rather
than, for example, the definitions used in the FES Annual Report.

The regular outgoings of owner-occupiers connected with their
mortgages, which are not classified as consumers expenditure in
the national accounts, are included in this table alongside items
of current expenditure. In order to avoid confusion with either
consumers expenditure defined in the national accounts or
household expenditure defined in the FES Annual Report, the items
in this table are termed ‘“‘regular outgoings™ It should be noted
that lump sum payments made particularly by owner-occupiers
(for example, deposits on houses, payments for structural additions
or alterations} are not included either because no information is
available on them from the FES or because the FES data are subject
to a high degree of error.

Government housing support as a percentage of regular
outgoings ranges from 4 per cent for the rent-free sector to 53 per
cent for the council rented sector, where a high proportion of heads
of household are economically inactive. Regular outgoings are
highest for owner-occupiers with a mortgage, for whom
government support represents 17 per cent of expenditure. However,
it must be remembered that mortgage expenditure brings wider
benefits than merely providing a dwelling for the owner: a capital
asset is also being acquired, the return on which is impossible
to evaluate in the framework of this analysis. The full picture of
the costs and benefits of the various forms of tenure is an extremely
complex one; Table S represents a much-simplified approach.

In order to assess the redistributive impact of government
housing support, household final income may be calculated
excluding housing suppoert and receipts of the various types of
assistance by quintile groups of households may then be estimated
(Table T).

Support is highest for the bottorn 20 per cent of households
both in absolute terms and as a percentage of income excluding
housing support. This is a result of the means-testing of the housing
related social security benefits and the fact that 59 per cent of
households in the group are council tenants and thus beneficiaries
of the housing subsidy. It is notable that for this group. housing
support increases their income by as much as 25 per cent.

Housing support by quintile groups of households ranked by original income, 1984

TABLE T
Quintile groups Average
over all Gint
Bottom  2nd 3rd 4th Top households cocfficien:

Average per household (£ per vear)
Final income excluding housing support 3 050 4 270 G 140 8 330 13 120 6 980 34.7
Housing support

Rates rehates . 190 70 20 10 60

Rent rebates! allowancesg 460 160 40 10 - 130

Housing subsidy . .. . 130 80 60 30 20 60

Income tax relief or: morigage 1nterest

payments .. .. 10 30 120 230 330 140

Total 780 330 230 270 360 390
Final income 3 820 4 600 6 370 8610 13 480 7 370 324
Housing support as a percentage of income
excluding housing support (percentages)

Raies rebates . . s .. . 6 2 - R R ]

Rent rebates! allowances .. . 15 4 ] - 2

Housing subsidy .. .. . 4 2 1 - 1

Income tax relief on mortgage interes! - 7 2 2 2

Total 25 8 d 3 6




113

Housing support piays a less important role for households
further up the income distribution. In absolute terms it is lowest
for the middle quintile group for whom neither the social security
benefits nor income tax relief on mortgage interest makes a
particularly important contribution to income. However, since
support decreases in percentage ferms as income increases
throughout the income distribution. the overall effect is a
progressive one and s0 government housing support can be
concluded to reduce income inequality between households. This
is also reflected in the Gini coefficient which is reduced from 34.7
per cent to 324 per cent by the addition of housing support to
income.

Looking at the items of housing support individually, we can
see that all except mortgage interest tax relief are progressive in
their own right. Mortgage interest relief rises as income rises,
though in percentage terms it falls slightly for the top quintile group.

The elements of the system which contribute most to the
reduction in inequality are the housing-related social security
benefits, and it may be recalled that the growth in this expenditure
has been particularly strong since 1976 (Table N). At the same
time, housing subsidy has declined in real terms and since this
expenditure benefits appreciable numbers in the upper part of the
income distribution whereas the income-related benefits do not,
this switch wiil have had some redistributive effect. On the other
hand, mortgage interest tax retief has also grown in real terms,
though not as strongly as social security benefit expenditure. From
this evidence it is difficult to gauge what the trend has been in
the overall effect on households of government housing support,
particularly since no allocation to households has been possible
for renovation grants which have also grown considerably over the
period. Nevertheless, the fact that the income-related benefits have
grown from 3( per cent to over 40 per cent of total housing support
seems likely to have increased the redistnbutive impact.

Methodology and Definitions

The allocation of government expenditure and its financing

1. There are considerable difficulties in moving from the aggregates
of government expenditure and financing published in the United
Kingdom National Accounts the CSO Blue Book to apportioning
taxes and benefits to individual housecholds. We can obtain
information about the types of household that receive cash benefits
and pay direct taxes through surveys such as the Family
Expenditure Survey (FES). From the repiies respondents give to
guestions on their expenditure we can impute their payments of
indirect taxes, and from information they supply about such factors
as their ages and the number of children in the household we can
estimate the average costs of providing them with social services,
such as health and education. But there are other kinds of financing,
such as corporation tax and government receipts from public
corporations, which are not covered in the FES and which are
difficult to apportion to individual households. Indced, most people
would probably not think of these as leading to a reduction in their
personal incomes. Similarly, there are other items of government
expenditure, such as capital expenditure and expenditure on defence
and on the maintenance of law and order, for which there i1s no
¢lear conceptual basis for allocation, or for which we do not in
any event have sufficient information to make an ailocation.

Family Expenditure Survey

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

3. One of the main purposes of the FES is to yield information
on household expenditure patterns to produce the weights used
in compiling the index of retail prices. The survey is conducted
by the Office of Population Censuses and Surveys on behalf of
the Department of Employment who analyse and report on it. The
Family Expenditure Survey Report for 1984, containing detailed
data on household characteristics, income, and expenditure, was
published in February 1986. Details of the survey method are set
out in family Expenditure Survey Handbook by W F F Kemsley,
R U Redpath and M Holmes. Both are published by Her Majesty’s
Stationery Office.

APPENDIX 1

4. The number of households in the United Kingdom responding
to the FES in 1984 was 708!. The response rate in Great Britain
was 684 per cent. The available evidence suggests that older
households, households where the head is self-employed, those
without children and very high income households, are less likely
to co-operate than others. In addition response in Greater London
is noticeably lower than in other areas (see ‘Family Expenditure
Survey: a second study of differential response, comparing Census
characteristics of FES respondenis and non-respondents, by Bob
Redpath, Staristical News No. 72, February 1986 (HMSQ)).
However at present the resuls in the anicle are based on the
responses of those households which actually co-operated in the
survey. This means that some of the figures differ from those
produced by other surveys (see also ‘Differential response in the
Family Expenditure Survey: the effect on estimates of redistribution
of income’ by R Harris in Statistical News No. 39, November 1977
(HMS0)).

Unit of analysis

5. The basic unit of analysis in the article is the household, and
not the family or the individual. A household is defined in the
FES as comprising people who live at the same address and who
share common catering for at least one meal a day. Spending on
many items, particularly on housing, fuel and light and food, is
largely joint spending by the members of the household. Without
further information or assumptions it is difficult to apportion
indirect taxes between individuals or other sub-divisions of
households.

6. In classifying the households, aduilts have been taken as all people
aged 16 and over. Maost of the ‘extra’ adults in households with
at least three adulis are sons or daughters of the head of household
rather than retired people.

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

8. By no means all retired pecple are in retired households: about
one in three households comprising three or more adults coniain
retired peopte, for example, and households comprising cne retired
and one non-retired adult are often classified as non-retired.
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9. The sample households have been classified according to their
compositions at the time of the interview; it is particuarly important
1o bear this in mind for households comprising one adult with
children - it is likely that many of these households changed their
composition at some time during the year.

10, Economically active people comprise employees, the self-
employed and others not in employment but who are seeking or
intending, when able , to seek work. In 1982 there were changes
in the FES in the definition relating to economic activity. The effect
of these changes is to exclude all those out of empiayment for more
than a year rather than five years. This exclusion applics regardiess
of the fact that they may still describe themselves as seeking work.
Also excluded are those who have not been in paid employment
since leaving full-time education unless they have worked within
the previous year; certain of the part-time self-employed with very
small incomes; and those whose only economic activity is working
as mail-order agents or baby- sitters.

Income: redistributive stages
. Stage one
Original income plus cash benefits=Gross income.

Stage rwo )
Gross income minus income tax and employees’ national
insurance contributions=Disposable income.

Stage three
Disposable income minus indirect taxes=income after cash

benefits and all taxes.

Stage four
Disposable income minus indirect taxes plus other
benefits =Income afier all taxes and benefits {final income).

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

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

14. The next stage of the analysis is to add on cash benefits 10
original income to obtain gross income. This is slightly different
to the ‘gross normal weekly income’ used in the FES Report,
mainly because it excludes the imputed rent of owner-occupiers.
Cash benefits are:

Contributory

Retirement pension, Unemployment benefit, Sickness and
Industrial injury benefit, Statutory sick pay, Invalidity pension
and allowance, [ndustrial injury disablement benefits, Widows’

benefits, Death grant, Maternity allowance, Christmas bonus
for pensioners and others, other contributory benefits.

Norncontributory

Supplementary benefit, Child benefit, Rent rebates and rent
allowances, Attendence allowance, Mobility allowance, War
pensions. Non-contributory invalidity pensions (Severe
disablement allowance), Family income supplement, Old
persons pensions, FOPS/YOPS etc. awards, Student
maintenance awards, Matemity Grant, other non-contributory
benefits.

15. Statutory Sick Pay is classified as a cash benefit even though
it is paid through the employer.

16. Income from short-term benefiis is taken as the product of the
last weekly payment and the number of weeks the benefit was
received in the 12 months prior to interview. Income from long-
term benefits, and from rent rebates and allowances, is based on
current rates. Supplementary Benefit includes any supplementary
allowances.

17. Income 1ax and employees’ and self-employed contributions
to National Insurance and National Health services are then
deducted to give disposable income.

18. The estimates are based on the amount deducted from the last
payments of employment income and pensions, and on the amount
paid in the last 12 months in respect of income from self-
employment, interest, dividends and rent. The income tax payments
recorded will therefore take account of a houschold’s tax
allowances, with the exception of tax relief obtained ‘at source’
In 1984 there were two types of tax relief obtained in this way:
mortgage interest relief and life assurance premium reticf. Where
households are eligible for these reliefs imputations are made and
deducted from recorded income tax payments. In the case of
mortgage interest relief obtained through the MIRAS scheme,
which was introduced in April 1983, these imputations are based
on the interest component of the latest mortgage repayment.

16. Life assurance premium relief is calculated by allocating the
armnount paid by Central Government 1o life assurance funds in
respect of this relief in proportion 1o each houschotd’s premium
payments.

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

21. The order in which the remaining allocated items are presented
1S 10 some extent arbitrary.

22. Indirect tax on final consumer goods and services include:
Local authority rates on dwellings (afier rebates)
Duties on beer, wines, spirits, tobacco, oil, betting, etc
Value added Tax (VAT)
Customs (import) duties
Car tax
Motor vehicle duties
Driving licences
Stamp duties
Gas Levy
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23. These taxes are either levied directly on the consumer (for
example domestic rates) or are assumed 10 be fully incident on
the consumer. For example, the amount of VAT which is paid by
the household is calculated from the household’s total expenditure
on goods and services subject to VAT.

24. The figures for domestic rates include, as well as local authority
rates, charges made by water authorities for water, environmental
and sewerage services, although these charges to households in
England and Wales are no longer counted as general government
receipts in the National Accounts. (In Scotiand these payments
go to the local authorities and are so counted.) Local authority
rates are shown net of all rebates received through the Housing
Benefit scheme, including those received by Supplementary Benefit
recipients. (The rent rebate element of Housing Benefit is shown
as a cash benefit.)

25. VAT and car tax affect the prices of secondhand cars and are
therefore assumed to be incident on the purchasers of such cars
as well as on the purchasers of new cars. In allocating taxes,
expenditures recorded in the FES on alcoholic drink, tobacco, ice
cream, soft drinks and confectionery are weighted 1o allow for the
known under-recording of these items in the sample. The true
expenditure in each case is assumed 1o be propertional to the
recorded expenditure.

26, The incidence of stamp duty on house purchase on an owner-
occupying household bas been taken as the product of the
hypothetical duty payable on buying the current dwelling (estimated
from rateable values) and the probability of a household of that
type moving in 2 given year (estimated from the General Household
Survey).

27 Indirect taxes on intermediate goods and services are:
Local authority rates on commercial and industrial property
Motor vehicle duties
Duties on hydrocarbon oils
Employers’ contributions lo national insurance, the National
Health Service, the industrial injuries fund and the redundancy
payments scheme
National insurance surcharge
Customs (import) duties
Stamp duties
VAT

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

29 Finally, we add the effects of benefits in kind for which there
is a reasonable basis for allocation 10 households, to obtain final
income. Benefits in kind are:

State education

School meals, milk and other welfare foods

National Health service

Housing subsidy

Rail travel subsidy

Bus travel subsidy

Concessionary bus fares for senior citizens

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

31. The value of school meals and other welfare foods is based
on their cost to the public authorities. Any payment by the
ndividual households is subtracted 10 arrive at a net contribution.

32. Each individual in the FES is allocated a benefit from the
National Health Service according to the estimated average use
made of health services by people of the same age and sex, and
according to the total cost of providing those services. The benefit
from the maternity services is assigned separately 0 those
households receiving maternity grant.

33. In this article public sector tenants are defined to include the
tenants of local authorities, New Town Corporations, the Scottish
Spectal Housing Association (SSHA), the Northern Ireland
Housing Executive (NIHE) and housing associations. The 1otal
housing subsidy includes the contribution from rate funds and from
central government to the housing revenue accounts of local
authorities; and grants paid to the New Town Corporations, the
SSHA, the NIHE and the housing associations. Within Greater
London, the rest of England, Wales, Seodand and Northern lreland
each public sector tenant has been allocated a share of the region’s
total relevant subsidy based on the gross rateable value of his
dwelling. Housing subsidy does not include mortgage interest tax
relief, rent rebates and allowances or rate rebates (see paragraphs
16, 18 and 24 respectively).

34. The rail travel subsidies allocated are those to British Rail
passenger operations and London Transport railways (the
Underground). The subsidy to London and South East services
is allocated to households living in the area and subsidies to
provincial services to households living outside the South East,
in proportion to households’ expenditure on rail fares as recorded
in the FES. A single allocation of the subsidy to inter-city services
is made by dividing that subsidy between all households in
proportion to their recorded expenditure on rail fares. In making
both these allocations allowances are made for the use of rail travel
by the business sector, tourists and the institutional part of the
personal sector.

35. The bus travel subsidy includes the cost of concessionary travel
schemes for senior citizens. The method used to allocate the cost
of concessionary fares is to derive valuations for the various types
of passes from a comparison of recorded expenditure in the FES
on bus travel by holders of ‘free’ and ‘half-fare’ passes. Separate
allocations are then made for the GLC, the English Metropolitan
areas and the rest of the United Kingdom. Using aggregates of
bus receipts, bus subsidies and the cost of concessionary fares and
after making allowances for the use of road passenger transport
by tourists, the business sector and institutional part of the personal
sector, the total cost of providing bus travel 10 households in these
three areas is estimated and this is then divided between households
according to their usage of buses. This usage figure is derived from
FES expenditure data and the value of concessionary passes
estimated as described above. The amount of bus travel subsidy
allocated to each household is then the cost of the bus travel
provided less any payments made.
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36. It must be emphasised that the analysis in this article provides
only a very rough guide to the kinds of household which benefit
from government expenditure, and by how much, and to those
which finance it. Apart from the fact that large parts of expenditure
and receipts are not allocated, the criteria used both to allocate
taxes and to value and apportion benefits to individual houscholds
could be regarded as too simplistic. For example, the lack of data
forces us t¢ assume that the incidence of direct taxes falls on the
individual from whose income the tax is deducted. This implies
that the benefit of tax relief for morigage interest, for example,
accrues directly to the tax payer rather than to some other party,
for example, the vendor of the land. It atso implies that the working
population is not able to pass the cost of the direct tax back to
employers through lower profits, or to consumers through higher
prices. And, in allocating indirect taxes we assume that the part
of the tax -falling on consumers’ expenditure is bome by the
houscholds which buy the item or the service taxed, whereas in
reality the incidence of the tax is spread by pricing policies and
probably falls in varying proportions on the producers of a good
or service, on their employees, on the buyer, and on the producers
and consumers of other goods and services. Another example is
that we know only an estimate of the total financial cost of providing
benefits such as education, and so we have to treat that cost as
if it measured the benefit which accrues to recipients of the service.
In fact, the value the recipients themselves place on the service
may be very different 1o the cost of providing it; moreover, there
may be households in the community, other than the immediate
beneficiaries, who receive a benefit indirectly from the general
provision of the service.

Gini coefficient

37. The Gini coefficient is the most widely used summary measure
of the degree of inequality in an income distribution. It can most
easily be understood by considering a Lorenz curve of the income
distribution, ie, a graph of the cumulative income share against
the cumulative household share. The curve representing complete
equality of income is thus a diagonal line while complete inequality
(with only one recipient of income) is represented by a curve
comprising the horizontal axis and the right-hand vertical axis.
The arez between the Lorenz curve and the diagonal line of
complete equality, as a proportion of the triangular area between
the curves of complete equality and inequality, gives the value of
the Gini coefficient. Thus a distribution of perfectly equal incomes
has a Gini coefficient of zero, as inequality increases (and the
Lorenz curve bellies out), so does the Gini coefficient until, with
complete inequality, it reaches its m aximum value of | (or 100
per cent).

Previous articles

38. This article is the latest in an annual series. Earlier articles
covering the years 1957 to0 1984 were published in the following
issues of Economic Trends: November 1962, February 1964, August
1966, February 1968, 1969, 1970, 1971 |, 1972, November 1972 and
1973, December |9, February 1976, December 1976, February 1978,
January 1979, 1980, 1981 and 1982, December 1982, November 1983,
December 1984 and December 1985, The January 198! article
contains a comprehensive account of the changes in treawnent over
the years. As far as is practicable with the resources available,
the Central Statistical Office can provide more detailed analyses
of these data. Enquiries should be addressed to D Westcom,
Branch 8, Central Statistical Office, Great George Street, London
SWIP 3AQ, Telephone OL-233 B300.



