THE EFFECTS OF TAXES AND BENEFITS ON
HOUSEHOLD INCOME, 1991

This article examines how the distribution of income amongst households in the UK is modified by government expenditure

and taxation. The main findings are:

® The income share of the bottom 20% of households is increased from 2.0% of original income to 6.6% of post-

tax income by taxes and benefits.

@ The average original income of the top fifth of households is 24 times the average of the bottom fifth, the average
final income of the top fifth of households is 4 times the average of the bottom fifth.

@® Cash benefits contribute most 1o reducing income inequality.

@® The impact of taxes and benefits is greatest for retired households and non-retired households with no

economically active members.

® The distribution of original income is more equal among non-retired households than retired. But the
distribution of post-tax income is more equal among the retired than the non-retired.

Introduction

During 1991, the government raised and spent £228 billion. Directly
or indirectly most of this revenue was raised from households and
the expenditure benefited houscholds. This articie examines the
impact of government taxation and expenditure on the distribution
of income by allocating the revenue to those households which paid
the taxes and the expenditure to those households which benefited
from it, wherever this is possible. Some outlays and revenue of
govemment cannot readily be allocated to households, for example
there is no clear conceptuai basis for determining the benefit 1o each
household of expenditure on defence. However, about two thirds of
government revenue and half of government spending in 1991 can
be allocated to households (see Table 1, Appendix 1). One of the
consequences of this redistribution is to reduce the differences in
income amongst households.

The stages of redistribution of incomes used in this analysis are
shown in Chart 1. Household members receive income from their
employment; from occupational pensions; from their investments
and from otherincome. Total income fromthese sources constitutes

original income. The flow chart shows the various ways in which
government then raises revenue through taxation on households and
distributes benefits to them both in cash and in kind.

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

The article aims to present the most meaningful figures for 1991. The
figures cannot be eastly compared with earlier articles in this series
because the FES changes in some details each year.

For example, the benefit of company cars has been included as part
of original income in the 1990 and 1991 articles. This means that
the analysis treats company car benefits consistently across income
and taxation. Previous years’ results cannot easily be reworked on
a similar basis as the data were not collected in the FES.
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CHART 1

Stages of redistribution
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Summary of the effects of taxes and benefits by quintile groups of unadjusted

disposable income, 1991

TABLE A

Quintile groups of households ranked by
UNADJUSTED disposable income

All
Bottom 2nd 3rd 4th Top households
Average per household (£ per year)'
Original income 1040 4620 12 270 20 480 40 450 15770
plus cash benefits 3200 3880 2260 1510 1040 2400
Gross income 4 330 B 480 14 530 22 000 41 490 18170
less direct taxes? and smployees’ NIC 550 1220 2670 4350 8 940 3540
Disposable income 3780 7 270 11 870 17 650 32 550 14 620
less indirect taxes 940 1790 2700 3610 5240 2 860
Post-tax income 2 850 5480 9170 14 040 27 310 11770
plus benefits in kind 1730 2340 2400 2580 2 580 2330
Final income 4570 7 820 11 560 16 620 29 890 14 090
Average per household (number)
Children? 0.2 05 0.7 0.8 0.7 0.6
Adults 1.2 1.6 1.9 2.2 2.4 1.9
Persons 1.4 2.1 2.6 3.0 3.1 2.4
People in full-time education 0.1 04 0.5 0.6 0.6 0.5
Economically active people 0.2 06 1.2 1.7 2.1 1.2
Retired people 0.7 0.7 0.4 0.2 0.2 0.4
Composition (Percentages)
Household type
Retired 64 43 17 7 4 27
Non-retired
1 adult 20 15 17 8 3 13
2 aduits 5 15 26 29 3z 21
1 adult with children® 7 9 3 1 - 4
2 adults with children 4 14 28 36 31 23
3 or more adults® 1 3 10 19 29 12
Total 100 100 100 100 100 100

LI S VR

With or without children.

RESULTS FOR ALL HOUSEHOLDS

Unequivalised Results

When households are ranked by disposable income as in Table A,
there is a strong relationship between a household's position in the
income distribution and its size: the average number of persons per
household is 3.1 for the highest quintile group and 1.4 for the lowest
quintile group (the lowest quintile group contains the 20 per cent of
households with the lowest disposable income). The bottom quintile
group has a high proportion of retired households - defined as
households where at least half the total gross income comes from
retired people. In contrast, households with 3 or more adults are
over-represented in the top quintile group. Further details of the
distribution ranked by unadjusted disposable income are shown in
Appendix 3,
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The monslary values in the tables in the main body of the article are rounded to the nearsest £10.

These are income tax (which is after tax relief at source on morigage interest and life assurance premiums) and gross domestic rates/Community charge.
Children are defined as persons aged under 16 or aged between 16 ang 18, unmarried and receiving non-advanced further education.

This group Is smaller than the category of “one parent families” because some of thase families will be comntained in the larger household types.

Equivalisation

Using household income for comparing the welfare among house-
holds does not allow for differences in household composition and
thus need. One way to take such differences into account is to use
income per capita but such a measure does not allow for the differing
needs of children relative to adults or for economies of scale. This
analysis therefore uses equivalence scales designed to take into
account household size, family composition and age of children. The
remainder of this article refers to households ranked by equivalised
disposable income (disposable income divided by the equivalence
value of the household). Equivalisation resulis in larger households
moving down the income distribution and smaller ones moving up.
Fuller details of the derivation of equivalised scales are given in
Appendix 2. Equivalisation has been used in the ranking process in
this series of articles since 1987.



Summary of the effects of taxes and benefits by quintile groups of equivalised

disposable income, 1991

TABLEB

Quintile groups of households ranked by
EQUIVALISED disposable incorne

All
Bottom 2nd 3rd 4th Top households
Average per household (£ per year)'
Qriginal income 1570 5 650 13310 21 100 37 220 15 770
plus cash benefits 3880 3520 2320 1370 890 2 400
Gross income 5 460 9170 15 630 22 470 38 110 18170
less direct taxes? and employees' NIC 740 1350 2 B0O 4510 8320 3540
Disposable income 4730 7820 12 830 17 960 29 790 14 620
less indirect taxes 1320 1870 2920 3690 4 470 2860
Post-tax income 3410 5940 9900 14 270 25320 11770
plus benefits in kind 2820 2 500 2600 2110 1600 2330
Final income 6230 B 450 12 500 16 380 26 910 14 080
Average per household (nurber)
Children? 0.6 0.6 0.7 0.5 c.4 0.6
Adults 1.6 1.7 20 2.1 19 1.9
Persons 2.2 23 2.7 2.6 23 2.4
People in full-ime education 0.5 0.5 0.6 0.4 0.3 05
Economically active people 0.4 0.7 1.4 1.7 1.6 1.2
Retired people 0.7 0.7 0.4 0.3 0.2 0.4
Composition (Percentages)
Household type
Retired 51 43 21 13 8 27
Non-retired
1 adult 11 10 9 14 20 13
2 aduits 7 11 20 27 a1 21
1 adult with children® 10 & 3 1 1 4
2 adults with children 15 21 31 26 20 23
3 or more adults® 6 10 16 19 11 12
Total 100 100 100 100 100 100

1 All the tables in Part 1 of this article show unequivalised income:equivalised income has only bheen used in the ranking process te produce the quintile groups

{and to produce the percentage shares and Gini coefficients),

w ok @ om

With or without children.

Equivalised results

The level of original income varies widely between households.
Table B shows this and other income measures for quintile groups
ranked by equivalised disposable income. In the lowest quintile
group the average number of economically active people is 0.4 and
hence the average original income is low (£1,570 per annum). Inthe
highest quintile group. there are an average of 1.6 economically
active people and average original income is £37,220. In the lowest
quintile group, half of the households are retired and the majority of
these have virtually no original income since the state retirement
pension is a cash benefit.

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

Chart 3 shows how the dispersion of incomes is reduced ateach stage
of the tax-benefit system, so thal the average final income for each

These are income tax (which is after tax relief at source on mortgage interest and lile assurance premiums) and gross domestic rates/Community charge.
Children are defined as persons aged under 16 or aged between 16 and 18, unmarried and receiving nen-advanced further education.
This group is smaller than the category of “one parent families” because some of these families will contained in the larger housenold types.

quintile group ranges from £6,230 to £26,910, a ratio of about 1:4
compared with the ratio for original incomes of about 1:24.

An alternative way 0 illustrate the extent of income redistribution
is to examine how income shares are modified by the 1ax-benefit
system (Table C). For example, households in the highest quintile
group (when ranked by equivalised disposable income) receive 50
per cent of all original income. After taking into account cash
benefits, this same group’s share falls to 44 percent. Atthe otherend
of the scale, the share of the lowest quintile group rises from 2.0 per
centto 6.7 per cent. A further, but comparatively smaller, compres-
sion of the income distribution occurs at the stage of disposable
income, but this is reversed after indirect taxes are taken into
account. This table is calculated using equivalised incomes, and
hence ‘final income’ has not been included. The McClements
equivalence scales, which were estimated using household spending
patterns, are arguably inappropriate for equivalising non-spendable
amounts of income eg benefits from education.
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CHART 2

Sources of gross income, by quintile groups of equivalised

disposable income, 1991
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TABLEC

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

QOriginal Gross  Disposable Post-tax
income income income income
Quintile group
Bottorn 2.0 6.7 7.2 6.6
2nd 7 10 11 11
3rd 16 16 16 16
4th 26 23 23 23
Top 50 44 42 44
All households 100 100 100 100
Decils group
Bottom 0.7 2.8 3.0 2.5
Top 32 27 26 28
Gini coefficient
(percent) 51 az 35 39

' Thisis a measure of the dispersicn of each definition of income. Uniike the
percentage share analysis where household incomes are ranked only once,
the Gini coefficient calculation needs a separate ranking for each definition.
Forexample, the coefficient for ariginatincome is produced by first equivalising
the griginal income of ail the housenolds, then this distribution is ranked and
this ranked distribution is used to calculate the cogfficient.



Summary of the effects of taxes and benetits on NON-RETIRED households, 1991

TABLE D
Quintile groups of NON-RETIRED households ranked by All non-
equivalised disposable income retired
house-
Botftorn 2nd 3rd 4th Top holds
Average per household (£ per year)
Original income 3590 12 060 18330 24 800 40 930 19 940
plus cash benefits 3730 2140 1400 870 610 1750
Gross income 7 320 14 200 19 730 25 670 41 530 21690
less direct taxes' & employees’ NIC 1070 2520 3870 5300 3130 4380
Disposable income 6 250 11 680 15 860 20 380 32 400 17 310
less indirect taxes 1830 2 860 3480 4 060 4 640 3370
Post-tax income 4430 B 830 12 370 16 320 27 760 13 940
plus baenefits in kind 3 450 3030 2460 2010 1500 2490
Final income 7 880 11 860 14 830 18 320 29 260 16 430
Average per household (number)
Children? 1.2 1.0 0.8 0.6 0.4 0.8
Adults 1.8 2.1 241 2.1 1.8 2.0
Persons 29 3.1 29 2.6 23 2.8
People in full-time education 09 0.8 0.6 0.4 0.3 0.6
Economically active people 09 1.5 1.8 1.9 1.7 1.6
Retired people 0.1 0.2 0.1 0.1 0.0 0.1

' These are income tax (which is after tax relief at source on morgage interest and lite assurance premiums) and gross domestic rales/ Cornmunity charge.
z Children are defined as persons aged under 16 or aged between 16 and 18, unmarried and receiving non-advanced further education.

The Gini coefficient is the most widely used summary measure of
the inequality of the distribution of income (see Appendix 2.
paragraph 41). Ittakes values between Oand 100 per cent - the higher
values indicating greater inequality. Gini coefficients are calculated
using equivalised incomes (using the same equivalence scale that is
applied to equivalise disposable income). The fall from 51 per cent
to 37 per cent shown in Table C shows that cash benefits contribute
the most to the reducticn in income inequality.

Attention has already been drawn to the preponderance of retired
households in the lower ranges of the distribution of original
income; nearly half of the households in the bottom two quintile
groups are retired (Table B). Theincome pattemn 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
payments). For this reason, in the detailed examination of each stage
of the tax-benefit system which follows, retired and non-retired
households are analysed separately.

RESULTS FOR NON-RETIRED HOUSEHOLDS
Original income

The distribution of original income amongst non-retired households
is more equai than among al! households, ranging from an average
of £3,590 per annum in the lowest quintile group to £40,930 in the
highest (Table D), a ratio of 1:11 compared to the ratio of 1:24 for
the distribution over all houscholds. There is a relatively strong
relationship between the original income of a household and the
nurnber of economically active people it contains and Table K (at the
end of this section) gives a breakdown by the number of economi-
cally active people per household.

Cash benefits

Cash benefits are of two types: contributory (paid from the National

Average value of cash benefits for each quintile
group of NON-RETIRED households, 1991

TABLEE
Quintile groups of NON-RETIRED  All
households ranked by non-
equivalised disposable income retired
house-
Bottom 2nd 3rd 4th  Top holds
Average per household
{€ per year)
Contributory
Retirement pension 130 400 330 200 170 250
Sicknessfinjury related 370 280 190 110 60 200
Unemployment benefit 70 60 50 10 20 40
Other 700 80 8O 70 80 80
Total contributory 650 830 660 400 320 570
Non-contributory
Income support 1360 280 120 70 40 370
Child benefit 500 410 320 230 160 320
Housing benefit 780 210 80 30 20 220
Sickness/ disablement
related 190 240 3¢ 70 30 130
Cther 270 180 110 &0 30 130
Total non-contributory 3090 1310 740 470 2B0 1180
Total cash benefits 373021401400 870 610 1750
Cash benefits as a percentage
of gross income 51 15 7 3 1 8
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Income tax, employees’ NIC and domestic rates/
Community charge as percentages of gross
income for each quintile group of NON-RETIRED
househcelds, 1991

TABLE F
Quintile groups of NON-RETIRED All
households ranked by non-
equivalised disposable income retired
house-
Bottom 2nd 3rd ath  Top holds
Percentages
Income tax' 4.5 87 115 132 167 13.1
Employees NIC 23 42 4.7 48 a7 41

Gross domaestic rates/ ]
Community charge 7.8 4.8 35 2.7 16 3.0

Total 146 17.7 196 206 220 20.2

' After tax relief a1 source on mortgage interest and lite assurance premiums.

Insurance Fund to which individuals and their employers make
contributions while working), and non-contributory (Tabie E). For
non-retired households, nen-contributory benefits form the most
important source of cash benefitincome. Child benefit paymentsare
higher at the lower end of the income distribution, in preportion to
the number of children per household (Table D). The other non-
contributory benefits, in particular Income Support, are mainly
income-related, and so payments are concentrated in the lowest
quintile group, although the presence of some individuals with fow
incomes in high income households means that some payments are
recorded further up the income distribution. Contributory benefits,
for which the individual’s contribution record rather than income is
the criterion for payment, are highest for the second quintile group.
On average, cash benefits formed 8 per cent of the gross income of
non-retired households: their payment resulted in a significant
reduction in income inequality.

Income tax, NI contributions and community charge

Both income tax payments and employees’ National Insurance
contributions are closely related to the size of original income. The
payments by households of employees’ National Insurance contri-
butions in particular vary with the number of persons in employment
and with their earnings. However, since National Insurance contri-
butions are only levied on the first £390 of weekly eamings (the
ceiling in operation during most of 1991), 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).

Indirect taxes as a percentage of (a) disposable income and (b) expenditure on goods and services
for each quintile group of NON-RETIRED households, 1991

TABLE G

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

Bottom 2nd 3rd 4th Top holds
{a) Percentages of disposable income
VAT 10.2 93 3.0 8.5 6.5 8.1
Duty on beer and cider 1.0 1.0 0.9 0.7 0.4 07
Duty on wines and spirits 0.5 Q7 0.6 0.7 0.6 0.6
Duty on tobacco 56 3.0 20 1.5 0.6 1.8
Duty on hydrocarbon oils. 1.9 1.8 1.7 1.6 1.0 1.5
Car tax and vehicle excise duty 1.0 11 1.1 1.1 0.7 0.9
Other taxes on final goods and services 2.0 1.6 1.3 1.1 0.8 1.2
Intermediate taxes 7 58 5.2 4.7 3.7 a7
Total indiract taxes 28.2 245 22.0 19.8 14.3 195
(b) Percentages of expenditure on goods and services'
VAT 7.6 8.3 8.7 8.1 8.9 8.7
Duty on beer and cider 0.7 0.9 0.8 0.7 0.6 0.7
Duty on wines and spirits 0.4 0.6 06 0.7 08 0.7
Duty on tobaccoe 4.2 26 20 1.6 0.8 1.9
Duty on hydrocarbon oils 1.4 1.7 17 17 1.4 16
Car tax and vehicle excise duty 0.7 1.0 141 1.2 c.9 1.0
Other taxes on final goods and services 15 1.5 13 1.2 11 1.3
Intermediate taxes 53 6.2 5.1 5.0 5.0 5.1
Total indirect taxes 21.9 21.7 21.3 213 19.6 20.9

' Excludes savings, investments, superannuation contrputions, and mortgage payments butinctudes imputed rent of owner occupiers (see paragraph 28 of Appendix

2 tor the full definition of expenditure}.
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In 1991 over one-third of working age individuals had insufficien:
income to pay income tax, and marginaliax rates for taxpayers were
25 percentor 40 percent. The analysis shows averagerates were 4.5
per cent in the lowest quintile, rising steadily to 16.7 per cent in the
topquintile. Asthe quintile groups are based on (aftertax)equivalised
disposable income, even the lowest quintile contains individuals
who are liable for income 1ax.

Community charge and rates (in Northern Ireland) are included here
with income tax and NICs in line with the treatment of community
charge in the National Accounts. Rebates on these local taxes are
treated as cash benefits. Thus, Table F may overstate the regressive
impact of local taxation at the lower end of the inc.me distribution.

Indirect taxes

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

In total, indirect taxes expressed as a proportion of disposable
income fall as disposable income rises (upper part of Table G),
ranging from 29 per cent in the bottom quintile group to 14 per cent
in the highest, though the highest quintile pay most in indirect taxes
in absclute terms. However, individual taxes have different effects.

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

INTERMEDIATE TAXES

Some indirect taxes, such as VAT and excise duties on petrol,
alcohol, tobacco, etc have a direct effect on the final price of goods
and services. However. the producers of these goods and services
alsoincurcosts such asemployers’ National Insurance contributions,
non-domestic rates, and duty on hydrocarbon oils, part of whichthey
may pass on to households in the price of their products.

These are called intermediate taxes.

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

Although some indirect taxes are Jess regressive than others, Table
G (upper part) shows that the impact of virtually all the indirect 1axes
declines for the top quintile group compared with the fourth quintile
group. This is so parily because higher income households tend to
save a larger proportion of their income than houscholds with
smaller incomes.

Table G also shows estimates of indirect tax payments expressed as
a percentage of expenditure (in the lower part of the table). Indirect
taxes in total form a virtually constant proportion of expenditure on
goods and services over all income groups. However, VAT pay-
ments actually rise as a proportion of expenditure as income goes up.
This is largely due to the effects of zero-rating some items such as
food and domestic fuel and power, which make up a higher propor-
tion of the spending of the lower income groups. The apparent
paradox of indirect taxes being regressive against disposable income

but neutral against expenditure can be explained, at least in part, as
follows: as income rises, there is a tendency for an increasing
proportion of disposable income not to be spent on goods and
services but to bechannelledinto savings, investments and morigage

_payments.

Benefits in kind

The Government provides certain goods and services to households
either free at the time of use or at subsidised prices. These benefits
in kind are allocated to individual households in order to arrive at
final income. The imputed value of these benefits is based on
estimated costs of providing them. The largest two items for which
such imputations are made are the health and education services,
which together accounted for 24.4 per cent of total general govern-
ment expenditure in 1991. Other items for which irmputations are
made are school meals and weifare milk, the housing subsidy and
travel subsidies, together accounting for a further 1.6 per cent of
general government expenditure,

Average value of benefits in kind for each
quintile group of NON-RETIRED households,
1991

TABLEH

Quintile groups of NON-RETIRED All
households ranked by nen-
equivalised dispasable income retired
house-
Bottom  2nd 3rd 4th  Top holds

Average per household

(£ per year)
Education 1980 1650 1190 910 540 1250
National health service 1150 1230 1780 1000 850 1080
Housing subsidy! 170 70 40 20 10 60
Travel subsidies 30 40 ED 60 90 60
School meals and

welfare milk 110 30 20 10 10 40
Total 3450 3030 2460 2010 1500 2490

Benefits in kind as a
percentage of post-tax :
income 78 34 20 12 5 18

' Does notinclude tax relief at source on mortgage payments. These are taken
into account in the incomne tax payments shown in Table F.

Education benefit is attributed (o individual households on the basis
of the number of people in the household receiving each kind of state
education and the cost of providing it (see Appendix 2, paragraph
31). The bottom quintile group contains the highest number of
children and consequently the highest number of those in fuli-time
education (Table D). This is the main reason for this quintile group
being allocated the highest average imputed benefit (Table H). In
addition, the majority of student-only households, for whom the
costs of education are greatest, are in this quintile group. Similarty
the impact of expenditure on school meals and welfare milk is
greatest in the lower income groups where children are more likely
to have school meals provided free of charge.

The benefit to each individual from the state health service is

estimated according to the average use made of various types of
health service by people of the same age and sex and according to the
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Percentage shares of total household income
and Gini coefficients' for NON-RETIRED
households, 1991

TABLE J

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

Original ~ Gross Disposable Post-tax
income income income income
Quintile group
Bottorn 3.2 6.6 7.1 6.2
2nd 11 12 12 11
ard 17 17 17 16
4th 24 23 23 23
Top 45 42 41 43
All non-retired
households 100 100 100 100
Decile group
Bottom 0.9 2.6 2.8 2.3
Top 28 26 25 28
Gini coefficient
(percent) 43 35 34 38

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

cost of providing the service. The benefit to a household is the
aggregate of the benefits to the individuals within it (see Appendix
2, paragraph 33). Table H indicates that the distribution of these
benefits is fairly equal across the lower three quintile groups and
then the benefits decline as income goes up.

The total housing subsidy is the sum of the contributions from
central and local government to the housing revenue account (see
Appendix 2, paragraph 34). The housing subsidy 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. Inthesearticies, tax relief on mortgage
interest is treated as an adjustment to income tax, not as part of the
housing subsidy analysed in Table H.

Travel subsidies cover the passenger element of the grants made to
various public operations covering both buses and railways. The use
of public transport by non-retired households is partly related 1o the
need to travel to work and thus to the number of economically active
people in a household and so the combined effect of these travel
subsidies increases over the income distribution.

Table H shows that taken together the absolute values of these
benefits in kind clearly decline as household income increases. As
a proportion of post-tax income, benefits decrease from 78 per cent
inthe lowestquintile groupto 5 per centinthe highest quintile group,
indicating that this expenditure contributes to the reduction in
income inequality.

Summary

The overall effect of the various stages of the tax-benefits system on
non-retired households is summarised in Table J. Households in the
highest quintile group receive 45 per cent of all (equivalised)
original income, compared with 3.2 per cent received by the lowest
quintile group. However, after direct taxes and benefits are taken
into account, the share of the lowest quintile group rises to 7.1 per

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

RETIRED household, 1991

TABLEK
Number of economically active people' per household All non-
retired
None One Two Three or more households
Number of households in the sample 466 1983 2158 541 5148
Average per household (£ per year)
Qriginal income 1770 14 860 25 210 33180 19 940
plus cash benefits 5130 1940 1020 1050 1750
Gross incoms 6910 16 810 26 230 34 240 21 680
less direct taxes? & employees’ NiC 530 3390 5430 7120 4 380
Disposable income 6 380 13 420 20 800 27 120 17 310
less indirect taxes 1510 2630 3850 5 80O 3370
Post-tax income 4 870 10 790 16 950 21 320 13 940
plus benefits in kind 3280 2140 2490 3090 2490
Final income 8160 12920 19 440 24 400 16 430
Gini coefficients (percent)
Equivalised original income 87 45 34 24 43
Equivalised gross income 27 37 32 23 35
Equivalised disposable income 27 35 a0 22 34
Equivalised post-tax income 33 40 35 26 38

' Economically active peaple comprise employees, the self employed and others not in employment but who are seeking or intending. when abie, 10 seak work.
2 These are income tax (which is after 1ax relief at source on morigage interest and life assurance premiums) and gross domestic rates/Community charge.
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cent and that of the highest falls to 41 per cent. Cash benefits are the
major factor underlying these changes, causing the Gini coefficient
to fall from 43 per cent based on original income to 35 percent based
on gross income. Income tax, employees’ National Insurance
contributions and rates produced a further reduction in inequality,
but payment of indirect taxes increases ineguality.

Economic activity

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

Original income ranges from an average of £1,770 per annum in
households where there are no economically active people to an
average of £33,190 for households where there are three or more.
Cash benefits are concentrated in households where no-one is
economically active and here they form 74 per cent of gross inceme;
but they remain important, at 12 per cent of gross income, for those
where one household member is economically active. This latter
group will contain anumber of households where no-one is currently
in work.

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

very high amongst households where no-cne is economically active
but where two or more persons are economically active the variability
is considerably less. Equally, the tax-benefit system has the effect
of substantially reducing inequality between the different types of
househelds within the economicaily inactive group. This results
largely from the diverse nature of the economically inactive group,
which ranges from single parents with young children, single full-
time students, the disabled, and households where no member has
been able to find work during the 12 monihs prior to interview, to a
small number of households where income from other sources such
as investments means that they have no need to work.

RESULTS FOR RETIRED HOUSEHOLDS

Retired households have quite distinet income and expenditure
patterns and so the tax-benefit system affects them in a different way
from non-retired households (Table L). Few retired households
have substantial original income; those who do are concentrated in
the top two quintile groups and are receiving occupational pensions.
The majority of retired households are dependent on cash benefits.
in the form of state retirement pensions and income-related benefits
such as Housing Benefits and Income Support 1o penstoners.

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

People over pensionable age do not pay National Insurance contri-
butions so the small payments recorded are made by non-retired
people living in households defined as retired (see Appendix 2

Summary of the effects of taxes and benefits on RETIRED households, 1991

TABLE L
Quintile groups of RETIRED households ranked by All
equivalised disposable income retired
house-
Bottom 2nd 3rd 4th Top holds
Average per household (£ per year)
Original income 600 780 1630 4110 15 440 4510
plus cash benefits 3480 4390 4380 4610 3830 4140
Gross income 4 090 5170 6010 8730 19 270 8 660
less direct taxes' & employees’ NIC 590 540 630 1020 3630 1290
Disposable income 3500 4 630 5 380 7710 15 580 7 380
less indirect taxes 960 920 1050 1630 2710 1460
Post-tax income 2540 3710 4330 6 080 12 870 5910
plus benefits in kind 1940 2010 19820 1800 1740 1880
Final income 4 480 5710 6 250 7 880 14 620 7780
Average per household (number)
Children? - - - - - -
Adults . 14 1.4 1.4 1.5 1.6 1.5
Persons 1.4 1.4 1.4 1.5 1.6 1.5
People in full-time education - - - - - .
Economically active people - - - 0.1 01 01
Retired people 1.4 14 1.3 1.4 14 1.4

' These are income tax {which is after tax relief at source on morgage interest and life assurance premiums) and gross domestic rates/ Community charge.
2 Chitdren are defined as persons aged under 16 or aged between 16 and 18,unmarried and receiving non-advanced further education.
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Percentage shares of total househoid income
and Gini coefficients' for RETIRED house-
holds, 1991

TABLE M

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

Qriginal Gross Disposable  Post-tax
income income income income
Quintile group
Bottom 2.7 9.9 10.0 9.1
2nd 4 12 . 13 13
3rd a8 15 16 16
4th 19 20 21 21
Top 67 43 40 42
Ali retired
households 100 100 100 100
Decile group
Bottom 1.1 4.5 4.4 3.7
Top 47 28 26 27
Gini coefficient
{percent) 68 32 30 33

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

paragraph 8 for details of definition). All households except those
in the highest quintile group of retired households pay very little
income (ax, because their income is unlikely to exceed their tax
allowances unless they have significant income frominvestments or
occupational pensions in addition to their state retirement pension.
Thelargestindirect tax payment made by retired households is VAT,
and the top quintile group pays more than twice as much as the
average for all retired households.

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

Table M shows the extent to which income inequality amongst
retired households is reduced by the tax-benefit system. Cash
benefits play by far the largest part in bringing about this reduction
and income tax payments make a further, though much smaller,
contribution. Payments of indirect taxes result in an increase in
inequality.
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CHART 4

The effects of taxes and
benefits on retired and
nen-retired households, 1991

Average income
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(£ per year)
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3,000 3,000
0 0
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income  income  income income  income

A comparison of Table M with Table J shows that although the
distribution of original income amongst retired households is much
more unequal than that within the non-retired household group, the
distribution of post-tax income is more equal amongst the retired
than amongst the non-retired, Chart4 illustrates the different impact
which the tax-benefits system has on retired and non-retired house-
holds.



APPENDIX 1

Detailed tables for 1991, with fine breakdown of income components for decile groups, and
results for different types of household
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General government expenditure in 1991
TABLE 1 (Appendix 1)

£ million

Percentage
of total
expenditure

Allocated expenditure’

Allocated cash benefits

Contributory (National Insurancs, etc)
Retirement
Widows and guardians
Unemployment
Sickness/ Statutory sick pay
Invalidity
Maternity/ Statutory matemity pay
Disablement
Cther

Non-centributory
Family benefits
Income Support
War pensions
Other

Student maintenance grants?
Rent rebates and aliowances

Allocated benefits in kind

Health services

Education

Schoo! meals and welfare milk
Housing subsidy

Travel subsidies?

Unallocated expenditure

Other current expenditure
Capital expenditure

Debt interest

Non-trading capital consumption

Total expenditure

25 380
850
1450
1060
5070
380
130
370

6030
11160
790

4 890

950
5510

28 080
26 330
670
1670
1400

123 180

73 520
9 840
17 100
3890

227 530

32.3
4.3
75
1.7

100.0

'Including benefits to people not living in private househalds. It
is not possible (for the reasons given in Appendix 2, paragraph 1)
to allocate all of Government expenditure to househelds.

2 Estimated.

3 Incluging concessionary fares expenditure.
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Financing of general government expenditure in 1991
TABLE 2 (Appendix 1} '

Percentage
of total
£ million financing
Allocated financing’ ‘
Income tax? 56 320 24.8
Employees’ and self-employed NI contributions 15 280 6.7
Community charge 8160 36
Domestic rates (net of rebates) 750 0.3
Taxes on final goods and services
VAT 26 230 1.5
Duty on beer and cider 2250 1.0
Duty on wines and spirits 2330 1.0
Cuty on tobacco 5910 26
Duty on hydrocarbon oils 4 930 2.2
Car tax and vehicle excise duty 2 630 1o
Cther 2840 1.2
Taxes and NI contributions on intermediate goods and services
Employers’ NI contributions 7010 3.1
Commercial and industrial rates 6 240 27
Duty on hydrocarbon oils 2850 1.3
VAT 2 060 0.8
Vehicle excise duty 590 0.3
Other 620 0.3
147 010 €46
Unaliocated financing
Employers' NI contributions not allocated 14 350 6.3
Taxes on expenditure not allocated 22 80O 10.0
Other taxes
Corporation tax 18 770 8.2
Petrofeum revenue tax ' -110 0.0
Taxes on capital 3300 15
Other receipts?® 18 980 83
Non-trading capital consumption 3890 1.7
General government borrowing requirement -1 4860 0.6
Total financing 227 530 100.0
' Including taxes paid by peopie not living in private households. Source: United Kingdom National
2 Net of tax relief at source on maergage interest and life assurance premiums. Accounts, 1892 edition, Table g.1

3 Raceipts of rent, royalties and licence fees on oil and gas preduction,
interes!, dividends, trading income and miscellaneous transactions {net}.
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Average incomes, taxes and benefits by decile groups of ALL households, 1991

TABLE 3 (Appendix 1)

Decile groups of households ranked by equivalised disposable income

All
house-
Bottomn 2nd 3rd 4th 5th 6th 7th 8th 9th Top ho!gs
Average per household (£ per year)
Decile points {equivalised £) 5121 6276 7482 9109 10866 12966 15413 18814 24 338
Number of households in the sample 706 705 706 705 706 708 705 706 705 706 7 056
Original income
Eamings of main eamer 739 1259 2345 5396 7537 10228 11970 14 829 17720 30259 10229
Qther garnings 58 126 283 938 1984 2902 4366 5748 6 641 8 644 3169
Occupational pensions, annuities 121 270 467 680 927 1051 1159 1217 1383 1715 900
Invastment income 174 195 315 533 657 833 1070 1264 1921 5333 1230
Other income 70 130 124 228 284 211 267 316 274 525 243
Total 1163 1980 3535 7776 11388 15224 18832 23 373 27849 46475 15770
Direct benefits in cash
Contributory
Retirement pensicn 1274 1 966 1717 1389 1076 812 729 487 404 383 1022
Unamployment benefit 68 25 25 46 38 51 27 11 21 1C a2
Invaiidity pension and allowance 146 192 300 236 201 175 1186 98 50 13 153
Statutory sick pa 2 3 14 15 41 28 33 29 37 17 22
Industrial injury disablement benefit 3 5 12 44 25 36 15 4 4] 1 14
Sickness, industral injury benefit 3 14 15 15 17 6 18 5 24 8 15
Widows’ benefits a8 56 75 46 81 63 51 29 34 42 51
Statutory Matemity Pay/ Allowance 1 4 5} 6 18 24 20 28 25 57 19
Miscellaneous contributory benefits 6 9 B 6 5 4 3 2 2 2 5
Non-contributory
Income support 988 669 515 287 178 137 71 68 83 17 301
Child benefit 298 229 201 290 294 288 228 208 161 154 235
Housing benetit 534 727 €81 296 157 85 59 N 29 20 262
Invalid care allowance 2 7 11 27 36 24 4 13 - - 13
Attendance aillowance 14 a3t 74 97 101 61 35 27 18 4 46
Mobility allowance 1C 19 32 72 83 53 31 8 20 2 33
War pensions - 3 o] 18 9 35 14 13 24 2 13
Severe disablement allowance 43 68 110 78 112 39 33 36 29 - 55
Student maintenance awards 44 54 63 38 84 60 64 21 20 19 47
Government training schemes 48 33 30 35 33 22 21 15 3 Q 24
Family credit 38 48 22 31 13 4 8 2 1 - 16
Other non-contributory benefits 16 15 16 25 30 1 30 18 34 12 20
Total cash benefits 3 608 4176 3938 3 058 2631 2009 1608 1131 1018 763 2398
Gross income 4 770 6 156 7472 10874 14020 17233 20440 24504 28967 47238 18168
Direct 1axes and Employees’ NIC
Income tax 163 209 377 928 1440 2170 2 862 3723 4 873 9 084 2 584
less: Tax relief at source’ 50 44 69 161 235 319 408 496 619 749 315
Employees’ N | contributions 43 72 142 335 512 709 B77 1107 1265 1 449 651
Domestic rates/Community charge(gross) 543 533 535 819 B59 664 673 683 660 669 624
Total 700 771 985 1722 2376 3224 4005 5018 8180 10463 3545
Disposable income 4 C70 5385 6 487 9152 11643 14009 16435 19486 22787 36775 14624
Equivalised disposable income 4 044 5710 6 853 8280 1Wo15 11975 14118 17027 21245 35689 13496
{Standard error 70 59 77 113 136 147 171 2413 275 1394 188)
Indirect taxes
Taxes on final goods and services
VAT 468 432 535 837 1063 1242 1474 1625 1807 2 257 1174
Duty on tobacco 213 211 235 272 293 293 279 293 229 170 249
Duty on beer and cider 38 43 49 74 1C0 106 13 140 126 139 95
Duty on winas B 5 8 14 18 25 30 40 49 109 N
Duty on spirits 21 26 32 55 62 72 85 95 94 109 65
Duty on hydrocarbon oils 90 75 85 163 208 248 274 301 316 316 207
Car tax 8 S 9 28 28 50 71 96 a9 31 48
Vehicle excise duty 41 32 40 79 97 112 117 136 128 125 a1
Television licences 54 56 55 &3 65 66 67 68 68 68 63
Stamp duty on house purchase 8 6 7 16 21 26 30 37 50 69 27
Customns duties 21 18 21 a2 38 44 50 54 61 64 40
Betting taxes 25 23 41 43 56 57 44 48 40 41 42
Other 7 8 9 12 12 14 13 15 14 17 12
Intermediale taxes
Commercial and industnal rates 118 109 123 179 219 247 277 3m 338 417 233
Employers’ NI contributions 128 118 135 194 240 270 303 327 368 457 254
Duty on hydrocarbon oits &5 51 59 79 96 107 120 127 142 177 101
Vehicle excise duty 10 9 11 15 19 21 24 25 28 a6 20
Other 56 50 58 a3 100 112 125 135 149 180 105
Total indirect taxes 1 366 1276 1513 2237 2735 3112 3514 3862 4095 4 B43 2 855
Post-1ax income 2704 4109 4 975 6914 8609 10897 12520 15624 18692 31931 11768
Benefits in kKind
Education 1245 935 754 1037 1317 1 061 931 853 638 475 925
National health secvice 1405 1853 1444 1378 1325 1241 1173 1069 941 933 1247
Housing subsidr 16 156 153 80 68 42 40 18 14 5 69
Rail travel subsidy 8 11 16 13 20 23 35 44 55 79 30
Bus travel subsid 31 44 40 31 29 25 22 19 20 16 28
School meals and welfare milk 90 48 29 26 22 19 11 10 10 7 27
Total 2 886 2748 2436 2 567 278 2411 2212 2012 1 BBO 15186 2326
Final income 5 60C 6 857 7410 9482 11690 13308 15132 17636 20372 33447 14094

' On mortgage interest and life assurance premiums.
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Average incomes, taxes and benefits by decile groups of NON-RETIRED households, 1991

TABLE 4 {Appendix 1)

Decile groups of NON-RETIRED households ranked by equivalised disposable All non-
income retired
nouse-
Bottom 2nd ard 4th 5th 6th 7th ath o9th Top holds
Average per household (£ per year)
Dacile points {equivalised £) 5515 7 458 8255 11041 12823 14748 17364 20705 26 348
Number of househoids in the sample 515 515 514 515 515 515 515 514 §15 515 5148
Qriginal income
Eamings of main eamer 1454 4 330 8149 10040 12217 13828 15438 17 805 21210 34806 13948
QOther eamings 140 496 1434 2685 3442 4814 6340 6 585 7 631 9 842 4 341
Qccupational pansions, annuities 55 87 169 329 356 370 402 509 621 656 355
Investment income 97 164 300 400 427 575 706 1080 1503 4708 988
Other income 146 217 308 296 248 281 316 325 206 B67 301
Total 1 892 5293 10361 13749 16630 19969 23203 26406 31171 50680 19942
Direct benefits in cash
Contributory .
Ratirement pension 44 220 395 400 332 337 198 212 179 162 248
Unemployment benefit 101 47 60 52 61 40 14 15 22 9 42
Invalidity pension and allowance 243 390 219 187 138 101 79 S5 19 18 145
Statutory sick pa 4 20 24 54 36 <ic] a3 37 38 14 30
Industrial injury disablement benefit 3 5 AN 18 31 16 3 5 0 2 11
Sickness, industrial injury benefit 42 35 21 19 7 18 5 9 13 11 18
Widows’ benefits 49 &9 67 77 60 44 as 40 27 42 51
Matermity/ Statutory matemity pa 4 1 2] 25 26 30 20 42 22 69 26
Miscellaneous contributory benefits 1 3 2 2 2 2 1 1 1 1 2
Non-contributory
Income support 1 666 1044 377 179 141 N 51 92 72 10 372
Child benefit 527 465 442 378 355 278 247 211 160 156 322
Housing benefit 840 711 274 139 92 58 36 30 25 22 223
Invalid care allowance - 12 22 27 34 3 15 2 - - 12
Attendance allowance 21 41 52 54 42 28 17 25 15 3 30
Mobility alfowance 14 42 45 B8 43 26 o] 14 14 3 28
War penslons - 2 - - 9 <] 5 2 3] - 3
Severs disablement alfowance 67 187 102 107 22 43 23 32 24 - 61
Siudent mainienance awards 91 125 56 114 63 80 40 21 17 24 63
Govemment training schemes a3 58 53 39 AN 28 11 16 - 0 33
Family credit 87 61 44 17 5 3 8 1 - - 23
Other non-contributory benefits 9 8 a1 11 1 5 13 16 14 3 11
Total cash benefils 3908 3558 2325 1963 1531 1275 863 880 670 547 1752
Gross income 5801 8849 12687 15712 18222 21244 24066 27 286 31841 51227 21694
Direct taxes and Employees’ NIC
income tax 236 612 1249 1754 2326 3027 3563 4318 5 581 9848 3252
less: Tax relist at source’ 83 108 240 292 369 456 538 578 755 787 421
Employees’ N | contiibutions 83 261 5086 691 845 1005 1180 1278 1454 t 587 389
Domestic rates/Community charge(gross) 584 579 666 701 876 695 697 674 667 673 659
Tota) 801 1344 2181 2854 3479 4271 4902 5692 6948 11320 4 379
Disposable income 5000 7505 10506 12858 14743 16973 19184 21 594 24893 39907 17315
Equivalised disposable income 4 185 6 543 8362 10146 11955 13765 16047 18903 23134 38611 15166
(Standard error 84 72 169 157 1 199 234 286 366 1884 242)
Iindirect laxes
Taxes on linal goods and services
VAT 565 708 998 1179 1333 1517 1569 1879 1857 2387 1398
Duty on tebacco 330 369 330 362 333 31 315 309 206 173 304
Duty on beer and cider 52 70 98 127 120 151 140 145 141 148 119
Duty on wines 7 10 17 19 25 32 34 48 78 105 37
Duty on spirits 18 30 56 63 72 78 105 98 91 115 73
Duty on hydrocarbon oils 117 122 215 237 269 282 318 324 335 319 254
Car tax 9 14 32 32 59 66 62 122 71 39 57
Vehicie excise duty 47 51 94 109 119 117 143 130 130 123 106
Television licences 48 53 62 65 66 68 67 69 68 69 63
Stamp duaf on house purchase 8 8 21 23 27 32 37 44 59 74 33
Customs duties 25 28 38 42 47 52 53 61 62 67 48
Betting taxes 30 a2 44 61 58 46 51 50 43 36 45
Other 8 10 13 14 15 14 14 17 12 16 13
Intermediate taxes
Commergial and industrial rates 132 151 204 239 258 283 296 335 350 437 269
Employers’ NI contributions 143 165 223 260 281 310 323 366 385 a77 293
Duty on hydrocarbon oils 63 73 92 105 112 124 126 141 150 184 117
Vehicle excise duty 12 14 18 20 22 24 25 28 30 37 23
Other 61 70 94 108 117 128 132 150 154 188 120
Total indirect taxes 1876 1979 2 649 3064 3330 3635 3811 4 315 4 224 5054 3374
Post-tax income 33924 5 526 7 BE7 9794 11412 13337 15354 17 278 20669 34853 13 G4t
Benetits in kind
Education 2175 1785 1588 1713 1299 1086 1002 B25 616 460 1255
National heaith service 1112 1190 1240 1224 1161 1156 1001 1 003 851 B53 1¢79
Housing subsid 176 167 72 72 47 31 23 15 13 7 62
Rail travel subsidy 16 20 22 22 28 32 41 43 78 78 38
Bus fravel subsidy 15 18 19 22 21 19 18 20 13 15 18
School meals and welfare mitk 182 77 39 29 24 15 10 12 g 6 37
Total 3647 3268 2 980 3082 2580 2339 2094 1819 1 580 1419 2 430
Final income 6971 B784 10837 12876 13963 15676 17 447 19197 22243 36271 164

' On mortgage intarest and life assurance premiums.
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Average incomes, taxes and benefits by decile groups of RETIRED households, 1991

TABLE 5 (Appendix 1)

Decile groups ot RETIRED households ranked by equivalised disposable income Alf
retired
h -
Bottom 2nd 3rd ath 5th 6th 7th 8th 9th Top %‘;‘T’ﬁs
Average per household (£ per year) )
Decile points (equivalised £) 4617 5378 5904 6393 6981 7847 9244 11438 15317
Number of households in the sample 191 191 190 191 191 191 191 190 1 191 1908
Original income
Eamings of main eamer 12 60 41 12 70 150 176 181 573 663 194
Other earnings 0 - - 1 - Q - 8 22 34 &
Qccupational pensions, annuities 210 335 312 573 755 1107 1766 3125 4992 10507 2369
Investment income 265 280 272 266 350 658 1110 1620 3311 10414 1 860
Other income 25 i5 49 33 59 63 116 132 148 220 a8
Total 512 690 875 886 1273 1978 3168 5 067 3045 21837 4 515
Direct bensfits in cash
Contributory
Retirement pansion 2 626 3 266 3346 3204 3080 32 3382 3 095 2 983 2883 3110
Unemployment benefit 13 1 - 9 7 o] 16 - 5 - 5
Invalidity pension and allowance 51 62 206 82 95 249 188 293 279 234 174
Statutory sick pa; - - - 5 0 0 - - 1 1
Industrial injury disablement benefit - 9 - 10 8 56 50 46 49 - 23
Sickness, industrial injury benefit 5 - - B - 7 - 4 i6 41 8
Widows' banefits 57 16 56 61 75 25 43 87 81 28 53
Statutory matemity pay/ Allowance - - - - - - - . . - .
Miscellaneous contributory benetits 12 14 14 13 12 13 13 13 12 12 13
Non-contributory
Income support 94 83 137 182 107 92 128 169 102 21 109
Child benefit 2 - 2 6 . . . 2 N 8 2
Housing benefit 166 362 588 675 661 826 321 182 67 8 367
Invalid care allowance g - 9 9 a 25 a3 50 - a 15
Attendance allowance 7 14 36 31 69 148 211 232 129 30 91
Mobility allowance 8 7 - 14 14 39 147 162 82 10 47
War pensions - - - 33 4 18 53 41 122 119 39
Severe disablement alicwance 9 21 8 21 a9 - a6 134 67 40 38
Student maintenance awards - - - - - 12 . 12 2 3
Govemment training schemes - - - - - 3 - 2 - - 0
Family credit - - - - - - - - - - B
COther non-contributory benefits 33 23 25 8 13 . 34 9 82 a7 111 43
Total cash benefits 3090 3878 4 447 4342 4198 4 587 4641 4 585 4102 3 556 4 140
Gross income 3602 4568 5122 5228 5471 6545 7809 9652 13147 25393 BES5
Direct taxes and Employees’ NIC
Income tax 77 54 57 50 105 201 395 650 1534 4 705 783
less: Tax relief at source’ 8 9 18 14 20 18 30 61 47 70 30
Employees’ N | contributions 3 3 2 - 5 5 9 5 29 41 10
Domestic rates/Community charge(gross) 523 527 532 474 464 510 520 550 572 612 529
Total 595 576 573 510 555 697 894 1144 2088 5 287 1292
Disposable income 3007 3993 4 549 4717 4917 5B49 6915 B 509 11059 20105 7 363
Equivalised disposable income 3834 5017 5641 6150 6679 7369 8517 10 245 13216 23 142 8 982
(Standard arror 128 743 199 300 398 482 564 656 736 964 1835)
Indirect taxes
Taxas on final goods and services
VAT 354 301 300 321 334 401 595 661 922 1474 567
Duty on tobacco 78 N 93 95 9N 119 152 117 86 80 100
Duty on beer and cider 20 25 28 26 23 29 36 21 31 43 28
Duty on wines 4 3 3 5 5 5 8 18 20 47 12
Duty on spirits 29 22 24 33 18 59 49 55 74 a9 45
Duty on hydrocarbon oils 64 48 49 45 39 51 72 115 159 179 82
Cartax 4 S 1 S 0 3 3| 9 46 124 23
Vehicle excise duty 36 30 26 27 22 33 54 53 B84 118 48
Television licences 62’ 61 60 ) 58 58 66 65 87 69 &2
Stamp duty on house purchase 9 6 4 3 4 5 9 13 16 23 g
Customs duties 16 12 12 15 14 16 23 24 32 456 21
Betting taxes 14 24 15 24 3 66 as 39 51 22 32
Other 6 7 6 12 7 8 8 8 9 17 9
Intermediale taxes
Commercial and industrial rates 102 92 94 87 91 106 143 158 198 290 136
Employers’ NI contributions 109 49 102 95 99 114 154 175 219 318 148
Duty on hydrocarbon oiis 45 42 42 40 41 49 61 71 BE 120 59
Vehicle excise duty 8 8 8 7 8 9 11 14 16 23 11
Other 50 44 44 41 43 49 67 74 02 131 64
Total indirect taxes 1012 918 g11 938 924 1180 1574 1691 2207 3212 1457
Post-tax income 1996 3075 3638 3779 3992 4669 5341 6818 8852 16893 5906
Benefits in kind
Education 15 - 41 11 - - 64 11 41 157 34
National health service 1787 1868 1848 1713 1603 1805 1824 1642 1517 1577 1698
Housing subsidy 23 80 126 139 159 141 92 54 49 3 87
Rail travel subsidy Q o] 3 3 4 12 5 9 34 26 10
Bus travel subsidy 49 63 65 60 58 59 52 56 41 44 55
School meals and weifare milk - - - 2 - - - - . o) 0
Total 1 875 2009 2083 1929 1824 2018 1837 1772 1 682 1 807 1883
Final income 3871 5083 5721 5708 5816 6687 7178 B589 10534 18700 7789

* On mongage interest and lile assuranca premiums.
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Average incomes, taxes and benefits, 1991
By quintile groups within household type

TABLE 6 (Appendix 1)

Quintile groups of households ranked by equivalised disposabie income

All
Bottom 2nd 3rd 4th Top groups
Average per household (£ per year)
(i) 1 adult retired
Quintile points (equivalised £} 5302 6 270 7303 10 418
Number of hocuseholds in the sample 213 213 214 213 213 1066
Onginal income 313 502 754 2 465 8805 2 566
Direct benefits in cash
Contributory
Retirement pension 2 466 2 561 2 662 2683 2411 2 557
Sickness/ injury related 2 28 15 32 147 45
Unemployment benefit - - - - - -
Other 62 101 102 113 119 99
Total contributory 2529 2 690 2779 2828 2678 2701
Non-contributory
Income support 67 118 a5 89 143 102
Child benefit - - - - - B
Housing benefit 196 653 arg 433 [« 452
Sickness/ disablement related 7 g 33 138 256 B3
Other 0 - 2 29 194 45
Total non-contributory 270 777 1008 689 692 687
Gross income 31z 3 969 4 542 5 581 12 175 5054
income tax' and Employees’ NIC 36 26 56 348 1 158 444
Domestic rates/Community charge {gross) 393 389 368 394 411 391
Disposable income 2683 3554 4118 5239 005 5119
Equivalised disposable income 4 399 5826 6 750 8 589 HA02 8392
Taxes on final goods and services 408 388 442 837 1 099 505
Intermediate taxes 234 203 208 303 484 286
Post-tax income 2041 2963 3467 4 299 B 422 4 238
Benefits in kind
Education - - - - - -
MNalional health service 1472 1430 1442 1331 1268 1389
Housing subsidy 43 116 188 91 51 98
Travel subsidies 41 48 52 51 47 48
Schoot meals and welfare milk - - - - - -
Final income 3597 4 557 5149 5772 3787 5772
{ii) 2 or more adults retired
Quintile points (equivalised £) 5443 6 630 8722 12472
Number of households in the sample 168 169 168 169 168 842
Original income 951 1402 3158 6773 2 661 6 982
Direct benefits in cash
Contributory
Retirement pension 3660 4276 4 041 3811 3 258 3810
Sickness/ injury related 143 366 534 648 349 408
Unemployment benefit 17 10 23 4 5 12
Other 33 18 o 17 14 23
Total contributory 3853 4 671 4 628 4 481 3 627 4 253
Non-contributory
Income support 146 184 126 83 52 118
Child benefit 2 9 - 3 7 4
Housing benefit 376 496 2g2 110 17 258
Sickness/ disablement related a3 264 581 808 313 410
Other 72 41 42 48 42 49
Total non-contitaiory 680 994 1041 1048 432 B840
Gross income 5484 7 068 B B26 12 303 2 720 12074
Income tax' and Employees’ NIC N 72 278 815 4 593 1168
Domestic rates/Community charge (gross) 712 688 676 689 748 703
Disposable income 4 681 6 307 7873 10799 21 278 10 204
Equivalised disposable income 4 574 & 003 7 581 10393 27 230 8752
Taxes on finat goods and services 1012 1077 1368 1758 2784 1599
Intermediate taxes ags 415 469 652 1008 5B6
Post-tax income 3281 4 815 6 038 8 3894 17 287 8018
Bensfits in kind
Education 17 59 47 as 225 77
National health service 2349 2280 2097 1802 1822 2 0%0
Housing subsidy 70 142 100 48 3 73
Travel subsidies 74 89 8C 69 101 86
Schoel meals and welfare milk - 2 - - b 0
Finas income 5 796 7 387 8 370 10 446 14 738 10 344

' After tax reliet at source on morngage inerest and iife assurance premwums.
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Average incomes, taxes and benefits, 1991
By quintile groups within household type

TABLE 6 {(Appendix 1) (continued)

Quintile groups of households ranked by equivalised disposable income

All
Bottom 2nd 3rd 4ih Top groups
Average per household (£ per year}
(iily 1 adult non-retired
Quintile points {equivalised £} & 565 110688 16 299 22 569
Number of households in the sample 178 177 758 177 178 gaa
Criginal income 947 3917 g9 857 14 868 26 525 11187
Direct benefits in cash
Contributory
Relirement pension 48 356 204 21 120 188
Sickness/ injury related 226 273 166 30 25 144
Unemployment tenefit 87 39 2 i1 11 a0
Other 112 225 154 68 72 126
Total contributory 473 892 526 320 227 487
Non-contributory
Income support 689 294 53 133 7 235
Child benefit - 4 - - 3 1
Housing benefit 703 545 70 11 14 269
Sickness/ disablement relaled 228 318 72 78 - 139
Other 238 117 71 - - 85
Total non-contributory 1859 1278 265 222 24 729
Gross income 3280 6088 10 647 15 209 26 776 12 404
Income tax* and Employees’ NIC 116 510 1856 2992 5 663 2228
Domestic rates/Community charge (gross) 374 378 389 382 388 asz
Disposabte income 2780 5200 8403 11 835 20 724 9793
Equivalised disposable income 4574 8 525 13775 12402 33974 16 055
Taxes on final goods and services 666 1028 1462 1784 2179 1424
Intermediate taxes 228 319 454 550 732 457
Post-tax income 1897 3853 6 486 9 5602 17 813 7913
Berefits in kind
Education 747 326 165 44 44 266
National health service 380 430 365 332 333 364
Housing subsidy 118 BE 52 &2 7 B3
Travel subsidies 26 30 52 55 74 a7
School meals and welfare milk 1 - - . i By
Final income 3147 4724 7 121 9985 18 271 8653
(iv) 2 adults nen-retired
Quintile points (eguivalised £) 9538 13653 182239 24 338
Number of households in the sample 300 Kl 299 300 300 1499
Original income 5761 13278 15 6805 26 596 47 593 22 569
Direct benefits in cash
Contributory
Retirement pension 577 733 368 246 236 432
Sickness/ injury related 663 342 218 127 B3 283
Unemployment benafit &7 57 24 25 12 38
Other 63 62 24 35 25 42
Total contributory 1371 1193 635 436 336 794
Non-contributory
Income suppor 584 49 79 32 11 151
Chiid benefit 7 - 3 - 7 3
Housing benefit 406 61 52 22 23 113
Sickness/ disablement relateg 317 139 55 49 5 113
Other 116 52 35 47 59 B2
Total non-gontrbutory 1430 301 224 150 104 442
Gross income 8 561 14 772 20 463 27 182 48 033 23 804
Income tax’ and Employess’ NiC 906 2191 3546 5078 5 415 4227
Domestic rates/Comrmunity charge (gross) 658 662 B63 673 699 671
Disposable income 6 997 11 920 16 255 21431 37 919 18 906
Equivalised disposable income & 821 11658 15882 21054 37 419 18 569
Taxes con final goods and services 1598 2275 2 502 2 962 3776 2623
Intermediate taxes 487 691 752 945 1289 a27
Post-tax income 4912 ) 8 954 13001 17 553 32 854 15 456
Benefits in kind
Education 274 162 70 g5 124 137
National health service 934 536 772 731 709 817
Housing subsidy 111 67 24 2 7 42
Travel subsidies 42 53 53 &1 102 60
School meals and welfare milk - - - - - .
Final income 6273 10172 13 920 18 382 33796 16 512

' Atter tax relief at source on morgage interest and Tife assurance premiums.
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Average incomes, taxes and benefits, 1991
By quintile groups within household type

TABLE 6 {Appendix 1) (continued)

Quintite groups of households ranked by equivalised gisposable income

Alb
Bottomn 2nd 3rd 4th Top groups
Average per household (£ per year)
{v) 3 or more adults non-retired
Quintile points (equivalised £) 9383 12 043 14 918 18 738
Number of households in the sample 117 117 116 117 17 584
Original income 9454 17 887 24 582 32 501 52 512 27 468
Direct benefits in cash
Contributory
Retirement pension 784 832 583 384 299 577
Sickness/ injury related 759 631 349 191 146 415
Unemployment benefit 92 70 92 k) 4 58
Other 47 73 113 75 22 66
Total contributory 1684 1607 1138 680 471 1116
Non-contributory
Income support 921 148 157 52 80 272
Chitd benefit 32 18 21 15 66 30
Housing benefit 434 114 62 52 83 145
Sickness/ disablement related 563 469 263 168 118 318
Other 470 492 271 84 73 278
Total non-contributory 2418 1242 774 369 399 1041
Gross income 13 556 20715 26 494 33 950 53382 29 625
Income tax' and Employses’ NIC 1647 3152 4192 6270 10 584 5151
Domestic rates/Community charge (gross) 965 968 a77 1044 1034 998
Disposable income 11 044 16 595 21325 26 636 41 764 23 476
Equivalised disposable income 7 088 {0 808 13 558 16 873 27 030 15074
Taxes on final goods and services 2 441 3086 4 067 5014 5126 3949
Intermadiate taxes 692 9fi2 1103 1286 1830 1125
Post-tax income 7 910 12 587 16 154 R0 338 35008 18 403
Benefits in kind
Education 1476 1081 602 362 845 874
National health service 1481 1364 1374 1236 1274 - 1346
Housing subsidy 111 75 43 34 14 55
Travel subsidies 86 65 66 77 150 89
Schoo! meals and welfare miik - - - - - -
Final income 11 065 15 172 8 239 22 045 37 280 20767
(vi) 1 adult with children?
Quintile points (equivatised £} 5120 5971 7 061 9 986
Number of heuseholds in the sample 58 5¢ 58 £9 59 294
Original income 469 1123 1472 3951 12 353 3 B8z
Direct benefits in cash
Contributory
Retirement pension - - - - - .
Sickness/ injury related - 77 95 133 11 63
Unemployment benefit - 4 - 16 21 8
Other o] 21 102 110 394 126
Total contributory o] 102 198 260 426 197
Non-contributory
Income support 2404 2 395 2196 1 838 908 1947
Chiid benefit 1008 865 788 764 738 833
Housing benetit 1119 1321 1265 1183 430 1063
Sickness/ disablemant related 37 7 71 - 264 76
Other 108 142 354 447 295 269
Total non-contrtxutory 4 675 4730 4675 4231 2 B35 4 187
Gross income 5144 5855 6 344 8 442 15413 8 266
Income tax' and Employees’ NIC -27 30 -4 195 1299 300
Domestic rates/Community charge (gross) 380 388 391 381 400 388
Disposable income 4 791 5536 5957 7 885 13713 7 578
Equivalised disposabie income 4359 5 508 6 488 8 369 14 586 7 867
Taxes on final goods and services 9523 811 872 1422 1573 1121
Intermediate taxes ar7 280 356 462 686 432
Post-tax income 3 491 4 446 4729 5 981 11 454 6 024
Banefits in kind
Education 2888 2410 1880 t 932 2230 2268
National health service 1000 1234 1110 968 851 1032
Housing subsidy 301 287 196 164 &3 202
Travel subsidies 17 14 26 45 73 35
Scheol meals and welfare milk arg 239 168 168 62 203
Final income 8 Q77 8 629 8108 9 255 14 733 9766

» After tax relief at source on mongage interest and e assurance premiums.
2This group is smaller than the category of “one parent families™ because some of these famidies will be coniained in larger bausehold types.
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Average incomes, taxes and benefits, 1991
By quintile groups within household type

TAELE 6 {Appendix 1) (continued)

Quintile groups of households ranked by equivalised disposable income

All
Bottom 2rd 3rd 4th Top aroups
Average per household (€ per year)
(vii} 2 adults with 1 child
Quintile points (equivalised £) 8065 11 740 14836 19 93%
Number of households in the sample 111 111 110 111 111 554
Qriginal Income 5089 13 688 18 825 25010 42 818 21112
Direct benefits in cash
Cortributory
Retirement pension 52 44 - - - 19
Sickness/ injury refated 394 115 a0 35 53 137
Unemployment benefit 90 74 62 18 12 51
Other 54 91 193 173 389 176
Tctal contributory 589 323 345 225 433 383
Nor-contributory
Income support 968 72 20 87 53 238
Child benefit 428 408 402 409 388 407
Housing benefit 649 89 72 a8 13 162
Sickness/ disablement related 267 17 14 104 15 104
Other 179 B0 36 22 13 62
Teral non-contributcry 249 726 544 611 482 971
Gross income B179 14 737 19813 25 846 43 734 22 467
Income tax! and Employees’ NIC 836 2179 3204 4 408 9285 3 946
Domestic rates/Community charge (gross) 853 689 692 672 702 681
Disposable income 6 890 11 869 15917 20 767 33737 17 840
Equivaiised disposatie income 5709 8788 13256 17 286 28 408 14 892
Taxes an final goods and services 1 620 237 2871 3145 3340 2625
Intermediate taxes 526 719 838 018 1250 870
Post-tax income 4745 8779 12 408 16 605 29147 14 340
Berefits in kind
Education 1237 1354 1097 1159 a1 1134
National health service 1385 1215 1369 1322 1353 1329
Housing subsidy 156 52 39 7 1 51
Travel subsidies 34 24 29 33 93 43
School meals and welfare milk S4 23 20 13 20 26
Final income 7610 11 448 14 963 19 138 31 435 16 922
{viii} 2 adults with 2 children
Guintile points (equivalised £) 7728 10 435 12 747 16 664
Number of households in the sample 148 149 148 149 148 742
Originat income 6408 14 576 18 857 26 247 42 987 21611
Direct benefits in cash
Contributory
Retirement pension 37 29 35 - - 20
Sickness/ injury related 260 82 45 24 17 a6
Unemployment benefit 80 36 43 17 26 a0
Other 87 30 17 44 32 a2
Total contributory 464 177 141 B6 76 189
Non-contributory
Income support 1102 167 185 8 74 307
Child benefit 779 795 779 773 782 782
Housing benefit 603 36 71 11 5 145
Sickness/ disablermnent related 94 21 117 . 39 54
Other 238 98 61 31 17 89
Total non-contributory 2817 1116 1213 824 916 1378
Gross income 9 689 15 869 20211 26 157 43 979 23 175
tncome tax' and Employees' NIC 848 2268 3004 4644 8796 3911
Pomastic rates/Community charge (gross) 859 666 698 679 725 605
Disposabte income 8183 12 935 16 508 20833 34 457 18 579
Equivalised disposable income 5756 g 155 11 550 14 438 24 000 12 988
Taxes on final goods and services 1815 2154 2 555 2 858 3344 2 545
Intermediate taxes 566 742 858 t 028 1342 Q07
Post-tax income 5802 10 039 13 094 16 947 29772 15126
Benefits in kind
Education 2 361 2388 2 601 2 562 2409 2464
Naticnal heakth service 1577 1442 1438 15627 1465 1480
Housing subsidy 213 36 29 8 - 57
Travel subsidies 30 25 26 34 63 35
School meals and weifare milk 147 50 46 a9 46 65
Final income 10129 13978 17 234 21116 33754 19 238

' After tax ralief al source on morigage Interest and lifa assurance premiums.
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Average incomes, taxes and benefits, 1991
By quintile groups within household type

TABLE 6 (Appendix 1) (continued)

Quintile groups of households ranked by equivalised disposabie incone

All
Bottomn 2nd ard 4th Top groups
Average per household (£ per year)
({ix) 2 adults with 3 or more children
Quintite points (equivaﬁsed‘ £) 5718 8249 10 603 14 234
Number of househoids in the sample 60 60 59 60 60 298
Qriginal income 3476 12 486 17 481 24 290 46 249 20 807
Direct benefits in cash
Contributory
Retirement pension - - - - - -
Sickness/ injury related 230 a7 134 56 <] 93
Unemployment benefit 99 107 36 a7 - 56
Other 0 11 34 17 47 22
Total contributory 329 155 205 109 56 171
Non-contributary
Income support 2 598 297 48 1 - 591
Child benafit 1380 1246 1286 1231 1190 1269
Housing benefit 928 183 69 20 7 242
Sickness/ disablement related 92 43 149 74 22 75
her 364 103 90 32 15 121
Total nen-contributory 537N 1871 1642 1359 1234 22398
Gross income 9178 14 512 19 328 25758 47 538 23276
Income tax' and Employees’ NIC 694 16848 2 636 4 265 8970 3686
Domestic rates/Community charge (gross) 655 697 675 669 730 885
Disposable income 7 827 11 967 16 017 20 B24 37 838 18 904
Equivalised disposable income 4 306 7 143 9353 124186 22 867 11223
Taxes on final goods and services 1 6687 2103 2 690 2710 4 423 2723
Imermediate taxes 518 684 858 944 1773 956
Post-tax income 5623 9180 12 470 17 170 31 642 15226
Benefits in kind
Education 5318 4 007 5 447 4 342 3512 4 522
National health service 1995 1955 1862 1631 1 965 1882
Housing subsidy 159 120 43 12 2 67
Travel subsidies a2 23 29 47 64 33
School meais and welfare milk 402 73 140 86 61 152
Final income 1353 15 358 19 991 23 288 37 247 21 889
(X) 3 or more adults with children
Quintile points {equivalised £) 6779 8633 12 708 16 743
Number of households in the sample 58 57 58 57 58 288
Original income B 181 14 675 23 259 32 889 57 643 26 951
Direct benefits in cash
Contributory
Retirement pension 195 480 407 418 235 348
Sickness/ injury related 597 342 93 154 31 243
Unemployment benefil 237 49 100 7 4 80
Other 62 60 105 14 66 62
Total contributory 1090 932 705 593 337 731
Non-contributory
Income suppon 2297 960 258 135 B84 748
Child benefit 1049 667 618 579 613 706
Housing benefit 760 290 77 49 85 252
Sickness/ disablement related 34 333 274 92 90 225
Other 756 539 163 343 304 421
Total nen-contributory 5195 2789 1390 1187 1176 23582
Gross income 12 466 18 398 25 354 34 678 59 156 30034
Income tax' and Employees’ NIC 969 2078 3800 6331 13675 5378
Domestic rates/Community charge (gross) 883 886 865 922 977 907
Disposable income 10614 15 434 20 668 27 425 44 503 23749
Equivalised disposable income 5022 8 250 11098 14 600 23871 12 575
Taxes on final goods and services 2 570 3191 3797 4 568 5783 3983
Intermadiate taxes : 778 982 1115 1386 1987 1250
Post-tax income 7 265 11 261 15776 21472 36 733 18 516
Benefits in kind
Education 5 366 3298 2882 2762 3614 3 588
National health service 2045 1822 1777 1 586 1696 1786
Housing subsidy 148 116 50 i3 19 69
Travel subsidies 66 97 72 111 21 111
School meals and welfare mitk 251 73 32 23 40 84
Final income 15140 16 666 20 588 25 967 42 313 24 154

* After 1ax relief at source on mongage mterest and life assurance pramiums.
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Distribution of households' co-operating in the Family Expenditure Survey, 1991
By decile groups of households ranked by equivalised disposable income
TABLE 7 (Appendix 1)

Retired households  Non-Retired households

2 adults 3 or more
2o0r ' 3or 1aduit 2adults 2adults with3 adults All
more more with with with 2 or more with house-
1 adult  adults 1 adult 2 adults adults children 1 child children children children holds

Decile groups of households ranked
by equivalised disposable income

Bottom 188 118 98 62 16 60 43 46 46 20 706
2nd . 238 173 58 43 14 78 18 38 25 20 705
ard 235 126 78 59 27 50 33 51 25 22 706
ah 126 115 58 100 53 36 49 85 49 34 705
5th 88 85 56 127 72 23 62 114 40 39 706
6th 52 70 67 162 81 17 62 124 37 34 706
7th 55 51 84 167 106 9 81 96 20 36 705
sth as a6 108 207 98 12 72 84 19 32 706
9th 27 a5 132 272 65 6 71 53 18 26 705
Top 19 33 149 300 52 3 63 51 20 16 706
All households 1066 B42 888 1499 584 294 554 742 299 288 7056

' See Appendix 2 for definitions of retired households, adults and children.
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APPENDIX 2

METHODOLOGY AND DEFINITIONS

The allocation of government expenditure anditsfinancing

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 households. We can obtain informa-
tion about the types of household that receive cash benefits and pay
direct taxes through surveys such as the Family Expenditure Survey
(FES). From the replies respondents give to questions on their
expenditure we can impute their payments of indirect taxes, and
from information they supply about such factors as their ages and
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 corpora-
tion tax and government receipts from public corporations: no
attempt is made in this analysis to apportion them to households
because it would be too difficult. Similarly, there are other items of
government expenditure, such as capital expenditure and expendi-
ture on defence and on the maintenance of law and order, for which
there is no clear conceptual basis for allocation, or for which we do
not in any event have sufficient information to make an allocation.
Inall, 65 per cent of government financing (including the Borrowing
Requirement) and 54 per cent of expenditure are allocated to
households in this analysis.

Family Expenditure Survey (FES)

2. The estimates in this article are based mainly on data derived from
the FES. The FES is an annual survey of the expenditure and income
of private households. People living in hotels, lodging houses, and
ininstitutions such as old peoples’ homes are excluded. Each person
aged 16 and over keeps a full record of payments made during 14
consecutive days and answers questions about hire purchase and
other payments. The respondents also give detailed information,
where appropriate, about income (including cash benefits received
from the state} and payments of income tax. Information on age,
occupation, education received, family composition and housing
tenure is also obtained. The survey covers the whole 12 month
period.

3. One of the main purposes of the FES is to produce information on
household expenditure patterns which is used to derive the weights
for the index of retail prices. The survey is conducted by the Office
of Population Censuses and Surveys on behalf of the Central
Statistical Office who analyse and report on it (prior to July 1989, the
FES was the responsibility of the Department of Employment). The
Family Expenditure Survey Report for 1991, containing detailed
data on household characteristics, income, and expenditure, was
published in November 1992. Details of the survey method are set
out in ‘The Family Expenditure Survey Handbook’ by W F F
Kemsley, R U Redpath and M Holmes. Baoth are pubhished by Her
Majesty’s Stationery Office.

4. The number of households in the United Kingdom responding to
the FES in 1991 was 7,056 (about ! inevery 3,000 households). The
response rate in Great Britain was 69 per cent: the FES in Northern
Ireland is done as a separate exercise to the rest of UK, with a larger
sampling fraction, and only a proportion of these cases go into the
UK analysis. To count as a co-operating household, all members

aged 16 and over must fill in the diartes for both weeks and give full
details of income etc. The available evidence suggest that older
households, households where the head is self-employed, those
without children and higher income households, are less likely to co-
operate than others (see ‘Family Expenditure Survey: a second study
of differential response, comparing Census characteristics of FES
respondents and nen-respondents’ by Bok Redpath, Statistical News
No 72 February 1986 HMSO). In add’tion response in Greater
Londonis noticeably lowerthan in other areas. However, at present,
the results in this article are based on the responses of those
households which actually co-operated inthe survey and they are not
reweighted. This means that some of the figures differ from those
produced by other surveys such as the Survey of Personal Incomes
from the Inland Revenue.

5.The FES is designed primarily as a survey of expenditure on goods
and services by households. It has been developed 10 gather
information about the income of household members, and is an
important and detailed source of income data. However, no infor-
mation is collected that would enable a balance sheet of income and
expenditure to be drawn up for a household over any particular
period. Much expenditure relates to the (wo-week period afier the
interview, whereas many income components refer to a much longer
period (eg investment income over the previous 12 months). FES
income does not include proceeds from Lke sale of assets {eg a car)
or windfalls such as legacies. But recorded expenditure might
reflect these items, as well as the effects of living off savings, using
capital or borrowing money. Hence, there is no reason why income
and expenditure should balance either for anindividual household or
even averaged over a group of households. Indeed, measured
expenditure substantially exceeds measured income for the bottom
decile groups of households. Moreover, the difference between
income and expenditure is not necessarily & measure of savings or
dis-savings.

Unit of analysis

6. The basic unit of analysis in the article is the household, and not
the family, individual or benefit unit. 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 food, housing, fuel and light. is largely
joint spending by the members of the household. Without further
information or assumptions it is difficult to appornion indirect taxes
between individuals or other sub-divisions of households.

7. In classifying the households into varjous types, a child (ie a de-
pendant} is defined as:

either aged under 16

oraged 16, 17 or 18 not married, and receiving full-time
non-advanced further educatior.

[The definition used in the pre- 1987 articles was a person aged under
16]. .

Most of the “extra’ adults in households with at least three adults are
sons or daughters of the head cf household rather than retired people.

8. A retired household is defined as one where the combined
income of retired members amounts 1o at least half the total gross
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income of the household, where a retired person is defined as anyone
who describes themselves as ‘retired’ or anyene over minimum NI
pension age describing themselves as ‘unoccupied’ or ‘sick or
injured but not intending to seek work’.

9. By no means all retired people are in retired households: about

one in five households comprising three or more adults contain
retired people, for example, and households comprising one retired
and one non-retired adult are often classified as non-retired.

10. The sample households have been classified according to their
compositions at the time of the interview. This classification is
sensible for the vast majority of households, but it can be misleading
for the very small number of cases (29 in 1991) where a spouse is
absent from the household at the time of interview. The absent
spouse may well be working away from home (eg on an oil rig), or
living separately - but contributing financially to the household’s
upkeep. These contributions would be picked up as part of the
household's original income. Also, itis likely that some households
will have changed their composition during the year.

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

Income: redistributive stages

12, Stage one:
Original income plus cash benefits = Gross income.

Stage two:
Gross income minus income tax, employees’ National Insurance
contributions and ¢community charge / domestic rates = Disposable
income.

Stage three:
Disposable income minus indirect taxes = Post-tax income.

Stage four:
Post-tax income plus ‘benefits in kind’ = Final income.

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

14. About 99 per cent of original income comes from earnings,

occupational pensions (including annuities) and investmentincome.
The tiny bit remaining comes from a variety of sources: trade union
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benefits, income of children under 16, private scholarships, earnings
as a mail order agent or baby-sitter, regular allowance from a non-
spouse, allowance from an absent spouse and the imputed value of
rent-free accommodation. Households living in rent-free dwellings
are each assigned an imputed income based on the rateable value of
the dwelling. This is counted as employment income if the tenancy
depends on the job.

15. In addition to salary, many employees receive as part of their
income fringe benefits such as company cars, private medical
insurance and beneficial loans. Until recently, these benefits were
not allocated to individual households as the information was not
available in the FES. However, the company car benefit has been
included in the analysis since 1990. This is by far the most important
fringe benefit accounting for over two thirds of all taxable fringe
benefits according to Inland Revenue statistics. The benefit is taken
to be the taxable income in accordance with Inland Revenue scale
charges. Inland Revenue Statistics 1992 {HMSO) contains more
detailed information on taxable fringe benefits and their impact on
individuals. Although for those earning below £8,500 per year the
benefit is not taxable, benefit has been allocated to all those with a
company car regardless of the level of earnings. The allocation is
based primarily on the engine size as reported in the FES. In any
given year the total amount of benefit will depend on the level of
scale charges for tax purposes as well as the numbers and engine
sizes of vehicles in the FES.

16. The next stage of the analysis is to add cash benefits to original
income to obtain gross income. This is slightly different from 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 and Christmas bonus, unemployment
benefits. sickness and industrial injury benefit, statutory
sick pay, mvalidity pension and allowance. industrial
injury disablement benefits, widows’ benefits, and statu-
tory maternity pay.

Non-contributory:

Income sapport, child benefit, housing benefit, attend-
ance allowance, mobility allowance, war pensions, severe
disablement allowance, family credit, old persons pen-
sion, government training scheme allowances (YTS etc),
student maintenance awards, maternity grant.

17. Statutory Sick Pay and Statutory Maternity Pay are classified as
cash benefits even though they are paid through the employer.

18. Income from short-term benefits is taken as the product of the last
weekly payment and the number of weeks the benefit was received
inthe 12 months prior tointerview. Income from long-term benefits,
and from housing benefit, is based on current rates.

19. Income tax, community charge/domestic rates and employees’
and self-employed contributions to National Insurance and National
Health services are then deducted 1o give disposable income. Taxes
on capital, such as capital gains tax and inheritance tax, are not
included in these deductions because there is no clear conceptual
basis fordoing so, and the relevant datais not available from the FES.

20. The figures for community charge/domestic rates include charges
made by water authorities for water, environmental and sewerage
services. Local taxes are shown in full with any rebates given in
housing benefit.



[in pre-1987 articles, domestic rates were included in the ‘indirect’
tax category. Since then, they have been deducted in the derivation
of disposable income in anticipation of their replacement by the
community charge. The National Accounts system, which strongly
influences this article, shows the community charge as a deduction
before disposable income is produced.]

21.The tax 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-employ-
ment, interest, dividends and rent. The income tax payments
recorded will therefore take account of ahousehold’s tax allowances,
with the exception of tax relief obtained in this way ‘at source’. In
1991 there were two types of tax relief obtained in this way:
mortgage interest relief and life assurance premium relief. Where
households are eligible for these reliefs imputations are made and
deducted from recorded income tax payments. In the case of
morigage 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.

22. The nextstep is to deduct indirect taxes to give post-tax income.
Indirect tax on final consumer goods and services include:

Duties on beer, wines, spirits, tobacco, oil, betting, etc
Value Added Tax (VAT)

Customs (import) duties

Cartax

Motor vehicle duties

Driving licenses

Stamp duties

Gas levy

23. Taxes levied on final goods and services are assumed to be fully
incident on the constmer, and can be imputed from a household’s
FES expenditure record. 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. 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, expendi-
tures recorded in the FES on alcoholic drink, tobacco, ice cream, soft
drinks and confectionery are grossed up to allow for the known
under-recording of these items in the sample. The true expenditure
in each case is assumed to be proportional to the recorded expendi-
ture. This approach has its drawbacks because there is some
evidence to suggest that heavy drinkers, for example, are not picked
up by the FES.

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

26. Indirect taxes on intermediate goods and services are:

Rates on commercial and industrial property

Motor vehicle duties

Duties on hydrocarbon oils

Employers’ contributions to National

Insurance, the National Health Service, the industrial
injuries fund and the redundancy payments scheme
Customs (import) duties

Stamp duties
VAT

27. These are 1axes that fall on goods and services purchased by
industry. Only the elements attributatie 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 1o the consumer. Theirallocations between different categories
of consumers’ expenditure are based on the relation between in-
termediate preduction and final consumption using estimated input-
output techniques. This process is not an exact science, and many
assumptions haveto be made. Some analyses, eg that by Dilnot, Kay
and Keen ‘Allocating Taxes to Households: A Methodology’,
suggest that the taxes could be progressive rather than regressive if
one were to use different incidence assumptions.

28. In discussing the incidence of indirect taxes, we have used the
terms ‘progressive’ and ‘regressive’ 1o mean taking an increasing
or decreasing proportion of income as income rises. The degree 10
which a tax is progressive or regressive is strongly affected by the
definition of income which the tax is compared with. For example,
ifindirect taxes were to be compared with gross income (rather than
disposable income as in this article), they would appear much more
regressive than shown in Table G of this zrticle.

29. For Table G of the main article, we have constructed a measure
of expenditure on goods and services which is similar to that used in
the Consumers' Expenditure part of the National Accounts. Sav-
ings, investments, superannuation contributions and mortgage
payments are excluded as well as rates/community charge payments.
Imputed rent ‘payments’ for owner occupiers are included because
rent paymenits are included for households renting their accommo-
dation. We have included payments for house repairs and im-
provements because VAT is charged onthese items. The expenditures
on alcohol, tobacco and confectionery have been grossed up to
correspond 1o the grossed-up indirect tax amounts described in
paragraph 24 above.

30. Finally, we add those notional benefits in kind provided to
households by government for which there is a reasonable basis for
allocation to households, to obtain final income. Benefits in kind
are:

State education

School meals and welfare milk

National Health service

Heusing subsidy

Railway travel subsidy

Bus travel subsidy (including concessionary
fares schemes)

31. Education 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 benefits atiributed to a
household depends en the number of people in the household
recorded in the FES as receiving each kind of state education
{students away from the household are excluded). No benefit is
allocated for pupils attending private schools.

32. The value of school meals and other welfare foods is based on
their costs to the public authorities. Any payment by the individual

household is subtracted to arrive at a net contribution.

33. Data are available on the average cost to the Exchequer of
providing the various types of health care - hospital inpatient/
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outpatient care, GP consultations, dental services, etc. Each indi-
vidual in the FES is allocated a benefit from the National Health
Service according to the estimated average use made of these
various types of health service by people of the same age and sex, and
according to the total cost of providing those services. The benefit
from maternity services is assigned separately 10 those households
containing children under the age of 12 months. No allowance is
made for the use of privatle health care services.

34. In this article public sector tenants are defined to include the
tenants of local authorities, New Town Corporations, the Scottish
Special Housing Association (SSHA), Northem Ireland Housing
Executive (NIHE) and housing associations. The total 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
housing associations. Within Greater London, the rest of England,
Wales, Scotland and Northern Ireland each public sector tenant has
been allocated a share of the region’s total relevant subsidy based on
the gross rateable value of this dwelling. Housing subsidy dees not
include mortgage interest tax relief, rent rebates and allowances or
community charge/rate rebates included in housing benefit.

35. The rail travel subsidies allocated are those to British Rail
passenger operations and the London Underground. The subsidy to
London and South East services is allocated to househelds 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. In making these allocations
allowances are made for the use of rail travel by the business sector,
tourists and the institutional part of the personal sector.

36. In this article, bus travel subsidy covers both the cost of
concessionary travel schemes for senior citizens and others, and
subsidies to operators. Separate allocations are made for Greater
London, the other metropolitan areas and the rest of the United
Kingdom. The subsidy is divided between households according to
recorded expenditure on bus travel and the types of concessionary
passes held.

37. We must emphasise that the analysis in this article provides only
a very rough guide to the kinds of heusehold which benefit from
government expenditure, and by how much, and 1o those which
finance it. Apart from the fact that large parts of expenditure and
receipts are not allocated, the criteria used both 1o allocate taxes and
to value and apportion benefits to individual households could be
regarded as too simplistic. For example, the lack of data forces us
to 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 mortgage interest, for example, accrues directly to
the laxpayer rather than to some other party, for instance, the vendor
of the land. Italso 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 consum-
ers’ expenditure is borne by the households which buy the item orthe
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 theiremployees, 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 toral
financial cost of providing benefits such as education, and so we
have to treat that cost as if it measured the benefit which accrues 1o
recipients of the service. In fact, the value the recipients themselves
place on the service may be very different to the cost of providingiit:
moreover, there may be households in the community, other thanthe
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immediate beneficiaries, who receive a benefit indirectly from the
general provision of the service.

Equivalence scale

38. The equivalence sczle used in this analysis 1s the McClements
scale (before housing costs are deducted). The scales (separate ones
for before and after housing costs) were developed by Dr L D
McClements at the Department of Health and Social Security
(DHSS) in the mid-seventies, based on expenditure data from the
1971 and 1972 FES. They are based on the assumption that it is
possible to estimate equivalence scales from people’s spending
behaviour as recorded in the FES without making any specific
assumption about the criteria for equivalence. These scales are in
regular use and recent analysis by Banks and Johnson (‘Childrenand
Household Living Standards’) suggests that the scales are as valid
now as when they were developed. The scales are regarded as
plausible and they are well within the range of equivalence scales
developed at different times in a number of countries. Hence their
use is fully justified for broad statistical standardisation.

39. The equialence values are given below

Type of household member  Equivalence value

a. married head of household
(ie a married couple of

2 adults) 1.00
1st additional adult 0.4z
2nd (or more) additional
adult 0.36 (per adult)
b. single head of household
(ie 1 adult) 0.61
1st additional adult 0.46
2nd additional adult 0.42
3rd (or more) additional
adult 0.36 (per adult)
c. Child aged:
16-18 0.36
13-15 0.27
11-12 0.25
8-10 0.23
5-7 0.21
2-4 0.18
Under 2 0.09

The values for each household member are added together to give
the total equivalence number for that household. This numberisthen
divided into the disposable income for that household to give
equivalised disposable income. For example, a household has a
married couple with 2 children (aged 6 and 9) plus one adult lodger.
The household’s equivalence number is 1.0 + 0.21 + 0.23 + 042 =
1.86. The household’s disposable income is £20,000, and so its
equivalised disposable incorne is £10,753 (=£20,000/1.86).

40. This quantity is used to produce the single ranking used in all the
tables in this article (apart from the Gini coefficients which have to
be ranked afresh for each different definition of income).

[In pre-1987 articles, three types of ranking were used; the main one
was using original income but gross income and disposable income
were also used. In addition, the tables showing income shares were
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re-ranked for each separate income measure].

Itis important to note that most menetary values showninthe articte
are ordinary (ie un-equivalised) £ a year, not equivalised £ a year.
Where equivalised £ a year do appear (eg the quintile points in Table
3 of Appendix 1}, they are shown in irafics.

Gini coefficient

41. The Gini coefficient is the most widely used summary measure
of the degree of inequality in an income distribution. It can more
easily be understood by considering a Lorenz curve of the income
distribution, (see Diagram B) ie a graph of the cumulative income
share against the cumulative share of households. 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 (see Diagram A). The area 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 distribu-
tion 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 maxi-
mum value of 1 (or 100 per cent).

42. To calculate the Gini coefficient for an income distribution, the
first step is to rank that distribution in ascending order. All the Gint
coefficients shown in this article are based on distributions of
equivalised income eg the coefficient for original income is calcu-
lated after dividing the original income for all the households by
their appropriate equivalence values.

[In pre-1987 articles, no such equivalisation was used.]

43. Strictly speaking, one could argue that the equivalence scales
used here are only applicable to disposable income because this is
the only income measure relating directly to spending power. Since
the scales are often applied, in practice, to other income measures,
we are content to use them to equivalise original, gross and post-tax
income for the purpose of producing Gini coefficients (and in the
tables giving percentage shares of total income). However, we do
not think it is appropriate to equivalise the final income measure
because this contains notional income from benefits in kind (eg state

Diagram B
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education): the equivalence scales used in this article are based on
actual household spending and do not, therefore, apply to such items
as notional income

Sampling errors and reliability

44. As the FES is asample survey, data from it will differ in varying
degrees from those of all households in the UK. The degree of
difference will depend on how widely particular categories of
income and expenditure vary between households. This ‘sampling
error’ is smallest inrelation to, say, the average expenditure of large
groups of households on items purchased frequently (when spend-
ing does not vary greatly between households). Conversely, it is
largest for small groups of households, and for items or services
purchased infrequently (for which expenditure varies considerably
between households). A broad numerical measure of the amount of
variability is provided by the quantity known as the standard error.

45.Itis difficultto calculate these standard errors exactly because of
the mulii-stage design of the FES, but we have made a good
approximation by combining the simple random formula with the
appropriate design factor from the FES analysis. [The design factor
is the ratio of the standard error using the detailed formula that takes
account of the full complexity of the sample design to the standard
crror using the simple random sample formula.] The most appropri-
ate design factor from the FES work is for ‘gross normal weekly
household income’. The standard error of the mean for N house-
holds in Table 1 is given by:

{design factor) * SN

where the design factor is 1.28 for 1991, and S%is the estimate of the
population variance.

This simple formulais applicable to acomplete group of households,
but for quintile or decile groups a more complex formula is required
(see paragraph 47),

46. The standard errors can be used to give an idea of the reliability
of a mean by quoting a confidence interval of the form:

estimate of mean + {1.96 * standard error)

where the factor 1.96 corresponds to the 95% confidence interval,
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For example: the mean disposable income for all households is
£14,624 (see Table 3 in Appendix 1), and its standard error is £210
(from Table 1 below). So the confidence interval for the population
value is £14,624 * £412 ie about (£14,210 1o £15,040). It is very
likely that the mean disposable income for the whole population (ie
all UK private households) will lie in this range.

47. The standard errors for the household types are larger than forthe

whole sample, mainly because the sample sizes cencerned are
smaller. For quintile groups of given household types, the sample
sizes are of course smaller still, which would tend to increase
sampling variability. On the other hand, the income values are by
definition in a narrower range which would tend to reduce the
sampling error. Precise estimates of standard errors for averages for
quintile groups are complicated to produce. As well asthe variabil-
ity of the observations between the quintile potnts, we should also
take account of the randomness which exists because the sample
quintile points are themselves subject to random variation. We have
used a formula for the asymptotic variance of a ‘randomly timmed’
mean. This formula gives a good approximation where the total
sample size is around 1,000 {when the variance is under-estimated
by about 2 per cent on average), and a reasonable approximation for
samples of 100-500 (when the variance is under-estimated by about
5 per cent on average). The formula for the variance of a mean (x)
calculated between two sample percentiles, Qp and Q. corre-
sponding to proportions py and pa is:

1-p; ,
S24p, -0 + (1 @0 4 0P (00,7

n(py-p)

where §°= variance calculated from observations between Q1 and
Qp, and n = total sample size.

The square root of this quantity is then multiplied by the design
factor (as described in paragraph 45) to give the standard errors
shown in the tables for quintile and decile groups.

48.The ‘complex’ standard errors for quintile and decile groups are
quite a bit larger than the simple random sample estimates, as shown
below:

Ratio of ‘complex’ standard error to simple random sample estimate
for equivalised disposable income, 1991

Decile group

Bottom 1.79
2nd 4,56
3rd 5.78
4th 6.29
Sth 6.74
6th 6.57
Tth 6.61
8th 5.87
Sth 4,67
Top 1.38
All 1.28

For the *all households’ group the ratio merely reflects the fact that
the simple random sample figure is multiplied by the design factor
(1.28 in 1991) 1o produce the ‘complex’ standard error. The quoted
standard errors for the middle decile groups are about six times
higher than the simple random sample estimates.
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49. Table 2 gives standard errors for quintile groups of households
within household type. The standard errors of the top quintile group
are often much larger than for the other quintile groups. This is not
surprising as, in general, any distribution of incomes has a long
positive tail. The standard errors for the top quintile groups of some
household types are so large that it is doubtful whether the averages
forthese groups are reliable enough tc be worth quoting in the wables
in Appendix 1.

50. Another aspect of sampling errors and reliability is the variation
from year to year. Table 3 gives the standard error of the me=n
(expressed as a percentage of the mean) for disposable income 10r
the years from 1977 to 1991. The two groups with consistently high
propertionate standard errors are one adult with children, and two
adults with 3 or more children. Relatively small groups like these are
more likely to be strongly influenced by unusually large income and
expenditure values.

If the change between years were to be considered, then it is the
standard error of the difference between years that is relevant. This
is about 1.4 times the size of the standard error for a particular year
(assuming the two standard errors are about the same} - because the
variance of a difference between years equals the sum of the
variances for those individual years.

51. We have produced estimates for the standard errors of shares of
totalincome (shownin Table 1, Appendix 4). These standard errors
have beencalculated using the formula forthe variance of aratio, and
the results are given in Table 4 below.

Forexample, the top quintile group accounted for 42 per cent of total
equivalised disposable income; the standard error of this estimate is
0.46 per cent, and the 95% confidence interval for the true value is
(41.3,43.1) per cent.

As the formula involves an approximation, the figures shown in
Table 4 are likely to be under-estimates of the true position.

Previous articles

52. This article is the latest in an annual series. Earlier articles
covering the years 1957 to 1986 {using the old methodology) were
published in the following issues of Economic Trends:

November 1962, February 1964, August 1966, February 1968,
1969, 1970, 1971, 1972, November 1972 and 1973, December 1974,
February 1976, December 1976, February 1978, January 1979,
1980, 1981 and 1982, December 1982, November 1983, December
1984, December 1985, July 1986, November 1986, July 1987 and
December 1988,

53. The results for 1987 (the first year of using the new methodol-
ogy) were published in the May 1991 edition of Economic Trends,
the 1988 results appeared inthe March 1991 edition, the 1989 results
inthe January 1992 edition, and the 1990 results in the January 1993
edition. The latest five articles use a very different methodology
from the earlier years, and hence are completely incompatible.

54. The results in all articles are intended to be free standing: they
were not designed for direct comparison with other years except
where sorme limited comparisons were made in the articles. Such
comparisons are fraught with difficulty because of changes in
definitions eg housing benefit in 1983. However, some broader
measures like the Gini coefficients are relatively robust and will
stand comparison with other years: this year’s article gives such a
comparison forthe years 1977-1991. Enquiries should be addressed
to Dave Westcott, Social Regional Statistics and Househeld
Expenditure Branch, Central Statistical Office, Room 1941, Millbank
Tower, Millbank, London SW1P 4QQ.



Standard errors of the mean, 1991
TABLE 1 (Appendix 2)

Standard error of the mean of the five incorme measures (£ per year)

Number Disposable income
in Original Gross Fost-tax  Final
sample income income Unadjusted Eguivalisag income income
Household type/ Quantile group
All househoids 7 056 - 283 269 210 188 192 198
Non-retired 5148 349 336 265 242 248 252
Retired 1908 242 239 182 185 163 170
Decile groups’ of all households
Bottom 708 143 163 143 70 139 302
2nd 705 543 486 385 58 291 719
argd 706 938 760 582 77 459 813
4th 705 1294 1043 805 113 683 1111
5th 706 1619 1348 1042 136 863 1 388
6th 706 1675 1451 1092 147 953 1307
7th 705 1941 1815 1374 171 1182 1560
8th 7086 1865 1925 1485 213 1274 1615
ath 705 1789 1757 1328 275 1172 1415
Top 706 1841 1840 1489 1394 1428 1445
Decile groups’ of non-retired households
Bottom 515 200 209 182 84 172 384
2nd 515 646 508 386 72 311 667
3rd 514 1064 906 701 108 629 10868
Atk 515 1739 1552 12086 157 1045 1742
5th 515 2148 1 986 1515 186 1369 1927
Bth 515 2530 2 491 1874 199 1633 2233
7th 515 2518 2545 1977 234 1705 2183
8th 514 272 2709 2051 286 1 823 2315
gth 515 2 396 2416 1823 366 1639 1921
Top 515 2 455 2 456 2 000 1 884 1918 1939
Decile groups' of retired households
Bottom 191 159 197 167 128 211 307
2nd 191 612 808 687 143 624 1135
ard 190 1 066 2203 1862 199 1598 2718
4th 191 2430 3270 2928 300 2363 3 866
5th 191 3366 3 968 3324 398 249 3749
6th 191 3654 3657 3183 482 3015 4242
7th 191 2765 3008 2 666 564 2305 3157
Bth 190 3014 2977 2612 656 2162 2859
ath 191 3049 2 620 2041 736 1870 2218
Top 191 1442 1436 1036 964 998 1046
Household type
1 adult retired 1066 172 163 1286 2086 116 119
2 or more adults retired 842 482 458 341 325 314 321
1 adult non-retired 888 497 467 345 566 324 321
2 adults non-retired 1489 799 781 654 653 626 625
3 or more adults non-retired 584 967 805 709 437 646 666
1 adult with children 294 4465 372 321 ) 300 386
2 adults and 1 child 554 822 780 588 496 545 550
2 adults and 2 children 742 737 707 527 361 502 504
2 adults with 3 or more children 289 1243 1167 883 546 798 BOY9
3 or more adults with children 288 1880 1768 1109 587 986 1007

* Households ranked by equivalised disposable income.,
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Standard errors for disposable income for quintile groups' within household type, 1991

TABLE 2 (Appendix 2)

Standard error for mean unadjusted disposable
income for quintile groups of households ranked

Numbers by equivalised disposable income (£ per year)

in Al
sample Bottom 2nd 3rd 4th Top groups

Household type
All houssholds 7056 115 372 536 699 818 210
Non-retired 5148 194 501 717 808 1 063 265
Retired 1 908 110 291 394 512 739 182
1 adult retired 1 066 59 48 57 154 468 134
2 or more adults retired 842 125 299 404 565 1279 341
1 adult non-retired 888 143 255 317 346 1220 345
2 adults non-retired 1489 242 302 380 450 2879 654
3 or more adults non-retired 584 589 B38 1498 1561 2547 709
1 adult with children 204 342 784 741 1011 1243 321
2 adults with 1 chiid 554 413 606 690 880 1 846 588
2 adults with 2 children 742 365 481 532 . BO2 1850 527
2 adults with 3 or more children 299 609 867 1021 1278 2828 883
3 or more adults with children 288 320 1238 1944 2313 3743 1109

' Ranked by equivalised disposable income.
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Standard errors for unadjusted disposable income expressed as a percentage of the mean,

1977 1o 1991
TABLE 3 (Appendix 2}

Number  Standard error for mean unadjusted disposable income

in expressed as a percentage of the mean {%)

sample

(1991) 1977 1979 1981 1983 1985 1987 1889 1991
Household type
All households 7 056 1.0 1.0 1.2 1.1 1.2 1.2 1.2 1.4
Non-retired 5148 1.0 1.0 1.2 1.1 1.2 1.2 1.2 1.5
Retired 1908 2.0 1.9 2.0 2.0 2.2 2.7 22 25
1 adult retired 1 066 20 2.0 21 21 2.0 4.0 2.8 25
2 or more adults retired B42 25 23 2.4 2.5 2.9 3.3 2.7 3.3
1 adult non-ratirad 888 3.1 3.2 3.9 34 3.3 4.0 3.0 3.5
2 adults non-retired 1499 2.0 1.6 29 2.4 2.0 2.0 2.1 35
3 or more adults non-retired 584 2.0 2.3 2.1 2.4 25 3.1 23 3.0
1 adult with children 294 53 59 13.0 4.9 4.6 4.4 5.8 4.2
2 adults with 1 child 554 2.4 24 2.7 2.6 3.0 3.0 3.2 33
2 adults with 2 children 742 20 2.2 1.9 2.3 2.6 31 3.2 2.8
2 adults with 3 or more children 299 3.2 3.1 3.9 37 57 5.0 4.9 4.7
3 or mare adults with children 288 2.2 23 28 2.5 3.1 3.2 3.0 4.7
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Standard errors for shares of total income, 1991

TABLE 4 (Appendix 2)

Share of total Standard 95 % confidence

income, r errorof r interval for r
(as %) (as %) (a8 %)
Equivalised original income
Quintile group’
Bottom 2.0 0.04 (1.88,2.02)
2nd 7 0.16 (85,7.1)
3rd 16 0.32 (14.9,16.1)
4th 26 0.47 {24.7 ,26.5)
Top 50 0.39 (49.4 50.9)
Al households 100
Equivalised gross income
Quintile group'
Bottorn 6.7 0.06 {6.61, 6.83)
ond 10 0.11 (10.3,10.7 )
ard 16 0.23 {15.5 ,16.4 )
ath 23 0.34 (22.6 .24.0)
Top 44 0.41 (42.7 444}
All households 100
Equivalised disposable income
Quintile group®
Bottom 7.2 0.06 (7.11,7.34)
2nd 11 0.12 (11.0.11.4)
3rd 16 0.23 (15.9.,16.7)
4th 23 0.32 (22.4 237)
Top 42 0.46 (41.3 .43.1)
All households 100

Equivalised post-tax income

Quintile group'

Bottorn 6.6 0.05 (6.46, 6.67)

2nd 11 0.15 (10.4 1.0}

ard 16 0.26 (15.1 ,16.1})

4th 23 0.38 (22.0 ,23.5)

Top 44 0.55 (43.4 45.5)
All households 100

' Ranked by equivalised disposable ingome.
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APPENDIX 3

Two tables for 1991, ranked using unadjusted disposable income

CONTENTS
Table
Average income, taxes and benefits, ranked by unadjusted disposable income, 1991
By decile groups of households .. .. .. . Ll 1
Cross tabulation of households ranked by disposable income,
unadjusted and equivalised, 1991 .. .. .. . . L oL Lo 2
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Average incomes, taxes and benefits by decile groups of households (ranked by UNADJUSTED

disposable income), 1991
TABLE 1 (Appendix 3}

Decile groups of households ranked by UNADJUSTED disposable income Al
house-
Bottom 2nd 3rd 4th 5th 6th 7th ath 9th Top holds
Average per household (€ per year)
Decite points 390171 5303 7255 9402 11818 14461 17422 21381 28 158
Number of households in the sample 706 705 708 705 706 706 705 706 705 706 7 056
Criginal income
Eamings of main eamer 242 823 1439 4 099 7234 10442 12800 14720 18535 32149 10229
Other earmings 13 15 46 250 842 1731 3325 5242 79821 12303 3169
Occupational pensicns, annuities 160 408 794 1020 1125 1014 854 1139 1107 1377 a00
Investment income . 181 304 493 745 839 918 968 1308 1680 4858 1230
Otner income 62 77 142 210 220 168 295 306 362 586 243
Total 658 1426 2914 6324 10260 14274 18243 22716 295805 51273 15770
Direct benefits in cash
Contributory
Retirement pansion 1682 1899 1984 1364 1017 706 452 469 332 313 1022
Unemployment benefit 22 29 27 490 56 il 335 34 24 13 a2
Invalidity pension and allowance 59 125 278 327 230 197 101 96 83 . 32 152
Statutory sick pa 1 2 9 17 34 27 36 a9 35 22 22
Industrial injury disablement bensfit o 4 12 a5 26 28 21 13 4 - 14
Sickness, industrial injury benefit 12 14 15 22 22 6 12 16 10 23 15
Widows' benefits 77 78 67 71 56 45 18 68 17 29 51
Statutory matemity pay/ Allowance i 2 3 9 9 24 27 34 24 55 19
Miscellanecus contributory benefits 7 8 9 7 5 3 2 2 2 2 5
Non-contributory
Income support 312 577 680 547 328 185 174 93 70 47 301
Child benefit 35 117 180 227 259 292 340 302 279 322 235
Housing benefit 513 731 578 364 166 85 72 52 22 34 262
Invalid care aflowance 2 - 5 20 28 16 30 13 7 5 13
Attendance allowance 7 11 78 121 64 46 55 33 26 22 48
Mobility allowance 4 16 53 75 &8 43 3z 28 10 10 33
War pensions 2 7 9 13 36 18 11 23 8 - 13
Severg disablement allowance 49 54 91 90 94 45 51 23 28 22 55
Student maintenance awards 38 22 58 57 49 42 76 47 35 44 47
Govemment training schemes 14 11 19 28 23 az 37 3z 24 16 24
Family credit 8 10 36 42 30 s A7 14 5 1 1 16
Other nen-cantributory benefits 8 15 39 45 15 26 4 13 18 14 20
Total cash benefits 2852 3732 4 230 3522 2604 1925 1605 1424 1059 10286 2388
Gross income 3510 5158 7143 9846 12864 16200 19848 24140 30664 52209 18168
Direct taxes and Empioyees’ NIC
Income lax 86 152 358 815 1402 2110 2735 3 558 4812 9709 2 584
less: Tax relief at source’ 19 36 64 109 213 342 456 541 B57 kAl 315
Employees’ N | contributions 13 28 79 231 443 680 894 1100 1357 1688 651
Domestic rates/Community charge (gross) 415 457 545 588 610 643 689 716 751 824 624
Total 485 601 920 1525 2242 3092 3862 4833 6364 11510 3545
Disposablg income 304 4 557 6224 8321 10622 13108 1598986 19307 24300 40789 14 624
Indirect taxes
Taxes on final goods and services
VAT 274 360 518 780 g62 1150 1366 1613 2014 2704 1174
Duty on tobacco 100 160 205 280 2498 284 31 313 299 258 249
Duty on beer and cider 25 29 39 70 83 106 123 132 156 182 a5
Duty on wines 5 5 9 13 19 21 27 40 64 103 31
Duly on spirits 17 23 31 53 64 58 71 100 105 130 65
Duty on hydrocarbon oils 42 50 98 140 191 217 255 300 375 408 207
Cartax -1 9 10 26 25 49 56 81 107 113 48
Vahicle excise duty 20 28 47 &7 B6 103 119 13 148 157 a1
Television licences 50 52 8 80 65 67 68 €9 69 71 63
Stamp dug( on house purchase 5 S 7 12 21 30 32 42 50 63 27
Customs duties 12 15 21 29 34 41 48 57 67 a0 40
Betting laxes 18 23 a3 49 48 54 43 52 44 48 42
Other 6 7 10 9 10 12 15 17 14 22 12
Intermediate taxes
Commercial and industrial rates 81 94 127 166 197 232 263 304 367 497 233
Employers’ NI contributicns 87 101 138 182 216 253 287 332 400 543 254
Duty on hydrocarbon oils 37 43 58 76 88 101 114 130 155 210 101
Vehicle excise duty 7 8 1 15 17 20 22 25 30 42 20
Other 38 44 59 77 90 106 120 137 163 215 105
Total indirect taxes 821 10568 1481 2104 2513 2884 3338 3 876 4635 5844 2855
Posi-lax income 2194 3498 4743 B£217 8109 10225 12648 1543 19665 34945 11768
Benefits in kind
Education 277 285 872 813 1021 1072 1374 1172 1252 1309 925
National health service 1172 1 351 1452 1318 1224 1186 1198 1191 131 1242 1247
Housing subsidy L] 155 123 109 . 74 54 41 18 9 10 69
Rail travel subsidy 6 6 8 25 24 27 38 30 50 90 30
Bus travel subsidy 33 41 42 31 27 25 17 22 19 21 28
School meals and weifare milk 9 28 51 45 34 24 az 19 14 18 27
Tetal 1592 1866 2348 2 341 2 404 2388 2701 2452 2476 2691 2326
Final income 3786 5 364 7090 8556 10514 12613 15350 17883 22141 37635 14094

' On mongage inlerast and life assurance premiums.
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Cross-tabulation of households ranked by disposable income, unadjusted and equivalised, 1991

TABLE 2 {Appendix 3)

(i) Quintile groups

Number of households

Quintile groups of unadjusted
disposable income

Bottom
2nd
3rd

4th
Top

All households

(ii) Decife groups

Number of households

Decile groups of unadjusted
disposable income

Bottom
2nd
3rd

4th

5th

6th
7th
8th
9th
Top

All households

Quintile groups of equivalised disposable income All
house-

Bottom 2nd 3rd 4th Top holds
934 477 - - - 1471
418 541 31 141 - 1411
54 332 609 267 150 1412

5 61 449 615 281 1411

- - 43 388 980 1411

1411 1411 1412 1411 1411 7 056
Decile groups of equivalised disposable income All
heuse-

Bottorn 2nd 3rd 4th 5th Bth 7th 8th gth Top holds
367 300 39 - - - - 708
198 69 290 148 - - - - - - 705

85 219 151 48 145 58 - - - 706

a8 76 116 226 43 65 140 1 - 705

14 27 77 123 209 85 4 145 22 - 706

3 10 23 109 124 191 114 4 128 - 706

1 4 9 39 132 145 164 129 13 69 705

- - 1 12 44 128 150 172 151 48 706

- - - 8 32 119 180 232 134 705

R - - 1 2 14 75 159 455 706

706 705 706 705 706 706 705 706 705 706 7056
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APPENDIX 4

Trends in income distribution, 1977-1991
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This section gives Gini coefficients and shares of income for 1977 to 1991. As was noted in the Introduction, it is not possible to produce a
fully consistent time series because of changes in methodology and definition. Many of these changes, like the inclusion of the income from
company cars in the 1990 and 1991 analyses, improve the quality of the results but previous data cannot be reproduced on the same consistent
basis. However, Gini coefficients and shares of incore are relatively robust and can be used to shed light on broad trends in income distribution.
The Department of Social Security publication, Households Below Average Income 1979 - 1988/89 (HMSQ), contains more detailed data
for comparison of incomes over time.

Percentage shares of total original, gross, disposable and post-tax incomes by quintile groups of
households’, 1977-1991

TABLE 1 (Appendix 4)

1977 1979 1981 1983 1985 1987 1989 19912

Equivalised original income

Quintite group

Bottomn 3.6 2.4 29 3.0 25 2.1 2.0 2.0
and 10 10 9 8 7 7 7 7
3rd 18 18 17 17 17 16 16 16
4th 26 27 26 26 27 25 26 26
Top 43 43 46 47 47 50 49 50
All households 100 100 100 100 100 100 100 100

Equivalised gross income

Quintile group

Bottom 8.9 8.5 8.4 a5 8.3 7.5 71 6.7
ond 13 13 12 12 12 1 11 10
3rd 18 18 17 17 17 16 16 16
4ath 24 24 23 23 24 23 23 23
Top a7 37 39 39 40 43 42 44
All households 100 100 100 100 100 100 100 100

Equivalised disposable income

Quintile group

Bottomn 9.7 9.4 93 9.5 9.2 8.2 76 7.2
2nd 14 13 13 13 13 12 12 11
3rd i8 18 i7 17 17 16 17 16
4th 23 23 23 23 23 23 23 23
Top ) 36 36 38 38 38 41 41 42
All households 100 100 100 100 100 100 100 100

Equivalised post-tax income

Quintile group

Bottom 9.4 9.5 8.0 89 8.6 7.6 6.9 6.6
2nd 14 13 13 13 13 12 11 11
ard 17 18 17 17 17 16 16 16
ath 23 23 22 22 23 22 23 23
Top a7 a7 39 39 39 43 43 44

All households 100 100 100 100 100 100 100 100

* Ranked by equivalised disposable income.
2 Includes Company car benefit.

Gini coefficients for the distribution of income at each stage of the tax-benefit system, 1977-91
TABLE 2 (Appendix 4)

1977 1979 1981 1983 1985 1987 1989 1861'

Gini coefficients (per cent)

Equivalised original income 43 44 46 48 49 51 50 51
Equivalised gross income 29 30 31 32 32 36 36 37
Equivalised disposable income 27 27 28 28 29 33 34 35
Equivalised post-tax income 29 29 31 31 32 36 37 39

' Includes Company car benefit.
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