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The purpose of the analysis

Articles on the incidence of taxes and social service benefits
have been published in Economic Trends regularly since the
early sixties. Their general purpose is to show how public ex-
penditure on social services, cash benefits, and consumer
subsidies, and taxation to finance them, affect the distribution
of income of different types of households. The present article,
with estimates for 1974 is in the same series but the presenta-
tion has been changed with the aim of giving a more sharply
focussed commentary on the background to the growth in
public expenditure. The main tables, that is Tables 1 -8, are in
Appendix Il but there are a number of summary tables included
in the text. Charts 1 and 2 are at the end of Appendix II.

In 1974 public expenditure amounted to £41-6 thousand
million and was financed by £11-5 thousand million from
direct taxes on persens, £10-1 thousand million from indirect
taxes falling on consumers’ expenditwme and £20 thousand
million from other sources such as corporation tax and bor-
rowing (Tables A and B). All households both contribute to
and benefit from this expenditure. They pay taxes either dir-
ectly in the form of income tax and national insurance
contributions or indirectly through local rates and the taxes
falling on the goods and services they buy. At some stage all
households benefit from public spending on social services,
including state education, the national health service, and
housing and food subsidies, as well as payments in cash. In
general, these benefits can be valued in money terms and
apportioned to individual households. But there are other ser-
vices also paid for out of general taxation, such as defence and
the maintenance of law and order, which are difficult to appor-
tion to individual households. While few would dispute that
the community as a whole isbetter off with than without these
services, most people would probably not consider that they
personally derive benefits from them that can be valued in
money terms: Similarly some kinds of financing, such as cor-
poration tax and government receipts from public corporations,
are difficult to apportion to individual households and would
probably not be thought of by most people as leading to a
reduction in their personal incomes. There is, nonetheless,
considerable interest in estimating and making comparisons of
the total amounts of all those taxes and benefits which can be
allocated to particular households.

In the estimates in this article, only some 37 per cent of
total publicexpenditure and 52 per cent of total public receipts
in 1974 in the categories which are directly allocated to house-
holds. Aliocated taxes thus make up more of public financing
than do allocated benefits of public expenditure. Because the
dividing line between those taxes and benefits which are allocat-
ed and those which are not allocated is largely arbitrary, this
has no special significance, but it does mean that, on average,

households are shown in the tables as pay'ng more in taxes than
they receive in benefits.

Even if more taxes and benefits were ta be allocated it must
be emphasised that the analysis is limited to describing the
flows of taxes and benefits from and to particular groups of
households in a single year. In the sense that they use a set of
accounting conventions recording the outcome of the cirgum-
stances prevailing in a given year, the estimates are closely
analogous to Blue Book estimates of national income and ex-
penditure. The analysis does not attempt to show the distri-
bution of income after taxes are paid and benefits are received
in comparison with a very different situation in which taxes
and benefits did not exist. While it reflects the rtesults of
economic policies and conditions, it is not intended to provide
more than a rough basis for estimating the effects of changes
either in policy or in other circumstances.

The estimates can, in some cases, be used to estimate the
immediate redistributional effects of marginal changes in the
levels of taxes and benefits (for example changes in the stan-
dard rate of income tax or in family allowances) on the
households directly concerned. They become increasingly
inappropriate for estimating the effects of larger changes in the
levels of taxes or benefits because of the reactions which the
changes provoke. For example, it is not possible to use the
estimates of receipts of food subsidy given in Table 1 to make
other than a rough initial estimate of the distributionat effects
of, say, halving food subsidies. If the rates of subsidy on the
foods which were subsidised in 1974 had been half what they
actually were, the prices of those foads in the shops would
have been higher. The amounts of food subsidies received by
households would then have dropped by more than half,
because the shoppers would have bought less subsidised foods,
as well as having received half the previous rate of subsidy on
those subsidised foods they did buy. In addition, taking this
example further, incomes dependent on the production and
supply of subsidised foods would have been affected, although
only part of the subsequent effects would have happened before
the end of 1974,

Similarly, the estimates are not suitable for estimating all
the effects of a fundamental change in the structure of a tax
or benefit, or the substitution of one form of tax or benefit by
another. Substantial changes of that kind (such as the replace-
ment of child tax allowances by child benefits} may also have
important secondary effects, that is, they may also lead to
changesin relative incomes or the pattern of household expend-
iture. To obtain valid estimates of the total redistributive effects
of large changes. we would need a behavioural model. The
estimates do not constitute a model of this kind.
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The section which follows describes in some detail the way
the estimates are compiled and discusses further some of the
problems of interpretation. Though it is essential to a full
undsrstanding some readers may prefer to go direct to the third
section which analyses the contribution which each stage of
redistribution makes to the final results, and then to the final
section which discusses the total of taxes and benefits and
their particular impact on different types of household.

The estimates — compilation and problems of interpretation
The household

The basic unit of analysis in the article is the household. The
estimates are presented in terms of the distribution and redistri-
bution of income between proups of households defined as
working and retired and subdivided by numbers of adults and
children. The classification approximates to a bread life cycle
approach and, although a study of the redistribution ofincome
within an individual’s lifetime would require longitudinal data
relating to that particular person, the results from the cross
sectional analysis of the single year household data can be used
to demonstrate the net flow of benefits and taxes towards
children, away from those of working age and towards
pensioners.

In principle, studies of income and its redistribution could
be based on a range of different units. Income is normally
earned by individuals, income tax is paid by tax units (indiv}d-
uals, or married couples taken as one), and social security
benefits are paid to individuals or families. The particular unit
chosen will affect the level and shape of the income distribu-
tion. For example, although in 1974 nearly 80 per cent of
households contained only one tax unit, the rest contained
two or more tax units so that on average houscholds had
higher incomes than tax units.

Not only does the choice of the household as the basic unit
influence the pattern of the distribution and redistribution of
income but, over time, a change in the pattern may result from
demographic and social changes in the structure of the chosen
units. For example average household size has been falling for
many years. This is partly because higher incomes have en_abied
more families and individuals to buy or rent accommodation of
their own, but it is also a result of the increasing numbers of
older people in the population, many of whom are widows
living alone, and more recently of lower birth rates, and in
particular of much lower numbers of births to women who
already have two or three children. All these ¢hanges in house-
hold structure will affect the way in which the pattern of
incomes shown for 1974 in Table 3 compares with the pattern
for earlier years shown in the same table. An article by the
Central Statistical Office on some of the effects of changes in
household structure on income distribution appeared in the
December 1975 issue of Economic Trends®

One of the major reasons for choosing the household as the
basic unit of analysis is that it is more appropriate than the
family or the individual for determining the redistributive
effect of indirect taxes and subsidies. In the Family Expenditure
Survey (which is the main source of the estimates), a household

1 Economic Trends, No. 266, December 1975, “The effect of changes
in bhousehold composition on the distribution of income, 1961-73%
M. Semple, (HMSO 19735).

is defined as a group of people who live at the same address and
share in the catering for at least one meal a day. Their spending
on many items, but particularly on housing, fue!l and light, and
food, is largely joint spending. So it would not be possible
without further information to apportion indirect taxes or the
effects of housing and food subsidies to individuals or other
sub-divisions of household, except in a highly arbitrary way.

Very little is known about the achial extent to which
income is pooled within households or any other groupings.
This analysis however does not depend on assumptions about
the degree of pooling or sharing since it is based entirely on
the household as a unit and is designed to show the taxes paid
and benefits received by households in different groups. But
when using the analysis to discuss the living standards of mem-
bers of households it is important to remember that income
will not be wholly pooled. For example, the living standard of
an old person or working teenager living in a large household
may be much worse or much better than that implied by the
position of the household as a whole.

The Family Expenditure Survey

The estimates presented are based mainly on detailed informa-
tion from private households taking part in the Family
Expenditure Survey (FES); people living in hotels, lodging
houses, and in institutions such as old peoples’ homes are
excluded. Approximately 7,000 households co-operate. Al-
though it was designed principally as a source of information
on househeld expenditure, a wide range of other information
is also obtained. Every household member aged 16 and over is
asked to give detailed information where appropriate about
income, including national insurance and other cash benefits
received from the State, payments of income tax, age, occupa-
tion, and kinds of education being received. Each of these
people keeps a full record of all payments made during 14
consecutive days and answers questions about hire purchase
and other payments. Information on family composition and
housing tenure is also obtained. Further details of the Survey
and notes on the accuracy of the data are included in
Appendix 1.

Taxes

The estimates of the incidence of taxes on households are
derived from the data recorded in the Family Expenditure
Survey. Direct taxes depend on the income size and circum-
stances of the household; indirect taxes depend on its pattern
of expenditure. The taxes attributed in this analysis, which in
1974 financed rather more than half of public expenditure
(sce Table B) are of three main types: direct taxes, that is,
taxes on household income and employees’ national insurance
contributions; indirect taxes on final goods and services, such
as local'rates, value added tax, and duties on drink and tobacco;
and indirect taxes on intermediate products, such as local rates
on commercial and industrial property and employers’ national
insurance contributions. The major taxes not attributed are
corporation tax and taxes on capital. Taxes on capital, that is
capital gains tax and death duties, are excluded because capital
gains are not included in the figures of original income in this
analysis. '
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Benefirs

Some 37 per cent of public expenditure in 1974 is in categories
which have been allocated to nouseholds (see Table A), half
being in the form of benefits in kind such as education and
health services and the rest in the form of cash benefits and
housing and food subsidies. State benefits in cash are taken to
increase a household’s income by the amount of cash received,
and the costs of administration are not coeunted as part of the
benefit. Benefits in kind provided by the State, for example,
the national health services and state education, are measured
by their net cost to public authorities (that is excluding charges
for prescriptions, spectacles, etc). If.this analysis were trying
to estimate their effects on the welfare of households, they
should perhaps be measured in terms of the values placed upen
them by the households themselves — but there is no practic-
able way of doing this.

Government expenditure not allocated to households falls
into four broad categories. The first relates to expenditure on
defence and on administration costs, such as tax collection.
These iterns are not generally thought of as conferring benefits
of a kind which can be allocated to individual households. The
second category consists of expenditure on items such as roads,
research, and investment grants, which are part of regional or
industrial development programmes. Expenditure on these
programmes, as with defence, does ultimately affect household
incomes because it influences the general levels of taxation and

Public expenditure in 1974

it may also affect the type, pay structure and location of
employment opportunities as well as the pattern of market
prices for goods and services which prevail in the rest of the
economy. But there is, at least at preseat, no practical way of
estimating these effects on individual households. The third
category includes expenditure on environmental and protective
services such as refuse collection, museurs, libraries, parks and
ﬁ‘re services. Virtually all these services, in some degree
directly benefit households, but not erough is known about
the variation in the extent to which each is used to enable them
to be allocated. The fourth category excluded from the
analysis is the benefit of capital expenditure on the social
services. Households derive current benefits from past capital
expenditure on schools, hospitals, etc. but to value them
requires more information than is presently available,

The way expenditure on the benefits allocated in this
analysis fits into public expenditure as a whole is shown in
chlble A which is based on the Analysis of public expenditure
given in Table 58 of the Natioral income and expenditure
196_4— 74 Blue Book. Current and capital expenditure on the
soc1_al, environmental and protective services as a whale amount-
ed,in 1974, to 58 per cent of total public expenditure. Most of
ﬂys—37_ per cent of total public expenditure—is current expen-
diture in categories where the costs of providing services and
benefits to people living in private households have been allo-
cated. Of the remainder, 9 per cent is current expenditure which
isnot allocated and 12 per cent represents capital expenditure.

TABLE A
£ million Percentage
of total
expenditure
Allocated benefits*
Benefits in cash o ‘. . 6,540 157
Subsidies
Housing {including rent rebates
and allowances) .. .. 960 23
Food 340 08
Benefits in kind
Health services .. . .- 3,450 83
Education .. .. . A 4,050 a7
School meals, milk, welfare foods 280 a6
15,620 375
Other current expenditure on secial,
environmental and protective services
Social services o
Health, education and welfare foods
Imputed rent . . .. 260 (2402
Other o 10 —
Social security benefits
Administration .. .. . 350 0-8
Personal social services . .. 590 14
Environmental services
Housing .. .. .. . a0 02
Water, sewerage, land drainage,
and public health . . . .. 430 10
Parks gtc. e e e e 210 o5
Miscellaneous local authority services 410 10
Libraries, museums, and arts . 190 o5
Protective services
Police .. .. .. .. .. 650 16
Parliaments, courts and prisons .. 330 o8
Fire services .. .. .. .. 160 o4
3,680 &9

£ million Percentage
of total
expenditure
Capital expenditure on social, environ-
mental and protective services
Social services . . .- . .. 1,000 24
Environrpenlal services
Housing .. .. .. . 2.890 69
Other .. .. .. .. 840 20
Protective services .. .. .. 100 o2
4,840 i1E
Other current expenditure
Defence and external refations . 4570 110
Roads, transport and communications 1,170 28
Industry, trade, agriculture, research
and employment .. .. .. 2,010 48
Other .. e .- . 690 1-7
8,450 203
Other capital expenditure
Pubtic corporations . . . . 3,260 78
Other .. .. .. .- 2,010 48
5,270 127
Dabt interest .. . . .. 2,730 90

Total expenditure . , 41,610 1000

¥ Including benefits to people not living in private households.
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Financing of public expenditure in 1974

TAELE B
£ million Percentage
of total
financing
Allocated taxes®
Direct taxes
Income and surtax .- .. 9,300 22'4
Employees’ and selfemployed
NI contribution ., . . 2,210 523
Indirect taxes
On final goods and services o 7.460 179
On intermediate goods and services 2,450 59
21,420 515
Unazllocated taxes
Corporation tax etc. - - -- 2,840 68
Taxes on expenditure not allocated
to consumers expenditure . . .. 2580 62
Public employers NI contributions .. 1,640 39
Taxes on capital. . .. .. .. 840 20
7.910 190
Trading surplus, interest, rent, dividends.. 5,320 iz2'8
Public sector borrowing requirement .. 6,330 152
Other receipts on capital account. . 640 i'5

Total financing 41,610 1000

* |ncluding taxes paid by people not living in private households.

Stages of redistribution

This section gives an account of the effect of the redistribution
of household income resulting from allocating taxes and
benefits in the way described in the previous paragraphs. The
starting point is original income, that is the income in cash and
kind of all members of the household before the deduction of
taxes or the addition of any state benefits. Income in cash
includes earned income, income from investment, and private
pensions. Income in kind includes an income imputed to
owner-occupiers based on the rateable value of their dwelling,
and the value of the concessions on items such as miners’ coal.
The estimates are intended to relate to the annual rate of
income at the time of the FES interview.> Substantial numbers
of households, particularly those of eldertly people, have
original incomes which are very small or zero. The diagram
below illustrates the framework which is used:

Original income
plus benefits in cash

Original income plusbenefits in cash
minus direct taxes

Disposable income
plus subsidies minus indirect taxes

Income after all taxes, cash benefits and subsidies
plus benefits in kind

Income after all taxes and benefits

Details of the categories of income, taxes, transfers (that is
cash benefits and subsidies) and benefits in kind are given in
Appendix |, together with details of how they are allocated
to households.

The diagram corresponds to the order of the stages of
redistribution which is shown in Table I at the end of the
article. This table shows in considerable detail the taxes paid
and benefits received by different types of households at
different levels of original income. Because of the relatively
small size of the Family Expenditure Survey sample, many of
the figures in this table refer to small numbers of households
and may therefore not be very representative®. Even those
referring to larger numbers may be considerably infiluenced by
one or two, possibly atypical, households. It is always advisable
when interpreting the tables to look at the general run of
figures for households in several adjacent income ranges. The
income scales shown in all the tables are logarithmic — that is,
the end point of each successive income range is in a constant
ratio to the end point of the previous range.

The order of stages of redistribution in this year’s article
differs from that shown in previous years (although Table I
does include all the data previously shown). Previously, direct
benefits in kind, that is benefits from health, education, and
welfare foods, were shown in the tables immediately after
direct benefits in cash and before direct taxes. This was done
because benefits that are freely available such as access to state
schools and hospitals, form part of the social structure.
They are essentially long term and not liable to short term
variations and hence decisions about using them are generally
taken once-and-for-all. People know that these benefits are
freely available before deciding the allocation of their disposable
income on consumer goods, and before deciding how to alter
their expenditure as a result of periodical changes in direct and
indirect taxes, etc. It could therefore be argued that such
benefits should be allocated at an early stage.

But the order in which taxes and benefits are allocated is
inevitably somewhat arbitrary, and it has now been changed for
several reasons. First, the new order makes it possible to show
in Table I, the distribution of disposable income as a separate’
sub-total, The definition of disposable income used here differs
slightly from the more usual definitions because it includes
those elements of income in kind such as imputed rent included
in original incorne — but it does nevertheless provide an indica-
tion of the money households have to spend or save. Secondly
it becomes possible to show income after all taxes and all cash
benefits and subsidies, that is after all taxes and transfers. This
corresponds to what is called ‘available income’ in the United
Nations recommendations for systems of national accounts
and relates to the *factor cost’ estimates shown in the Nationai
Income Blue Books. The Blue Book figures of consumers’
expenditure at factor cost are calculated by subtracting
indirgct taxes from expenditure at market prices, and adding
consumer subsidies. This corresponds to the way in which
income after all taxes and transfers is worked out in this
analysis. Thirdly, this order of presentation separates benefits
in kind from other taxes and benefits. The values put on the
health and education services here represent the average net
cost of providing them to each type of household. It would be
difficult to put a market valuation on them because very few
people buy these services privately and only small markets
therefore exist. The sums thus give some general indication of

* See Appendix I for a fuller explanation.
* See Appendix I for a note on sampling errors and response bias.
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the current cost of the resources used by each type of house-
hold, but they may bear little relation to the value which the
household concerned would itself put on these services.

Cash benefits

The first stage in estimating redistribution is the addition of
direct transfers, that is cash benefits such as pensions, unem-
ployment benefit, etc., to original income. Although most cash
benefits are akin to insurance benefits, that is, they are
designed to support people during periods of days or years
when they are not earning, the effect of these benefits as a
whole is very markedly redistributive. Table a shows the average
amounts received by households in different ranges of original
income. It is clear that, for each household type, those with
the Jowest original incomes benefit most. Cash benefits as a
whole therefore substantially increase both the amount and
the proportion of aggregate household income going ta the less
weil off.

Table 1 shows how the totals shown in Table a are made up.
The high levels of benefit going to retired 1 and 2 person
households consist, as would be expected, largely of retirement
pensions. But the high levels of benefit going to non-retired 1
and 2 adult households with low original incomes are also
made up largety of retirement pensions. The classification of a

Cash benefits

household as ‘retired’ depends partly on whether its members
describe themselves as ‘retired’ or ‘unoccupied’. Marly of these
low income non-retired 1 and 2 adult households therefore
include people who do some paid work, although they are 60
and over and largely dependent on the retirement pension.

Direct taxes

Original income pius cash benefits is thus more equally dis-
tributed than original income. Original income plus some of
those cash benefits is, broadly, the basis on which liability for
income tax is assessed. The effect of income tax and surtax is
shown in Table b as a percentage of original income plus tash
benefits. Better-off households pay a substantially higher pro-
portion of theirincome in tax but in interpreting the table two
factors need to be borne in mind. First, child tax allowances
and other perscnal allowances reduce the tax paid by the
larger households in each income range. Secondly, the effects
of income taxation shown here include the effects of tax
reliefs such as those on mortgage interest and life insurance
premiums, These tax reliefs tend to have more effect on tax
paid as a proportion of income by the better off households,
because thesehouseholds usually pay out proportionately more
of their incomes in mortgage interest and insurance premiums,
and have more taxable income againist which to set the reliefs.

Table a
£ per year
Range of original income Average
over ali
5,490 income
Under and ranges
381 381- 557- 816- 1,194~ 1,749- 25861- 3,750-  above
All households in the sample 728 710 614 535 333 189 143 103 113 298
Retired households
1 adutt .. .. .. .. .. 590 470 472 429 515 488 — —_ — 565
2 adutts . .. .. .. .. 920 831 784 777 801 665 712 — — 853
Non-retired households
1 adult .. .. .. .. .. 428 386 382 240 120 50 53 23 27 175
2 adults .. .. . .. .. 711 g11 697 592 312 155 105 42 50 172
2 aduits, 1 child .. .. .. .. _— — — 454 217 72 64 19 [3] 92
2 adults, 2 children .. .. . — — — — 289 88 69 59 52 102
2 adults, 3 children .. . .. 892 — — — 359 159 118 139 118 i85
2 adults, 4 children .. .. . _— — — 452 30Q 206 176 153 310
Income tax and surtax as a percentage of original income plus cash benefits
Table b
Percentages
Range of original income: £ per year Average
over all
5,490 income
Under and ranges
381 381- b57- 816- 1,194- 1,749- 25B61-  3,750- above
All households in the sample .. e 0-4 1-5 4.2 5.8 7-9 110 12-9 16-2 18-8 133
Retired households
1 adult 0-4 2-7 68 126 150 17-9 — — — 5.3
2 adults 0-3 1-1 4:2 77 125 12-7 17:2 — — 7-0
Non-retired households
1 adult .. 03 3-3 78 29 150 185 18-6 20-2 237 16-7
2 adults .. 1-7 1-2 2-4 5-3 83 12.8 15-1 17-2 217 15-Q
2 adults, 1 chifd .. -_ — — - 84 29 105 134 162 24.0 141
2 actults, 2 children - — — - 1-6 86 11-7 15-0 18-2 126
2 adults, 3 children 1-2 — — _ 07 65 10-6 134 19-2 12:2
2 adults, 4 children — —_ —_ — 09 35 8-9 105 164 9.2
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National insurance contributions as a percentage of original income plus cash benefits

Yahle ¢
Percentages
Range of criginal income: £ per year Average
aver all
5,490 income
Under and ranges
381 381- 557- 816- 1,194- 1,749- 2561- 3,750-  above
All households in the sample . .. 01 03 05 1-6 33 4-2 4.2 4.0 2.9 35
Retired households
1 adult — — —_ —_ 02 —_ — — .
2.adults — 02 01 -1 01 — 02 — — 02
Non-retired households
1 adult .. 01 0-9 10 25 4-1 49 41 30 1-4 34
2 adults .. .. 19 Q-2 a5 20 38 43 43 42 26 38
2 adults, 1 child .. —_— — — 1-6 38 4-9 44 38 19 40
2 adults, 2 children —_— — —_ — 39 48 4-4 38 22 4-0
2 adults, 3 children 2:6 — — — 36 5-0 4-3 35 2.0 36
2 adults, 4 childran — — -— — 35 33 4-2 34 1-9 3.2

The rest of direct taxation, apart from income tax, is made
up of employees’ (and self employed) national insurance con-
tributions. Table ¢ shows these contributions, again as per-
centages of original income plus cash benefits. For each
household type, the percentages tend to rise and then to fall as
original income rise. This is determined by the number, and
level of eamings, of the workers in the household. Households
with low original incomes will tend to have ne workers, or at
most one worker, and therefore to pay relatively little -in
national insurance contributions, The proportion of income
paid in contributions will tend to be highest for households
with one or two fairly low paid workers. These households

Total indirect taxes as a percentage of disposable income

will mostly appear in the middle ranges of income for each
household type. In households containing workers with higher
incomes national insurance contributions will rise less than
proportionately with income and will cease to rise after the
graduated pension contribution ceiling is reached. (Table ¢
shows no households with more than 2 adults but Table 1
shows that the same pattern holds for households with larger
numbers of adults.)

The net effect of all direct taxes, including income tax, is
clearly to make disposable income more equally distributed
than original income plus cash transfers.

Table d
Percentages
Range of original income: £ per year Average
54 over all
490 income
Under and ranges
1 381- 557- 816- 1,194- 1,749 2,561- 3,750- above
All households in the sample .. .. 21.0 20-7 21.3 2241 230 226 21-4 19-5 168 2G-2
Retired households
1 aduit .. .. L . .. 18-0 17-7 19-0 20-0 15-8 14-8 J— JE— - 178
2 adults .. .. .- .. .. 21-3 17-5 2241 21-6 19:6 184 201 —_ j— 19-9
Non-ratired hcuseholds
1adult .. L. .. .. .. 27:3 22.6 224 21.7 230 207 19:3 209 12.7 20-G
2 adults . . .. .. .. .- 332 19-8 20:0 21-2 228 22-8 215 19-0 152  20-0
2 adults, 1 chiid .. .- . — —_ — 266 2741 22:9 21-6 19-2 16-3 209
2 adults, 2 children . .. .. — —_ —_— — 25-2 234 20-7 17-7 14-3 198
2 adults, 3 children .. .. .. 41-5 —_ —_ -— 232 229 210 17-4 148 19-4
2 adults, 4 children .. .. .. -—_ —_ — —_ 20-7 216 201 18-7 133 91




84

Net rates as a percentage of disposable income
Table e

Percentages
Range of original income: £ per year Average
over all
5,490 income
Under and ranges
381 381- 557- g16- 1,194- 1,749. 2561- 3,750 above
All households in the sampie 61 45 4-9 46 28 33 28 24 2-0 2-9
Retired houssholds
1adult .. .. .. .. . 71 60 56 66 53 4-5 _ — — 65
2 adufts .. .. . 4-8 39 4-4 4-2 41 4-0 33 —_ — 43
Non-retired households
" tadult .. .. 73 53 59 49 4-3 36 32 31 19 39
2 adults .. .. 55 33 40 4-5 38 34 29 25 2:2 28
Z adulis, 1 child —_— — — 50 37 34 29 2-7 20 20
2 adults, 2 children —_— —_— —_ —_ 34 34 3-0 26 241 29
2 aduits, 3 children 69 — —_ —_ 37 33 29 26 25 29
2 adults, 4 children —_ — —_ — 27 34 29 23 2.3 2-8
Indirect taxes as a percentage of disposable income of all households
Table f
Percentages
Range of original income: £ per year Average
over all
5,490 income
Under and ranges
381 381- 557- 816- 1,194- 1,749- 2,561- 3,750- above
Rates 61 4-5 4-9 46 38 33 28 24 2-0 2-9
Beer . . 0-7 0-9 08 09 1-4 1:5 1-3 1-2 1-0 1-2
Wines and spirits 1-Q 1-5 09 18 1-3 1:6 1-5 16 20 16
Tobacce .. 35 33 35 38 4:4 4-0 32 2-6 1-8 30
Value added tax 2.3 31 30 31 32 3-4 37 3-7 3-3 34
Qil .. .. 6 08 1-3 141 1-8 1-9 241 2:0 1-6 1-8
Import duty 0-4 0-4 0-4 0-4 4 0-4 0-4 o4 -3 0-4
Intermediate taxes 51 5-1 50 5-2 51 541 50 47 4-1 4-8
Other R 1-2 1-2 1-4 1-3 146 1-5 1-4 1-1 08 1-2
Total indirect taxes 21-0 20-7 213 2241 230 22:6 21-4 196 168 202

Indirect taxes and subsidies

The amount of subsidy received and indirect tax paid depends
on how each household spends its money, because both sub-
sidies and indirect taxes are different for different types of
goods and services. If the proportion of household income
spent on the item rises with income, indirect taxes on a par-
ticular good or service will tend to be progressive, that is to
take proportionately more income from better-off households.
They will tend to be regressive, that is to take proportionately
more income from less well-off households, if the proportion
of income spent on the item falls with rising income. The
following paragraphs discuss the initial impact of the various
indirect taxes and subsidies as shown in the tables, It should
be remembered that, as explained in the first section, they
may have secondary and subsequent effects on income dis-

tribution and these effects are not considered here.

The overall effect of indirect taxes, shown as percentages of
disposable income, are given in Table d. The-net effects of local
rates are shown in Table e. Indirect taxes as a whole tend to
take alower proportion of income from those households with

-higher incomes. The proportion of income taken over low and
middle income ranges varies and is complicated by the effect
of local rates, where the real impact on those households in
the two lowest income brackets is rather overstated. While
rates are included net of rate rebates for those households
which receive a rebate, no rebate is made to rate payers getting
supplementary benefit or supplementary pensions. An allow-
ance for rates is added to the supplementary benefit, but this
appears as an increase in cash benefits rather than a reduction
in rates paid.
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Food subsidy

Takle g
£ per year
Range of original income Average
over all
5,490 income
Under and ranges
381 381 557- 816- 1,194- 1,749- 2581- 3,750- above
All househalds in the sample 12 15 15 15 19 20 24 24 a3 21
Retired households
1 adult 9 10 12 8 10 B8 — J— — 10
2 adults 16 i6 16 16 13 18 19 — — 16
Nan-ratired households
1 adult .. 8 9 8 9 8 B 8 13 8
2 adults .. 18 19 19 16 17 16 17 16 18 16
2 aduits, 1 child — —_ — 17 19 20 21 21 21 20
2 adults, 2 children —_ —_ — — 26 27 27 27 26 27
2 adults, 3 children 24 —_ — — 27 31 34 32 35 32
2 adults, 4 children _— — — — 45 29 38 40 a6 42
Housing subsidy
Tabte h
£ per year
Range af original income Average
aver all
5,490 income
Under . and ranges
381 381- 557- 816 1,194-  1,749-  25861- 3,760- above
Al households in the sample 83 46 53 55 70 51 43 40 19 51
Retired households
1 adult 73 a5 35 11 —_ 2 - — _ 63
2 adults 94 36 42 48 8 —— —_— — . 85
Non-retired households
1 aduit 48 59 59 50 43 39 18 —— — 39
2 adults .. .. 59 46 62 53 73 44 42 31 a8 41
2 adul1s, 1 child — — — 118 89 49 34 23 12 42
2 adults, 2 children — —_ —_ —_ 83 44 36 25 — 38
2 adults, 3 children 133 — -~ — 139 83 57 44 — 83
2 aduits, 4 children — — — — 68 121 72 24 12 67
Indirect taxes fess subsidies as a percentage of disposable income
Table i
Percentages
Range of original income: £ per year Average
over all
5,490 income
LUnder . and ranges
381 381- 557- 816- 1,194- 1,749- 2561- 3,750- above
All househalds in the sample 9-4 154 159 7-2 17-4 19-0 18-9 17-9 16-0 17-3
Retired households
1 adult 58 11-5 14-8 18:4 15-2 14-4 — — — 3.9
2 adults t0-7 138 179 177 18-4 177 196 — J— 14-2
Non-retired -households
1 adult . 17-3 143 153 165 19-0 17-9 1841 207 126 1786
2 adults .. 39 151 140 166 17-0 198 192 177 148 17-8
2 adults, 1 child —_ — 83 20-5 193 194 17-9 148 18'5
2 adults, 2 children — — — — 18-9 19-8 18-3 162 13-9 17-5
2 adulis, 3 children — — — — 139 175 17-7 15-4 14-2 163
2 adults, 4 children 25-0 —_ —_ —_— 14-3 15-1 16+4 17-1 118 166
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Value added tax and oil duty are both somewhat progressive,
reflecting the fact that demand for the products to which they
apply tends to rise more than proportionately with income.
Excise duty on tobacco is slightly regressive overall but the
duty on drink is broadly neutral in its effect. Intermediate
taxes appear to be regressive, but not very markedly so. The
effects of these components of total indirect taxes are shown
for all households together as percentages of disposable income
in Table f.

- The average amounts which the ditferent types of house-
hold received in food and housing subsidies are shown in
Tables g and h? Like expenditure on food, receipts of food
subsidy depend more on the number of adults and children in
each household than on income level (and decline as a percent-
age of income as incomes rise). The pattern of receipts of
housing subsidies for all household types has two peaks, at the
lowest income level and at, the bottom quartile of original

+ The figures for housing subsidies in the 1973 article in the December
1974 issue of Economic Trends are incorrect because the impact of the
1973 rating revaluation for England and Wales was not taken into
account, The figures are roughly double what they should have been
and are not comparable with other vears.

Benefits in kind

income. Households with 3 and 4 children receive significantly
greater than average subsidies, those with I or 2 children rather
less than average. The subsidy for retired households is concen-
trated in the lowest income group, although on average they
receive no more than non-retired households. This table does
not show the implicit subsidies received by those getting
mortgage relief.

Indirect taxes are treated here as part of the same stage of
redistribution as indirect transfers — that is, subsidies. An
average shopping basket will almost certainly contain goods
bearing value added tax together with subsidised foods, and
both these types of goods, on the assumptions used here, will
bear a share of intermediate taxes. Similarly, many households
are likely to hand over one payment for rates and rent. Rates
are an indirect tax, while most council rents are reduced by
housing subsidy which, like food subsidy, is an indirect trans-
fer. Subsidies — particularly housing subsidies — are progressive
in their effect (that is they represent higher percentages of the
incomes of less well-off households), and they offset to quite
a substantial extent the regressive impact of indirect taxes. The
combined effect of indirect taxes and indirect transfers (or
subsidies) is shown as a percentage of disposable income in
Table i.

Table |
£ per year
Range of original income Average
over all
5,490 income
Under and ranges
381 381- 557- 816- 1,194- 1,749- 2561-  3,750-  above
All households in the sample .. .. 2N 229 248 282 339 380 430 437 526 374
Retired households
1 adult .. .. .. .. .. 108 108 112 104 110 100 —_ — — 108
2 adults .. .. .. .. .. 211 206 203 194 201 189 197 —_ J— 206
Non-retired households
1 adult .. - .. .. .. 484 196 110 114 118 50 51 47 56 139
2 adults ., .. .. .. .. 317 194 206 244 149 163 129 108 122 143
2 adults, 1 child . .. .. — — — 411 306 320 316 326 283 326
2 adults, 2 children . .. .. — _— — — 473 439 508 541 568 519
2 adults, 3 children .. .. .. 1,271 — — — 677 711 792 793 699 778
2 adults, 4 children .. .. .. — — -— — 1,027 1,009 1,064 1,072 992 1,051
Benefits from the education service
Table k
£ per year
Range of criginal income Average
over gll
5,490 income
Under and rafiges
381 381- 557- 816- 1,194- 1,749- 2561- 3,750-  abowve
All households in the sample .. .. 82 60 a7 131 177 207 268 269 346 208
Retired households
1adult .. .. . .. .. — — — — — — — _ —~—2
2 adults .. .. .. .. 4 — — —_ _ —_— —_ —_ —_—
Non-retired households ]
01 adult . .. .. .. .. 420 117 a3 52 60 — —_ — —_— 82
2 adults  _ . .. . .. ... 180 —_ 42 83 B 33 17 6 21 24
2 adults, 1 child .. .. .. — — — 186 79 109 126 160 137 132
2 adults, 2 chiidren .. .. . — — —_ —_— 271 292 320 359 320 327
2 adults, 3 children L . .. 988 —_ —_ —_ 433 472 565 560 488 544
2 adults, 4 chifdren .. .. .. — — — — 718 723 962 798 740 760
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Benefits from the national health service

Table |
£ per year
Range of original income Average
aver all
5,480 income
Under and ranges
381 381- B557- 816- 1,194- 1,749- 2561- 3,750-  above
All househoids in the sample .. .. 143 166 144 145 153 162 159 157 168 166
Retired households
1adult .. .. .. .. .. 108 108 112 104 110 100 —_ — — 108
2 adults .. .. .. .. .. 207 206 203 194 201 189 197 —_ — 203
Non-retired households
1adult .. .. .. .. .. 64 79 68 62 538 50 51 a7 56 57
2 adults .. .. .. .. .. 136 194 163 161 140 125 111 102 101 119
2 aduits, 1 child N .. . —_ — — 219 226 206 181 158 139 186
2 adults, 2 children .. .. .. — — — — 181 190 168 160 156 172
2 adults, 3 children .. .. . 200 —_ — - 206 208 197 193 178 198
2 adults, 4 ¢children i .. .. —_ _ —_ —_— 260 238 241 220 226 236

Benefits in kind

The inclusion with other forms of income of current benefits
in kind is shown at the bottom of the diagram on page 81.
Table j shows the total of all benefits in kind and Tables k
and | show the education and health benefits going to each
type of household. The ways in which the benefits of the
education and health services and of welfare foods are allocated
are explained in Appendix I. The allocation of benefits in
kind depends far more on the composition of each household
than on its income, and their effects make final income more
equally distributed than income at any of the other stages
discussed.

Ininterpreting the allocation of education benefits to differ-
ent income groups it is important to remember two factors.
First, that people aged 16 and over are counted as adults and
the benefits of sixth form education are therefore in general
shown as going to households with 3 or more adults. Secondly,
that for households with children, there is a tendency for better-
off parents to be older and consequently to have older children;
that is, to have fewer children under school age and more
children in secondary school than less well-off households
with the same number of children. For that reason they will
tend to benefit more from the education service. This factor
probably explains most of the general rise in education benefits
with income which is shown in Table k for households with
two adults and children.

The method of allocating health service benefits is entirely
dependent on the age and sex of the pecple in each household
(except in the case of benefit from the maternity services which
is allocated to households reported in the Family Expenditure
Survey o have received national insurance maternity benefits).
The wvariation in health service benefits shown in Table 1 is
therefore dependent on the average age and sex structure of
each household type. The highest benefits are allocated to
households with retired people or very voung children who
make greater demands on the health service than people of
working age.

Benefits and taxes — the total impact

Table m shows the sum of all kinds of benefits allocated in
this analysis to different types of household. Table n shows a

sirnilar analysis of allocated taxes. The sums of allocated berne-
fits, which are in effect the part of the ‘social wage® which can
be allocated in this exercise to households of particular types
are largest per capitafor retired households and for households
with children. The amounts are highest for those with the
lowest original incomes, but the variarion by household com-
position is also very substantial because so many of the
benefits included go to virtually all people in particular age
groups, like pensioners or school children, whatever the income
of their household. The totals paid in taxes. on the other hand
are much higher for those households with higher incomes and
the variation by household type is less marked than the varia-
tion by income. The net result in money terms is to redistribute
income both from households with larger incomes to those
with smaller incomes and from the smaller households to the
larger ones.

>

Chart 1 shows in absolute terms the make up of benefits
received by the different types of household in the income
ranges shown in the summary tables. For each type of house-
hold the benefits going to the least well-off are higher, largely
because of their much greater receipts of cash benefits. These
consist mainly of pensions and supplementary benefits for
households without children; and national insurance benefits
{sickness and unemployment benefit) and supplementary bene-
fit for households with children, Chart | also shows the
make-up of total tax paid by the different types of household.
In absolute terms, the better-off households in each case pay
very considerably more indirect tax, but most of the difference
between the total tax paid by the better-off and least well-off
households is due to the amounts of income tax paid by the
better off.

Chart 2 also shows receipts of benefits and payments of tax
by the different types of household, but this time as percentages
of original income plus cash benefits.

The pattern of redistribution is complex. But it is-clear that
income is redistributed from working people with higher
incomes and few children both to those who are working but
have lower incomes and meore children and to those who are
dependent on cash benefits. Income tax and cash bernefits
taken together have the major impact in redistributing income
from househelds in the higher income ranges to households in
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Total benefits
Table m
€ per year
Range of original income Average
over all
5,490 income
Under . and ranges
381 381- 557- 816- 1,194- 1,749- 2,561- 3.750-  above
All households in the sample 1,065 1,000 930 888 761 640 640 604 688 744
Retired houssholds
1 adult .. .. .. A .. 781 633 631 553 635 578 —_ _— —_ 746
2 adults .. .. .. .. 1,241 1,090 1,045 1.034 1,024 872 928 —_ —_ 1,140
Non-retired households
1adult .. .. .. .. . 969 650 561 413 250 147 130 79 95 362
2 adults .. .- .. .. 1,106 1,171 983 206 561 378 292 197 197 372
2 adults, 1 child .. .. .. —_ —_ 1,000 621 461 436 388 322 480
2 adults, 2 children .. .. .. — — — —_ 871 657 641 852 648 686
2 adults, 3 children .. .. .. 2,320 —_ —_ —_ 1,201 983 1,002 1,002 853 1,069
2 adults, 4 children .. .. .. — —_ —_— —_ 1,593 1,459 1,379 1,313 1,263 1,469
Total taxes
Table n
£ per year
Range of original incame: £ per year Average
- over all
5,490 income
Under and ranges
381 3381- 557- 816- 1,194- 1,749 2,561 3,750-  above
All households in the sample R .. 178 260 323 431 574 812 1,136 1,600 2,700 1,015
Retired households
tadult .. .. .. .. .. 125 183 286 424 542 781 —_ J— J— 191
2 adults .. - .. . .. 225 242 370 493 661 793 1,293 — —_ 390
Non-retired households
1adult .. .. .. .. .. 155 223 310 400 605 863 1,146 1,747 3,116 727
2 adults .. .. .. .. .. 309 290 310 429 583 837 1,184 1,647 2,789 1,208
2 adults, 1 child .. .. . —_— — —_ 332 561 784 1,112 1,550 3,330 1,122
2 adults, 2 children .. .. .. — —_ —_ — 540 773 1,071 1,475 2,403 1,121
2 adults, 3 children . L. .. 430 —_ — — 465 746 1,060 1,406 2,499 1.148
2 adults, 4 chiidren . .. .. —_— —_— _— — 453 663 1,035 1,406 2,493 1,045

the lower income ranges. Benefits in kind tend to be higher for
the larger households within each income range and hence
tend to redistribute resources to the larger households (and
to some extent also to the elderly households) in each range.
The other taxes and benefits make lesser although still very
significant contributions to the final effect. This complex
pattern of redistribution is due largely to different policies
with varied purposes; it does not stem from a policy explicitly
designed to produce a particular intended redistributional
effect. However the Government can on occasion use two or
more stages of the process to produce a specific redistributional
effect (such as the raising of family allowances combined with
increased claw-back wiz the lowering of tax allowances for
children for whom family allowances are received).

It is very difficult to say how the final overall effects set
out in Tables n and m are influenced by the quality of the basic
data and by the assumptions and approximations which have
been made. With better information on use of services the
attribution of health services benefits could be improved, and
spending on personal social services, libraries, parks, and refuse
collection, etc. could be included in the analysis, It might also
be possible to aliocate some of the relevant spending on police

and fire services to those itypes of households making the
greatest demands on property protection services. But the total
of all the extra items would be small relative to the total
already allocated, and although there may be some tendency
for the services they cover to be used more intensively by
households with higher incomes, any such effect would prob-
ably not be large enough to change the oyerall picture greatly.
The effects of sevéral alternative sets of assumptions about the
incidence of all unallocated benefits are discussed in a paper by
Nicholson and Britton®. The picture would also be changed
somewhat if different assumptions were made about the valua-
tion of benefits in kind going to each household, and the
incidence of taxes were estimated in a different way. But the
results presented here aim at giving a comprehensible picture
of the impact of government expenditure and taxation on
individual households in different circumstances — and there
are practical and presentational advantages in a straight
forward approach.

The Redistribution of Income; J. L. Nicholson and A. J. C. Britton.
To be published in the report on the Royat Economic Society’s con-
ference on the Distribution of income and property, Lancaster
1974. {George Allen and Unwin).
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APPENDIX |

Definitions and method

Family Expenditure Survey

The estimates in this article are based on an extended analysis
of data derived from the Family Expenditure Survey (FES).
The FES is a continuous annual survey of the expenditure of
households: households are also questioned in detail about
their income from ali sources, but there is no systematic linkage
of income and expenditure to yield a balanced household
builget. One of the main purposes of the Family Expenditure
Survey is to yield information on household expenditure
patterns for use in weighting the index of retail prices. The
Survey is conducted by the Office of Population Censuses and
Surveys on behalf of the Department of Employment who
analyse and report on the Survey. The latest report is Family
FExpenditure Survey Report for 1974, Details of the Survey
method are set out in Family Expenditure Survey — Handbook
on the sample, fieldwork and coding procedure by WEF
Kemsley. Both are published by Her Majesty’s Stationery
Office.

The number of households co-operating in the FES in 1974
is somewhat smaller than usual as interviewing was interrupted
during the two general election campaigns of that year. In the
event 6,695 households co-operated, giving an effective response
rate of 71 per cent, which is slightly higher than in recent years.

Households

A household is defined in the FES as comprising persons who
live at the saine address and who share in the catering for at
least one meal a day. In the article, in order to maintain com-
parability with earlier years all persons aged 16 and over are
counted as adults.

A retired household is defined as one which the combined
income of members who are at least 60 and describe themselves
as retired or unoccupied amounts to at least half the total gross
income of the household.

There is some evidence that households who respond to the
FES differ from those who do not {see ‘Family Expenditure
Survey: A study of differential response based on a comparison
of the 1971 sample with the census} W F F Kemsley, Statistical
News, No, 31, November 1975).

It is believed that older households, households where the
head of household is self-employed and households without
children are less lkely to co-operate. There are regional
variations in response: in the GLC area it is noticeably fower
than in other areas. There are also indications that higher
incore households are less likely to respond. Tt is not possible
at present to correct for non-response bias and all tables are
based on households actually co-operating in the survey.

Original income

The Original income of the househeld corresponds to the total
combined income of the members of the household from
employment, self-employment and investment, including occu-
pational pensions. It is based on a concept of ‘Normal income”
around which the FES income questions are structured. Normal
income is a function of the income received in the pay period
preceding the interview (usually a week or a month) adjusted,

in those cases where the last payment was abnormal, to take
account of the amount usually received. Allowance is al’so made
for periods of absence from work through sickness and
unemployment, and for occasional payments. In the case of
investment and self-employment income the normal income
figure is taken as the amount received in the last twelve months
for which details are available.

Some income in kind is taken into account, though the
coverage of fringe benefits is not comprehensive. Households
living in owner-occupied or rent-free dwellings are assigned an
imputed income based on the rateable value of the dwelling.
The various components of income are converted to estimated
normal annual rates.

Direct benefits

These consist of:
Family allowances
Retirement and old-age pension, widow’s pension, dis-
ablement and -war disability pension, invalidity pension
and allowance
Unemployment benefit, sickness and industrial injury
benefits
Family income supplement, supplementary benefits
Maternity benefit
Death grant, redundancy payment
Other cash benefits

Supplementary benefits include all supplementary allow-
ances where separately distinguished by respondents. The
amount of benefit is taken as the amount received by the
household in the twelve months prior to interview. Redundancy
benefit is the sole exception to this: the amount of benefit
received is divided by the number of years it is intended to
cover. Adding direct benefits to original income gives origingl
income plus cash benefits.

Direct taxes

These are:
Income tax
Surtax

Employees’ and self-employed contributions to naticnal
insurance and national health services
The estimates are based on the amount deducted from the
last payment in the case of employment incomes and on the
amount paid in the last twelve months for which figures are
gvailable in the case of self-employment and investment
incomes.

Disposable income
Original income plus direct benefits less direct taxes gives
disposable income.
Indirect benefits

Housing subsidies

Food subsidies

Housing subsidies for local authority tenants are defined as

the difference between current account expenditure by public
authorities on housing (the sum of the ‘economic grants’) and

the Tents pai_d by tenants of Jocal authority dwellings. The
subsidy is estimated separately for each local authority dwell-
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ing in the sample and is taken to be the excess of the estimated
economic tent over the actual rent paid by the tenant. The
subsidy therefore includes any rent rebates which the tenant

may be allowed. The economic rent is calculated by marking.

up the rateable vaiue of the dwelling in the ratio of the total
current account expenditure on all dwellings owned by the
local authority to the total rateable value of these dwellings.
The housing subsidy estimated for a particular household can
(exceptionally) be negative. In the case of non-local authority
tenants the value of any rent allowances received is counted
as a housing subsidy, and is not included in original income.

Food subsidies are estimated by applying the cost of the
subsidies to estimates of consumers’ expenditure in the subsi-
dised product field; an allowance is made for the effect on
retailers” margins where the subsidy is injected into the distsi-
bution chain. The subsidy factors derived in this way are applied
to the actual expenditures on the product field recorded by
each household. It is not possible to distinguish expenditure
on subsidised and unsubsidised categories within each product
field. Consumer subsidies on milk, butter, cheese, household
flour, bread and tea are treated in this way.

In accordance with practice in earlier years, agricultural
subsidies are regarded as forming part of the original income
of farmers and not as benefits to the consumer.

Indirect taxes
i. On final consumer goods and services:
Local domestic rates on dwellings (after rebates)
Customs and excise duty on beer, wines, spirits, tobacco,
oil, betting, etc.
Value added tax
Car tax
Motor vehicle duties
Driving licences
Television licences
Stamp duties

Indirect taxes on final consumer goods and services are
either paid in full by the consumer (for example Jocal rates) or
assumed to be tully incident on the consumer. For example,
the amount of value added tax paid by a houseliold is calcu-
lated from its total expenditure on those classes of goods and
services subject to the different rates of VAT. In the case of
those goods which are subject to both excise duties and VAT,
the VAT is consolidated with the excise duty, reflecting the
situation at the introduction of VAT, Thus *duty on wines’,
for example, includes both excise duty and VAT.

VAT and car tax affect the prices of second-hand cars and
are therefore assumed to be incident on the purchase of
second-hand cars. Expenditure on alcoholic drink, tobacco,
ice-cream, soft drinks and confectionery recorded by house-
holds is weighted to allow for the known under-recording of
these itemns in the FES. The true expenditure in each case is
assumed to be proportional to the recorded expenditure. It
should be noted that rates are paid in full by recipients of
supplementary benefit as the supplementary benefit covers
this payment.

ii, On intermediate goods and services:
Local rates on cormmercial and industrial property
Vehicle licences
Customs and excise duties on hydrocarbon oils

Import duties

Stamp duties

Employers’ contributions to national insurance and
national health services and to redundancy fund.
Indirect taxes on intermediate products are defined as taxes
falling on goods and services purchased by industry and used
in the production of goods and serviceshought by consumers.
Their allocation between different categories of expenditure is
based on input-output tables. That part of those taxes which
bears on goods and services bought by consumers is assumed
to be fully shifted onto the consumer,

Income after all taxes and transfers

Disposable inceme plus indirect benefits Jess indirect taxes
gives Income after all taxes and transfers.

Benefits in kind
National health service
State education
School health service
Scholarships and education grants from public funds
School meals, milk and other welfare foods.

The benefit of the national health service is estimated at the
average national cost of providing the service to individuals.
The value of the benefit to households is assigned on the basis
of household composition using estimates of the cost of the
health service by age and sex groups. The benefit of the
maternity services is assigned separately to those households in
receipt of matermity benefit.

Education benefit is based on the estimated cost per pupil
or student of the various educational services, for example
special schools, primary, secondary and direct grant schools,
universities and teachers’ training colleges. The value of the
benefit attributed to households is dependent on the number
of persons in the household recorded in the FES as receiving
each kind of education. Actual scholarship payments by the
state are added and the individual household’s benefit is net of
the fees and contributions made by parents.

School meals and other welfare foods. The value of these
benefits is based on their cost to public authorities. The
individual household’s benefit is net of the contributions from
the household.

Final income

Income after all taxes and transfers plus benefits in kind
gives final income.

Sampling error

As the majority of statistics shown in this article are based on
samples, the figures are subject to sampling error. The custom-
ary method of measuring this is to calculate the standard error
associated with an estimate based on a sample. The standard
error of the estimated number with a particular characteristic is
obtained from the formula v/npg. where n is the size of the
sample, (in this case, 6,695 households), p is the proportion
with the characteristic and g=(1—p).In the case of large samples
there is a 1 in 20 chance that this estimate will differ from the
true value by more than 1-96+/npq. The limits*1:96 /npq are
usually referred to as the 95 per cent confidence limiis of the
sample estimate. When the number in the sample is small, that
is mp < 15,the calculation of the confidence limits is slightly
more complicated.
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In the following table, specimen sample numbers of house-
holds, and the range within which it is expected with 95 per
cent confidence the number of households will lie, are shown.

Number of house-

holds in the sample

with a particuiar

characteristic {np Sample
where the sample size, Standard

Range within which it is expected
with 95 per cent confidence the

n, is 6,695) error number of househalds will lie
Sample size Jower {imit upper fimit
0 0 0 4
5 2-2 2 12
10 32 5 18
16 39 7 23
25 50 15 35
50 70 36 64
100 10 80 120
250 16 219 281
500 22 457 543

1000 29 942 1058

Previous articles

This article is the latest in an annual series. Earlier articles
covering the years 1957 to 1973 were published in £conomic
Trends: November 1962, February 1964, August 1966, Feb-
ruary 1968, 1969, 1970, 1971, 1972, Novernber 1972 and
1973, December 1974. The December 1974 article contains a
comprehensive account of the methods employed and the
_changes In treatment over the years. The present article differs
in presentation of the figures although the method is essentially
the same as in earlier years. As far as is practicable with the
resources available the CSO will provide on request analyses
for 1974 on a comparable basis to earlier years,
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1974

Quantile shares of income by household type

TABLE 2

Percentage share of total income in groups of 5 per cent of households

10th 11th 12th 13th 14th 15th 16th 17th 18th 19th 20th Total

Tth 8th  Bth

6th

Bth

4ath

2nd  3rd

st

1

1 adult

Pensioner

1000

0-2

0-9

59 41 28 19
50 49
1

103 78

12-3

145

22:2 172

QOriginal income

4.3
43

48 47 45
43 46

4-9

52
5

©w©
[TsRte)

w @
[LelTs]

Ex=

61
63

6-4
6

Income after zll taxes and benefits

Disposabile income . .
Non-pensioner retired

100-0

06
2:4

14

19 16

26 23

2-8

34 31

46 39

75 62 55

93

258 126

Original income

100-0
100-0

e~
[ar B os]

O~
LeRor)

r~

3.8
4.9

4.2
43

4-4
45

63 57 53 50 47

71
7

148 83
13-7

Income after all taxes and benefits

Disposable income.
Non-pgnsioner, non-ratired

100-0
100-0
100-0

07

Tom
Sy

ovw
— e

@~ o
— oo

coo
LaVins i ap )

4-8 44 441 37 33 30 26
43 41 39 37 32
47 44 41 38 5 3

53
4-9
53 59

85 74 68 62
5 68 ‘1 5
78 6 62 57

10-4
9.4
839

186
16-3
14-8

Income atter all taxes and benefits

@

€
238
8‘5

4
Se
=g
oF
28
o
oY=

2 aduits

1800
1000
100:0

N

38
7

4-
39

41
1

4-2

0-4
4-4
5

28 14
7
47 46

38
9
50 48

48
50

57
1
52

67
52
53

7-4
54
5.

80 82
59 58 56

8
6-2

1546 128 113 100
7 5
76

Income after all taxes and benefits

@
£
23
8.‘5
)
.E%
- =
v ® 0
SES
LoQ
g':.‘ﬁ
SsCea
a

Non-pensioner retired

1000
1000
1000

-
Sy

24

11

28
30

3
31
3

19 18
37 35 34
3-8 7 3 35

2-3
4-0

4.0 38
41

25

28
1
43

31

42
44

3-8
a

2
7
50 48 46

4-6
4

JToRTy)
o
w0

66 54

6 80
1 7
85 69 62

13-4

2441
35
131

Income after all taxes and benefits

QOriginal income
Disposable income . .

Non-pensioner, non-retired

1000
100-0
1000

o7

15
25

25

241

4-4 41 39

a7

50

56 61 57 53

87 77 I

13:9

Original income

19
1-9

28
28

30

4-2 40 37
39 37

44
46 44

83

12-4
12:2

Disposable income . .

Income after ali taxes and benetits

33

35

4-1

a8

5-4

62 58

74 67

84
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CHART? Average taxes paid and benefits received by retired and

non-retired households in different income ranges - 1974
Benefits £ per year Taxes
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CHART 2 . . . .
Average taxes paid and henefits received by retired and
non-retired households in different income ranges - 1974
Benefits Percentage of original income p/us cash benefits Taxes
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