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The effects of taxes and benefits on
household income, 1977

Articles on the incidence of taxes and social security benefits
have been published in Economic Trends annually since the
early sixties. Their general purpose has been to show how
taxation and public expenditure on social services, cash
benefits and consumer subsidies affect the observed distri-
bution of income between different types of houscholds.
The present article continues the series with estimates for
1977,

Presentation

Last yvear substantial changes in format and content were
made in the article. Instead of presenting an analysis for a
single year as in previous articles, a comparison was given
between the latest year and the situation five years earlier.
Another substantial change was that in general the tables
were presented on a quantile basis rather than in terms of
size ranges of income. These changes in content and format
have been retained for this year’s article.

The choice of a five-year interval was little more than a
compromise between a long period, for which it is expensive
to produce data in comparable form, and a short period,
in which the effect of demographic changes, for example,
are not evident.

The change in the presentation of the tables arose from
the difficulty of interpreting data which are presented in
terms of size ranges of income. Valid comparisons over
time were difficult because the growth in incomes required
the ranges to be changed frequently if the bulk of the sample
was not to be concentrated in a few ranges. To overcome
these difficulties, most tables are now presented on a
quantile basis. The number of households in each table is
divided into five, ten or twenty equal groups arranged in
ascending order of income; and the average taxes paid and
benefits received are shown for each group.® Generally the
summary tables in the text are analysed by quintile groups
whereas the more detailed tables in Appendix 2 are analysed
by decile groups. The tables in the old form are available
on request from the Central Statistical Office (see Appendix 1).

This year there have been further changes. First, the
benefits to households of rail travel subsidies have for the
first time been estimated, both for 1977 and for 1972, Their
effects on redistribution are discussed in detail below, and
the method of allocation is given in Appendix I.

Secondly, in order to increase the depth of analysis there
are two further sections. The first deals with the impact of
taxes and benefits on households categorised by the number
of workers, and the second assesses this impact on house-
holds according to their stage in the life-cycle.

* In this article the average Lenefit received means the average over all households
in the gronp or income rangc nol the average of only those households that are
recipients of the beneft. “Aseruve’ nwans the irithmeue mean.,

The article begins with a section relating total government
expenditure and its financing to the household sector. This
section also includes a brief introduction to the methods
of allocating taxes and benefits to different types of house-
hold.

The next section contains the main results. It starts with
a summary of the findings overall and at each successive
stage of redistribution. This 1s done first in terms of the
distribution of income before any intervention by the
state, either by taxation or by granting benefits: we call this
‘original income’, We then consider the way original income
is medified by direct cash payments to households by the
state, and by direct taxes, to yield disposable income.
Finally we estimate the redistributive effect of indirect
taxes, subsidies and direct benefits in kind {e.g. the health
service), to arrive at ‘final income”.

There are two appendices. The first describes the metho-
dology in detail, including definitions of all the terms used.
The second contains the main statistics in the form of
tables, showing how the allocuted taxes and benefits are
made up, and how their impact varies between households
in different parts of the income distribution.

Government expenditure and its financing

In 1977 general government expenditure, which includes
both expenditure on goods and services and transfer pay-
ments, amounted to £62 thousand millton. It was financed
by receipts of £21 thousand million from direct taxes on
persons, by £20 thousand million from indirect taxes falling
on expenditure and by £20 thousand million from other
sources such as corporation tax and borrowing (see
Appendix 2, Tables | and 2). Households both contribute
to and benefit from this expenditure. They pay taxes
directly in the form of income tax and national insurance
contributions, and indirectly through local rates and the
taxes levied on the goods and services they buy. They 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.

Changes in the pattern of redistribufion between [972
and 1977 should be seen against a background of changes
in government expenditure and financing. Table A shows
that government ¢xpenditure rose faster than gross domestic
product in the five-year period as a whole. The difference
was most marked in the years 1974 and 1975: in 1976, and
more 5o in 1977, government expenditure rose more slowly
than gross domestic product. Current expenditure on cash
benefits, education, the health service and subsidies to
households rose from 41 per cent of total government
expenditure in 1972 to 47 per cent in 1977, while the share
of capital expenditure plus other current expenditure fell
from 49 per cent to 41 per cent, as shown in Table B. The
shares in government financing of the various taxes ond
other receipts, shown in Table C, changed Iittle between
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1972 and 1977. However, there was a significant shift
between 1976 and 1977; whilst direct taxes remained
unchanged at 32 per cent of government financing, indirect
taxes rose from 26 per cent to 28 per cent, and government
borrowing fell from 14 per cent to 8 per cent.

The increases in expenditure on social services were due
partly to demographic changes: for example, the increases
in health service expenditure and cash benefits stem partly
from the increasing number of elderly people in the popula-
tion. Housing subsidies were nearly quintupled, for two
reasons. The first was that housing costs rose sharply owing
to general inflation, a steep rise in interest rates and the
growth of the local autherity housing stock; the second
was that increases in rent were limited by the introduction
of mandatory rent rebate schemes under the Housing
Finance Act and by short term anti-inflationary measures
such as the ‘rent freeze’ in 1974/75 and the ‘special element’
subsidies in 1975/76 and 1976/77.

Growth of gross domestic product and
government expenditure, 1972 to 1977

TABLE A

Percentage change

1972101977 1976101877

Gross domestic product (a1 current market

prices) .. .. .. 123 4+ 15
General government expenditure .. =136 + 6
Cash benefits. . ~-158 + 19
Current expendnure on educauon and
health . .. .. +159 + 10
Subsidies to households .. .. +446 —
Other current expenditure .. .. +142 + 10
Capital expenditure (including net
lending, etc.) + 30 — 2m

Other expenditure (malnlydebt mterest) 4184 - 19

' The figures reflect a large fall in net lending in 1977, particularly to public
corporaticns, and a large sale of company securities. Genearal governmeant
gross domestic fixed capital formation rose by 76 per cent between
1972 and 1977, but fell 11 per cent between 1976 and 1977.

Source: National Income and Expenditure 1967-77, Table 9.4

Shares in government expenditure, 1972
and 1977

TABLE B
Percentages Change
1972 1977 1972101877
General government expenditure .. t00 100 _—
Cash benefits. 19 21 +2
Current expendlture on educatlon and
health . .. .. 20 22 +2
Subsidies to households . .. 2 4 42
Other current expenditure .. . 29 30 +1
Capital expenditure {including net
lending, etc.) 20 11 —9¢
Other expenditure (maunly debt mteres:) 10 12 +2

! See footnote ' of Table A
Source: National Income and Expenditure 1367-77, Table 9.4

Shares in general government financing,
1972 and 1977

TABLE C
Pecentages Change
1972 1977 1972 10 1977
Total receipts 100 100 —
Direct taxes on households . . .. 3 34 +3
Indirect taxes on households . . .. 31 28 -3
Borrowing .. . .. .. 3 8 —
Other receipts .. . . 30 30 -—

Source: National Income and Expenditure 196777, Table 9.1

Allocation of government expenditure and its financing

There are considerable difficelties in moving from these
apgregates to apportioning taxes and benefits to individual
househeolds. We can obtain information about the types of
households 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 age and the number of children in the household
we can estimate the average costs of providing them with
social services, such as health and education. But there are
other kinds of financing, such as cerporation tax and
government receipts from public corporations, which are
not covered in the FES and which are difficult to apportion
1o individual households. Indeed, most people would
probably not think of these as leading to a reduction in
their personal incomes. Similarly, there are other items of
government expenditure, such as capital expenditure,
expenditure 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.

Consequently, in the estimates in this article, only some
47 per cent of total government expenditure and 63 per cent
of total government receipts in 1977 are in the categories
which are directly allocated to individual households.
Allocated taxes thus make up more of government financing
than do allocated benefits of government expenditure. Since
this imbalance reflects only the practical and conceptual
possibilities of allocating the individual receipts and
expenditures to households, it has no special significance,
but it does mean that, on average, households are shown
in the tables as paying more in taxes than they receive in
benefits. For [972, 41 per cent of total government expendi-
ture and 62 per cent of total government receipis were
alfocated. Since the basis for allocation has not changed
during the period 1972-77, this means that expenditure on
services allocated to households has risen faster than other
government expenditure.

It must be emphasised that the analysis in this article
provides only a very rough guide to the kinds of household
which benefit from government expenditure and by how
much, and to those which finance it. Apart from the fact
that large parts of expenditure and receipts are not allocated,
the methods both of allocating taxes and of valuing and
apportioning benefits to individual households are subject
to error. For example, in allocating indirect taxes we assume
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that the part of the tax falling on consumers’ expenditure
is borne by the household which buys the item or the service
taxed, whereas in reality the incidence of the tax is spread
by pricing policies and probably falls in varying proportions
on the producers of a good or service, on their employees,
on the buyer, and on the producers and consumers of other
gc.s and services, Another example is that we know only
an estimate of the total financial cost of providing benefits,
such as education, and so we have to ireat that cost as if
it measured the benefit which accrues to recipients of the
service. In fact, the value the recipients themselves place on
the service may be very different from the cost of providing
it: moreover, there may be households in the community,
other than the immediate beneficiaries, who receive a benefit
indirectly from the general provision of the service (for
example, health service expenditure lowers the general
likelihood of infectious diseases).

Further details of the allocation methodology for taxes
and benefits are given in Appendix .

Summary of the results

The extent of redistribution can be measured by comparing
original income with final income in Table D. 1t is clear
that income is redistributed frem households with high
incomes to those with low incomes. Table D and Chart |
summarise the redistribution in 1977.

In the following detailed discussion of the results, com-
parisans are made with 1972. During the period from 1972
to 1977 the structure of income redistribution remained
the same. However, as is evident from Table 3 in Appendix 2,
because of economic and demographic factors there have
been some important changes. For example, the general
level of direct taxes has increased ; households, except those
in the lowest decile groups of original income (i.e. income

Summary of results for all households, 1977

By decile groups of original income

before any intervention by the state), paid on average 170
per cent more in 1977 than in 1972. This compares with
an increase of 112 per cent in onginal incomes and also
112 per cent in retail prices. There has also been a very
large increase in cash benefits paid as retirement pensions
due mainly to the increase in the proportion of retired
househelds in the population. The redistributional effect of
taxes and benefits as a whole, as can be seen from Tabie D,
1s most marked at the extremes of the population. Specifi-
cally, for the lowest three decile groups, average final income
exceeds average original income and, for the highest four
decile groups, average original income exceeds average
final income. Too much significance should not be attached
to the smaller differences between original and final incomes
in the remaining decile groups; for the reasons explained
above the government receipts and expenditure which are
allocated to households are not In balance.

Considering the components of redistribution, we can
see that cash benefits, together with direct and indirect
taxes, have the major impact on original income. The size
of these components in turn depends on the characteristics
of the households. The most important characteristic is the
presence or absence of workers in the household. House-
holds with no workers, which are mainly retired househaolds,
form the bulk of the lower income decile groups. It is these
households and other types of household with low incomes
which are, as shown in Chart ], the main beneficiaries of
cash benefits from the state. Such benefits, especially retire-
ment pensions, are the major source of disposable income
(L.e. original Income plus cash benefits minus income tax,
surtax and national insurance contributions) for about 80
per cent of retired households. These households also
receive appreciable amounts of subsidy, mainly in the form
of housing benefit. On average in 1977, subsidies for two-
adult retired households were £150 per year, over 90 per
cent of which was housing subsidy.

TABLE D
Decile groups
All
1st 2nd 3id 4th 5th 6th 7th 8th 91h 10th households

Number of households in sample 720 720 719 720 720 720 720 M9 720 720 7.198

Average
Number of workers per household  0-1 02 0-7 1-2 1-4 16 1-8 1-9 2:2 2-4 1-4
Number of persons per household 1-6 17 21 26 2-9 31 3-2 32 34 37 28
Number of adults per household . . 1-3 i5 17 1-8 1-9 2-0 21 2-2 24 27 20
Number of children per household Q-3 02 0-4 o8 10 11 14 1-1 11 1-0 0-8
Number of persons per worker .. 160 85 3-0 2:2 2-1 1-8 1-8 1-7 1-5 15 20
E per household per year?

Average
Original income . . .. .. 20 390 1,440 2,700 3,810 4,410 5190 5,100 7,390 11,080 4,230
plus Cash benetits .. 1,360 1,190 1,060 550 370 280 250 240 220 220 570
fess Direct 1axes. . .. 20 170 460 GEO 890 1,060 1.310 1,640 2.750 830
Disposable Income . .. 1,380 1,560 2,270 2,790C 3,320 3,800 4,380 5,030 5,970 8,650 3.910
plus Subsidies .. L. .. 230 140 140 130 100 100 100 90 20 80 120
fess Indirect taxes .. .. 280 330 510 870 760 860 970 1,060 1,240 1,560 820
plus Direct benefits in kind .. 390 410 480 570 610 670 870 670 760 810 500
Final inceme 1,710 1,790 2,380 2,820 3,270 3,710 4,190 4,730 5,680 7,890 3,810

1 Roundead to the nearest £10.



100

Taxes

CHART 1
Average taxes paid and benefits received-1977,
by quintile groups of original income within household types
Benefits £ per year
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Another important determinant of redistributive impact
is the number of children in the household. Households
with children receive significant amounts of subsidies and
benefits from health and education expenditures since
chitdren are relatively large consumers of these services.
This is particularly so in the lowest decile groups of house-
holds with children, where the average number of children
is larger than in other decile groups and where, therefore,
final income appreciably exceeds disposable income. In the
remaining decile groups, disposable and final incomes are
roughly equal, because indirect taxes and non-cash benefits
are almost offsetting. Tax payments are largest for non-
retired households without dependent children.

Tables 3 and 4 in Appendix 2 show the detailed allocation
of categories of benefits and taxes to different household
types for 1972 and 1977. These tables rank households by
original and disposable incomes separately. The first
ranking is mainly of interest jn indicating which kinds of
households are likely to be in need of state benefits and, at
the higher end of the income scale, which ones have the
highest taxable capacity. After original incomes are modified
by payment of direct taxes and receipt of cash benefits,
households are re-ranked by their resulting disposable
incomes. For example, the first decile group of all house-
holds ranked by original income consists of households with
original incomes less than £122 per annum (Table 3 (i)) and
thus it includes the first two decile groups of two-adult
retired households (Table 3 (iv)), because their original
incomes are less than £81 per annum. However, when
retirement pensions are added to original incomes, the
disposable income of these households rises to nearly £1,500

per annum. Therefore, ranked by disposable income, two-
adult retired households fall in the second decile group,
which encompasses the range £1,326 and £1,859 (Table 4).
The arrangement of households by their disposable income
or spending capacity is more appropriate for consumer
demand anaiysis and for gauging the effects of indirect taxes
and subsidies. WNeither the original nor the disposable
income concept is relevant for assessing the incidence of
benefits in kind, which varies mainly according to house-
hold size and structure: for example, with the number of
children or of elderly persons in the household.

Original income

In the petiod 1972 to 1977 the average original income of
households more than doubled, from about £2,000 per
annum (o £4,230 per annum, an increase of 112 per cent.
This is slightly slower than the rate at which individual
earnings rose, 116 per cent. One reason for this difference
was the fall in the average size of household from 29 persons
to 2-8 persons; if personal income and other factors had
remained unchanged while average household size decreased
then average household income would have decreased.

The growth of 58 per cent in original incomes of house-
holds in the bottom three decile groups, i.e. the bottom
30 per cent of the distribution, was considerably below the
overall rate of 112 per cent. The main reason for this
difference is the large number of retired households at the
lower end of the distribution. Many of these retired house-
holds are pensioner households whose small or negligible
original income (i.e. income excluding state benefits) tends
to be fixed and does not grow in line with earnings.
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Household composition, 1972 and 1977
By household type within quintile groups of original income

TABLE E

Percentages

1872

1977

Quintile groups

Quintile groups

1st 2nd Jrd 4ath
1 and 2 adult retired 73 13 2 1
1 and 2 adult non-retired 15 43 34 31
2 adults 1-4 children non-retired 3 29 48 42
Qthers .. . 9 15 15 26
Total 100 100 100 100
Number of households in the sample 1,403 1,404 1,403 1,404

Average Average
over all aver all
quintile quintile
5th groups Tst 2nd 3rd 4th 5th groups
1 18 78 23 3 1 1 21
25 30 10 43 37 35 26 30
26 30 4 21 45 40 24 27
48 23 9 13 15 24 48 22
100 100 100 100 100 100 100 100
1,403 7,017 1,440 1.43% 1,440 1,439 1,440 7,188

The proportion of households of different types in each
quintile group of original income is summarised in Table E.
The main changes over the five years have been an increased
proportion of retired households, particularly in the second
quintile group, and a drop in the proportion of househol_ds
with children. This changing composition affects the size
and pattern of redistribution.

Table 3 in Appendix 2 shows the distribution of original
incomes, taxes and benefits for a number of different house-
hold types. For one-adult retired households, the bottom
two decile groups consist entirely of households with no
original income. Since any ordering of households within
these decile groups would be quite arbitrary, the two groups
are combined. For two-adult retired households only the
bottom decile group consists entirely of households with
no original income. One reason for this difference is that
the people in one-adult households are, on average, older
and less likely to do part-time work than those in two-adult
households. Another reason is that the two-adult retired
category includes some households in which only one adult
is retired, for example a retired father and a daughter who
may have quite high earnings.

Cash benefits

The first stage in estimating redistribution is the addition
of direct transfers, that is cash benefits such as national
insurance pensions and unemployment benefit, to original
income. Since most cash benefits are designed to support
people during periods when they are not earning, the effect
of these benefits i1s very markedly redistributive. However,
it is important to remember that many of those who are in
the lower part of the income distribution may be there only
temporarily; for example, if they are there because they are
out of work, this may be only for a short period. Indeed
there is evidence that amongst the population capable of
wotk there is considerable movement within the earnings
distribution over time, although the shape of the distribution
remains unchanged.}

1 See'How individual people’s earn'ngs change': Depariment af Employment Gazette
January 1977 (HMSO0).

The increase in average cash benefits for all households
between 1972 and 1977 was 139 per cent, appreciably above
the rise in original income of 112 per cent. However, this
increase in cash benefits reflects an increase in the number
of recipients within households as well as increases in rates
of benefits. For example, the number of pensioners increased
by about 8 per cent, so while the rates of pensions increased
by about 152 per cent {comparing the average standard rate
of pension for a single person under 80 during 1977 with
the comparable rate during 1972), the average amount re-
ceived over all households increased by 179 per cent.

Table 3 shows how the totals of cash benefits are made
up for different household types. The high levels of benefits
to retired households consist, as would be expected, largely
of retirement pensions. The high levels of benefits to non-
retired one and two-adult households with low original
incomes are also made up largely of retirement pensions.
This is because the classification of a household as ‘retired’
depends partly on whether its members, when responding
in the FES, describe themselves as ‘retired’ or ‘uncccupied’
(sce Appendix 1). Many of those low income non-retired
one and two-adult households therefore include people who
do some paid work, although they are over retirement age
and largely dependent on the retirement pension.

Direct faxes

Original income plus some of the cash benefits (notably
pensions) is broadly the basis on which liability for income
tax 1s assessed. Income tax and surtax as a percentage of
original income plus cash benefits is shown in Table F. The
table shows for each quintile group of households ranked
by original income the percentage paid, on average, by each
household type. Not surprisingly, better-off households pay
a substantially higher proportion of their income in fax.
However, the relationship between tax payments and income
is influenced by tax reliefs such as those on mortgage interest
and life insurance premiums (the tax is shown net of these
reliefs}. These reliefs tend to increase with income because
higher-income households on average pay proportionately
more of their income in mortgage interest and insurance
premiums. Another factor in the refationship s that child
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Income tax and surtax as a percentage of original income plus cash benefits, 1972 and 1977

By househaold type within quintile groups of original income

TABLE F
Percentages
1972 1977
Quintile groups Quintile groups
Average Average
over all over all
quintile quintile
1st 2nd 3rd 4th 5th groups 1st 2nd 3ed 4th 5th groups
All households .. .. .. 1 6 10 12 16 11 1 9 14 16 19 15
fietired households
T adult .. .. . . 1 13 19 .. . 7 i 12 22 . .. 6
2 adults .. . .. .. 1 10 18 25 32 9 1 9 20 21 29 9
Non-retired households
1 aduft .. .. .. .. 1 11 15 18 21 14 1 15 20 20 24 18
2 adufts .. . .. .. 1 7 1 14 18 14 -1 10 15 18 21 18
2 adults 1T child .. —2 4 10 13 16 12 .. 4 13 16 19 15
2 adults 2 children —1 3 8 11 15 11 -1 3 12 15 20 15
2 adults 3 children . .. -1 t 7 g 14 9 3 12 14 21 15
2 adults 4 children .. .. .. —1 7 10 16 <] 10 14 18 "
Qther households .. .. .. 3 [¢] 9 14 11 .. 6 10 13 18 15

tax allowances and other personal allowances reduce the
tax paid by the larger households in each income range.

The pattern of tax payments in Table F shows a number
of changes between 1972 and 1977. Overall, income tax and
surtax together rose from Il per cent to 15 per cent of
original income plus cash benefits. This increase in the
proportion paid in tax varied between household types and
between income ranges. The proportion paid by retired
households remained virtually unchanged. This was so
because the increase in the number of pensioners was almost
entirely at the lower end of the income distribution where
there are virtually no tax payments. For the group of non-
retired households, the size of the increase was almost the
same as for all household types combined.

The rest of direct taxation, apart from income tax and
surtax, is made up of employees’ (and self-employed)
national insurance contributions. Although these increased
in absolute terms, they remained fairly constant as a pro-
portion of original income plus cash benefits at 3-6 per cent.
The pattern of incidence remained much the same in 1977
as in 1972 because the main determinant of the variation
between income ranges, 1.e. the relative number of workers
in the household, was fairly stable.

Indirect taxes and subsidies

The amount of subsidies received and indirect taxes paid
depends on how each household spends its money, because
both subsidies and indirect taxes are different for different
types of goods and services. Also, the variation of this
amount between income ranges depends on whether the
proportion of household income spent on an item rises,
remains the same or falls with income. If it rises, the taxes
can be described as progressive, in the sense that they take
proportionately more income from beiter-off households.

On the other hand, if the proportion of income spent on the
item falls with rising income, they will tend to be regressive,
that is to take proportionately more income from less
well-off households.

The degree of progressivity or regressivity may wvary
according to the definitions of income chosen, and indeed
with different definitions the direction may be reversed.
The choice of definition depends on the purpose of the
analysis. For this series of articles we chose disposable
income since that is the basis on which households make
their spending decisions. Finally, the impact of the various
mdirect taxes and subsidies shown in the tables is only the
initial impact, excluding secondary and time-lagged effects.
The impact for 1977 is shown in Table G; a detailed
comparison with 1972 was not possible because of the
extensive changes in tax structure in this period, the most
notable of which were the abolition of purchase tax and
selective employment tax and the introduction of value
added tax.

Indirect taxes as a whole tend to form a lower proportion
of disposable income of those households with higher
incomes than of those with lower incomes. This is so
primarily because the expenditure of higher income house-
holds forms a lower proportion of their income and because
most indirect taxes are roughly proportional to expenditure.
At the same time the impact on the lowest income groups
is overstated. There are two reasons for this; the first is that,
while local authority rates (which form part of indirect
taxes) are included net of rate rebates for those households
which receive a rebate, no rebate is generally made to rate-
payers who are in receipt of supplementary benefit or
supplementary pensions. An allowance for rates is included
in the assessment for supplementary benefit, but this
allowance appears in this article as an increase in cash
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benefits rather than a reduction in rates paid. The second
reason is that certain households consisting _of students in
full-time higher education are shown as having no income
or very little income because, for the purpose of t_hls
analysis, their maintenance grants are treated as education
benefit rather than as cash benefit or original income. How-
ever, the expenditure financed by such grants is subject to
indirect tax and this tax appears in the average for the
lowest income groups.

The impact of indirect taxes is measured here at the same
stage of redistribution as subsidies. This treatment should
be reasonable because an average shopping basket will
almost certainly contain goods bearing value added tax
together with subsidised foods, and both of these types of
goods, on the assumptions made here, will bear a share of

intermediate taxes. Similarly, many households are likely
to hand over one payment for rent and rates combined.
Rates are an indirect tax while most council rents are
reduced by housing subsidies, which, like food subsidies,
are an indirect benefit.

Table H shows the combined effect of indirect taxes and
subsidies for 1972 and 1977, for different household types.
During this period the net effect has been a reduction in the
overall impact from 20 per cent of disposable income in
1972 to 18 per cent in 1977. This drep is largely due to the
increase in subsidies, although indirect taxes fell slightly
from 21-4 per cent in 1972 to 21-1 per cent in 1977. Housing
subsidies increased from 1-4 per cent of disposable income
in 1972 to 2:6 per cent in 1977 and rail travel subsidies from
0-1 per cent to 0-2 per cent. Food subsidies, introduced in

Indirect taxes as a percentage of disposable income of all households, 1977

By decile groups of disposable income

TABLE G
Percentages
Decile groups Average
over al
decile
tst 2nd 3rd 4th 5th 6th 7th 8th Sth 10th groups
Rates 66 52 4-4 3-8 34 31 3-0 27 25 241 31
Beer . 0-9 1-0 15 17 1-7 1-7 1-6 1-5 1-5 1-4 1-8
Wines and spirits 08 10 13 13 13 15 1-4 14 17 16 15
Tobacco .. 32 39 46 4-4 4.3 34 32 2-9 2-9 21 3-2
Value added tax 25 24 29 31 31 3-4 34 34 33 31 3-2
Qil ., .. o7 0-9 1-6 1-8 1-8 21 19 20 18 1-6 1-7
Impart duty . . . 05 0-4 05 o5 0-5 0-5 0-4 0-4 04 0-4 04
Intermediate taxes . . 6-0 55 5-8 5-7 5.4 56 5-4 52 51 4-8 53
Other 13 1-3 1-6 16 1-5 15 1-3 1-3 1-2 0-9 1-3
Total indirect taxes . . 224 217 24-0 238 229 227 217 208 205 180 211
Indirect taxes less subsidies as a percentage of disposable income, 1872 and 1977
By household type within quintile groups of disposable income
TABLE H
Percentages
1972 1977
Average Average
Quintile groups over all Quintile groups aver all
— e — - quintile quintile
1st 2nd 3rd 4th 5th groups 1st 2nd 3rd 4th 5th groups
All households in the sample 18 22 21 20 19 20 g 18 20 19 18 18
Retired households
1 adult 13 18 18 10 12 14 3 16 17 .. . 8
Z aduits .. 19 22 21 20 15 20 6 16 20 19 16 14
Non-retired households
1 adult 18 20 22 18 19 20 14 9 19 18 19 18
2 adults .. . 24 22 21 2] 18 20 21 20 20 19 16 19
2 adults 1 child .. 28 24 21 19 16 20 17 22 20 19 16 19
2 adults 2 children . 24 21 20 18 20 43 19 20 19 16 19
2 adulis 3 children 24 20 20 17 19 21 20 18 15 17
2 adults 4 children 23 21 22 17 21 16 19 19 16 18
Other households 21 22 21 21 20 20 13 15 19 20 19 19
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CHART 2 The impact of cash benefits and direct taxes on income of
households with different numbers of workers-1977
£ per year 1977 medians and gquartil £
1977 medians of income distribution of income disc{ribulti?)groups per year
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1974, were equivalent to 0-3 per cent of disposable income
in 1977.

In 1977 the combined effect of indirect taxes and subsidies
on the lowest income groups was relatively small, at 9 per
cent of disposable income, and on the middle ranges fairly
constant at a little over twice the level of the lowest groups.
It was slightly less for those at the highest income lfevels,
at 17 per cent for those in the top decile as shown in Table 4
of Appendix 2. This pattern is due mainly to the very
progressive effect of housing subsidies, particularly for
elderly households, which offsets the regressive effect of
indirect taxes in the total. It is due also to the higher savings
ratios of those at the higher income levels, which restrict
the proportional effect of expenditure taxes. These reasons
apply also to differences between household types shown
in Table H, the elderly receiving proportionately more
housing and food subsidies than the non-retired population,
both because the former are more dependent on the state
generally and because their expenditure on food forms on
average a higher proportion of income than for other
households.

For the first time in this series of articles, the redistributive
impact of rail travel subsidies has been estimated. There
are a number of observations. First, in contrast to food
subsidies, where households with lower incomes spend a
higher proportion of their disposabie income on food and
therefore benefit propertionately more from subsidies, rail
travel subsidies are a fairly constant proportion of disposable
income at all levels, except in the top decile group where
there is a sharp rise. This rise probably reflects the fact that
raill commuters tend on average 1o have higher salaries
than the rest of the population. Secondly, the main redistri-

Number of workers per household

butive effect is horizontal, to non-retired households without
children. Expenditure on rail travel declines with increasing
numbers of children in a household, which suggests that
the diminishing marginal cost of using a car compared with
travelling by rail as the size of family increases influences
people’s choice of their mode of travel.

Benefits in kind

Apart from cash benefits and subsidies, the other parts of
government expenditure we are able to allocate to house-
holds are current expenditure on health, education and
welfare foods, described as benefits in kind in this article.
The ways in which these expenditures are allocated are
explained in Appendix |. The allocation of benefits in kind
depends far more on the size and composition of each
household than on its income.

In interpreting the allocation of education benefits to
different income groups it is important to remember two
factors. First, persons aged 16 and over are counted as
acdults and so most of the benefits of sixth-form education
are shown as going to households with three or more
adults, who are shown in Table 3 of Appendix 2 under
‘others’. This treatment explains why households with two
adults and 1 to 4 children received on average £510 per
annum in education benefit in 1977 compared with £640
per annum received by ‘other’ households. The second factor
1s that for households with children, there is a tendency for
better-off parents to be older and consequently to have
older children;T that is, they have fewer children under
school age and more children in secondary school than

1 See footnote on page 101.
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less weli-off households with the same number of children,
For that reason alone they will tend to benefit more from
the education service, remembering that average education
cost is higher for secondary school than for primary school
ckitdren. This factor probably largely explains why the
imputed education benefit increases with income, as shown
in Table 3.

The criteria for allocating health service benefits are the
age and sex of persons in households. This ts why Table 3
shows the highest benefits going to households with retired
people or with very young children, who make greater use
of the health service than persons of working age. Average
health service benefits for one-adult retired households were
nearly double those for one-adult non-retired in 1977,

The basis for allocating health service benefits is being
reviewed and the Central Statistical Office intends to publish
a detailed article on this aspect of redistribution during
1979.

Redistribution according to the number of workers in the
household

One of the main determinants of the size of household
income is the number of workers living within the house-
hold. Workers are defined to include not only those actually
at work but also those who would be at work but are away
sick or temporarily unemployed. This definition is consistent
with our definition of income, which relates to usual or
normal earnings. In 94 per cent of househelds, all those
classed as workers were working at the time of FES
interview in 1977: this was 92 per cent of all individual
workers.

Chart 2 shows both the changes in the median levels of
original and dispasable income for households with differing
numbers of workers, and the spread about these medians.
The vertical bars show the range within which the central
50 per cent of household incomes lay. For example, for
households with one worker, the original income of the
middle 50 per cent lay between £2,200 and £4,700 per annum
in 1977.

As Chart 2 shows, the original income of those house-
holds with no workers is very low. These households consist
predominantly of people who are over the statutory retire-
ment ages, 65 for men and 60 for women. 82 per cent of
households with no workers are composed entirely of such
elderly persons. However, a number of elderly persons do
work: about 6 per cent of households composed of
elderly persons had at least one worker, most of whom
worked only part-time.

Median income of households with
different numbers of workers, 1977

TABLE J

Number of workers per household

4 or
0 1 2 3 maore

Number of households in sample 1,681 2,264 2508 567 178
Median original income
(f per ennum) ..
Median disposable income
(£ per annum)

290 3,410 5,400 7,220 9,710
1,920 3,110 4.510 5,940 7,990

Household original income rises with the number of
workers but not exactly proportionally. For example, as
shown in Table J, the median original income of households
with two workers is not twice that of households with one
worker. There are a number of possible reasons for this
kind of variation, but the main one seems to be the
characteristics of the second and subsequent workers. They
are generally wives who are more likely to be working only
part-time, or young workers who on average have lower
earnings than older male workers. For example, amongst
two-worker households, only 4 per cent of heads of house-
holds were part-time workers whilst 39 per cent of their
wives were.

The comparison between original income and disposable
income (i.e. original income plus cash benefits minus direct
taxes) shows that for households with no workers, median
income is raised from £290 per annum to £1,520 per annum,
Cash benefits exceed direct taxes, raising income for nearly
all households in this category. For most other households,
that is those with one or more workers, the reverse is true;
direct taxes exceed cash benefits, thereby bringing their
disposable income below original income. Moreover the
difference increases with income. Unlike original income,
median disposable income happens to vary direcily with
the number of workers.

That part of Chart 2 which shows the spread of the
centra! 50 per cent of household incomes indicates that this
spread narrows as a result of the comlined effect of cash
benefits and direct taxes. Not surprisingly, in the upper
half of each category of household {(except no-worker
households), the progressive nature of direct taxes consider-
ably reduces original income. For households with more
than one worker, original income is sufficiently high for
direct taxes to exceed cash benefits in all but a few cases.
Households with one worker fall between the extremes, a
significant number at the lower end of the distribution
having disposable income greater than original income,
These are mainly households with only a part-time worker,
for example a retired family with one member doing a
little part-time work.

Chart 3 shows the way in which the allocated taxes and
benefits vary at different levels of income with different
numbers of workers. Cash benefits are paid chiefly to house-
holds with no workers and to other types of household in
the lowest quintile groups of the income distribution.
Benefits paid te the higher income groups are mainly family
allowances. Benefits in kind are higher for households with
more workers (and thus in general more people), as they
tend to vary with household size.

Table K shows that the correlation of original income for
all households with the number of persons in the household
is due fundamentally to the number of workers in the
household. Thus, for a given number of workers, original
income is not strongly related to the number of persons,
except in the case of one-worker households where the effect
of part-time elderly workers amongst the one and two-
person households is evident.

On the other hand, disposable income and final income
show a clear correlation with the number of persons in the
household, even within individual categories of workers
per household. As regards the disposable income of no-
worker households, this is so primarily because, in general,
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CHART 3

Average taxes paid and benefits received-1977, for households with
different numbers of workers by quintile groups of original income within household type
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CHART 4
Average taxes paid and benefits received-1977. for representative life-cycle groups
by quintile groups of original income within household type
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dverage original, disposable a_nd final
income for households with different
numbers of workers and persons, 1977

TABLE K

£ per household per year

Number of workers per household

Griginal income

Jor
o] 1 2 more All
Number of persons
per househaold
oL .. .. 520 3,040 .. 1,460
2 .. oL .. 1,100 3,550 5.860 . 3.790
3 .. .. .. 1180 4,060 5,650 7,730 5,290
4 ormore .. . 860 4,420 5,850 8,290 5,940
Al L . . 790 3,77G 5,810 8,120 4,230
Disposable income
3or
Q 1 2 more All
Number of persons
per household
i .. .. .. 1,390 2,580 .. . 1,830
2 .. .. .. 2,310 3,390 4,670 .. 3,610
3 .. .. .. 2,630 3,760 4,800 6,080 4,580
4 or more .. .. 2,620 4,070 5,070 7,060 5.210
All .. . .. 1,840 3,460 4,850 6,760 3,910
Final income
3or
0 1 2 more All
Number of persons
per household
1 .. .. .. 1,500 2,240 . .. 1,770
2 .. .. .. 2,430 3,150 4,000 .. 3,290
3 .. .. .. 3.460 3,560 4,480 5,260 4,250
4 or more . . .. 4,130 4,480 5,380 6,910 5,460
All .. .. .. 2000 3,380 4,630 6,400 3,810

the cash benefit system takes account of the greater needs
of larger households and thus provides higher benefits for
them. For households with one or more workers, tax
allowances generally increase with the number of persons
in the household and so. for a given number of workers,
tax liability decreases and disposable income increases. The
increase in income with the number of persons per house-
hold is even more marked for final income because of the
close relationship of benefits in kind to household size and
composition.

From the analysis of the correlation between the numbers
of workers in households and their incomes. some general
conclusions about the tax-benefit system are clear. First,
there is a clear transfer of income from households with
workers to those without. Secondly, for households with a
given number of workers, there is a transfer from smaller
to larger households.

Life-cycle aspects of redistribution

The analyses presented in this series of articles since 1961
aim to show the impact of state benefits and taxes on
households of different types and at different income levels.

However, the impact of the tax-transfer system varies also
according to life-cycle stages, which in turn mark the
significant changes in economic circumstances through life.
The first stage is individuals as children, dependent on their
parents, The next stage is when they marry. and then have
children of their own. As parents they then pass through
working life, during which their children grow up. There is
a pre-retirement stage when their children have left home,
and the final stage is retirement. Thus the main periods of
dependence are during childhood and old age.

There are a number of problems in the demarcation of
life-cycle stages. First, we use household units rather than
individuals or families because households are more appro-
priate for measuring the impact of subsidies and indirect
taxes: for example. an analysis by individuals or family
units would not be appropriate for housing, and thus
housing subsidies and rates, which are jointly consumed by
all the members of a household. The difficulty for life-cycle
analysis arises from the fact that households consist of
individuals at different stages of their life-cycles. Secondly,
the identification of dependency is not always straight-
forward. The transitions to and from dependency, viz
attaining adulthood and retirement, are not as clear-cut as
marriage or becoming a parent. For example, students who
are at home for some of the year, and young workers on
low wages living at home are partly independent and partly
dependent. Apain, many older workers do not move direct
from full-time work to complete retirement but pass through
a period of part-time working. A third practical difficulty
in marking off life-cycle stages is that the small number of
persons who become dependent on state benefits at some
point in time, e.g. during iilness or unemployment, cannot
easily be represented in small samples such as the FES, on
which these analyses are based. Finally, there are house-
holds such as single-adult households which do not fit in
any particular stage of the life-cycle pattern as described
above.

These difficulties mean that any classification of house-
holds by life-cycle stages raust be somewhat arbitrary and
imperfect. Nevertheless, we have set out the changes in the
life-cycle patterns in terms of the following categories of
households: these categories are not exhaustive of all
households.

a 2adults non-retired, head less than 25 years, excluding
households where members are in fuil-time education:

b 2 adults with -4 children. youngest child less than
5 vears:

¢ 2 adults with 1-4 chiidren, youngest child 5 years or
more:

d 2 adults non-retired. head between 45 and 65 years:
¢ 2 adults retired:
£ | adult non-retired with children:

In all_casg:s 2 adults is taken as | male and [ female, other
combinations being excluded.

Category [/ does not represent a distinct stage of the life-
cycle, but it is given as an example of household types which
lie outside the categories chosen, i.e. a to ¢.
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Average incomes, taxes and benefits, 1977

By iife-cycle category of households
TABLE L

£ per year
2 adults, 2 adults, 2 adults, 2 adults,
non-retired, 1-4 children, 1—4 children, non-retired, 2 aduls, 1 adult,
no children, youngest child  youngest child  no children retired, non-retirad,
head under 25  under 5 5 or more head 45-65 no chifdren with children
Ali households
Number of households in the sample 134 954 936 776 635 168
Qriginal income . . .. 5,420 4,710 5,630 4,830 1,090 1,600
Direct benefits in cash:
Family altowance/child benefit —_ 110 110 —_ — 110
Retirement and old age pension — — 10 50 1,250 —
wWidows' pension .. . — -_— 10 30 — 120
Disablement and war disability pensicn —_— — -— 10 20 —
Invalidity pension and allowances ., —_ 10 20 40 60 10
Maobility allowance . . — — 10 — 20 —_
Unemployment benefit . 50 50 20 20 10 10
Sickness/industrial injury benefit 20 30 30 50 10 —
Industrial injury disablement benefit — 10 10 10 10 —
Family income suppiement . . —_ — —_— — —_— 10
Supplementary benefir 30 40 50 20 70 640
Maternity benefit — 20 —_ — — —
Desth/maternity grant — 10 — — — —
Redundancy payment -— — -— — _— —
Other cash benefits. . — — —_ 10 10 10
Qriginal income pfus cash benefits 5,630 4,980 5,800 5130 2,550 2,510
Direct 1axes;
National Insurance . . 280 210 230 200 — 40
Income tax and surtax 870 680 900 960 220 140
Disposable income 4,370 4,100 4,680 3,970 2,330 2,340
Indirect subsidies
Housing subsidy 40 80 90 100 140 200
Food subsidy 10 10 20 10 10 10
Rail travel subsidy . . 10 10 10 10 — —
Indirect taxes:
Local rates . . .. .. 100 130 140 130 90 10
On firal goods and services 810 510 590 540 270 240
Intermediate products 230 220 250 210 120 130
Income after all taxes and transfers 3.490 3,350 3,810 3,220 2,000 2,070
Direct benefits in kind:
Education benefit — 260 750 10 — 590
National Health Service 190 360 300 230 390 240
Weifare foods — 40 70 — — 100
Income after all taxes and benefits 3,680 4,000 4,930 3,460 2,390 2,990
Number of full-time workers per household 18 72 7-2 72 — a3
Number of part-time workers per household o1 0-2 a5 0-3 — 02
Number of persons per household 20 39 4-0 20 2:0 22

Table L shows the tax-benefit results for the six house-
hold types defined above. Not surprisingly, original income
is relatively high throughout the working period. The highest
levels are in the periods when the wife is most likely to be
economijcally active. The figures for the numbers of workers
per household mn Table L show that in young houscholds
without children 80 per cent of wives work full-time and
10 per cent part-time. Their average household original
income is then £5,420 per annum. Where there is at least
one child under 5, the rates drop to 20 per cent full-time
and 20 per cent part-time, and average household original
income falls to £4,710 per annum. Part-time working
increases again to 50 per cent for households where all the
children are of school age, thus raising average income to

£5,530 per annum. For 2-adult non-retired households
where any children have left home, wives’ economic activity
rates stay at 20 per cent for full-time working but fall to
30 per cent for part-time, which iead to a drop in average
household income to £4.890 per annum, despite the
tendency for parents to have higher individual earnings at
this more advanced stage in their life-cycle.

Disposable income shows a less cyclic pattern than original
income. This is due mainly to the tax system. Both the
progressive form of direct taxes and the increase in tax
allowances with the number of dependants mean that taxes
are proportionately higher during those stages in the life-
cycle when income is higher and when family size is Jower.
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Thus direct taxes as a proportion of criginal income plus
cash benefits are highest, at 22 per cent, for households
during the working part of the life-cycle when they have no
children, and lowest, at 18 per cent, when they have
children who are too young to attend school.

Low incomes are associated, first, with the later stages of
the life-cycle, when people have retired and become
dependent on the state or on their past.savings, and secondly
with special circumstances, such as w1d0whpod ot divorce.
At such times, inadequate original income is supplemented
by cash benefits, such as pensions for retired households
and supplementary benefits for one-adult households with
children. Because of the difficulties, no attempt is made here
to compare the adequacy of disposable income for meeting
the differing needs of people at different stages of the
life-cycle.

Chart 4 shows the balance of allocated taxes and benefits
for the six different groups by quintile groups of original
income. This reinforces the analysis above. First, cash
benefits are concentrated amongst the elderly and special

groups, but also those with low incomes at other points
of the life-cycle. Secondly, education is the main factor in
the very high levels of indirect benefit which go to house-
holds at times when they have dependent children. Thirdly,
the highest direct taxes are paid by the highest income
groups in the two stages immediately preceding retirement,
i.e. groups with older children and those between 45 and
65 without children. The explanation is that in these stages
income tends on average to come much more from one
earner rather than spread evenly between two earners, thus
resulting in a higher marginal tax take than otherwise.
Finally, cash benefits, mainly pensions and sickness benefits,
are significantly higher amongst the low income group of
older workers without children than the younger (i.e. 2
adults, head under 25), illustrating the progressive onset of
old age in the life-cycle, which is itself a part explanation
of their low income.

Central Statistical Office



110

APPENDIX1

Methodology and Definitions

Family Expenditure Survey

The estimates in this article are based mainly on data
derived from the Family Expenditure Survey (FES). The
FES is a continuous survey of the expenditure of private
households. People living in hotels, lodging houses, and in
institutions such as old peoples’ homes are excluded. Each
respondent keeps a full record of all payments made during
14 consecutive days and answers questions about hire
purchase and other payments. Households are also asked
in detail about their income from all sources, but there is
no systematic linkage of income and expenditure to yield
a balanced household budget for any particular period.
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 and payments of income tax. Information on
age, occupation, kinds of education being received, family
composition and housing tenure 15 also obtained.

One of the main purposes of the FES is to yield informa-
tion on houschold expenditure patterns to produce the
weights used in compiling the index of retail prices. The
survey is conducted by the Office of Population Censuses
and Surveys on behalf of the Department of Employment
who analyse and report on it. The latest report is the Family
Expenditure Survey Report for 1977 Details of the survey
method are set out in Family Expenditure Survey — Handbook
on the sample, fieldwork and coding procedure by W. F. F.
Kemsley. Both are published by Her Majesty’s Stationery
Office.

The number of households co-operating in the FES in
1977 was 7,198, five less than in [976.

Unit of analysis

The basic unit of analysis in the article 1s the household.
One of the major reasons for this choice is that it is more
appropriate than the family or the individual for deter-
mining the redistributive effect of indirect taxes and sub-
sidies. Spending on many items, particularly on housing,
fuel and light and food, is targely joint spending by the
members of the household. Without further information
therefore it would not be possible to apportion indirect
taxes or the effects of housing and food subsidies to
individuals or other sub-divisions of households, except in
a highly arbitrary way.

However, very hittle is known about the extent to which
income is pooled within households or other groupings.
Since the analysis is based on the whole household, no
assumptions about such pooling have been made. Conse-
guently, it would not be correct to use the analysis to
discuss the living standards of the individual members of a
household. For example, the standard of living of an old
person living in the household may be different from that
of the household as a whole. This is also one reason why,
for example, unemployment benefit and old age pensions
are received by households whose overall position in the
income distribution would seem to make them ineligible.

Over time, changes in the pattern of household size and
composition affect the shape of the disiribution and redis-
tribution of income. For example, increases in the number
of older people in the population and 1 reduction in birth
rates have led to a reduction in average household size.
This change coupled with earlier retirement has been a
factor in the increase in pensions, in cother benefits which
accrue to retired members of households, and in expenditure
on the health service.

A household is defined in the FES as comprising persons
who live at the same address and who share common
catering for at least one meal a day. In order to maintain
comparability wtth earlier vears all persons aged 16 and
over are counted as adults in this article.

A retired household is defined as one in which the com-
bined income of members who are ar least 60 and who
describe themselves as retired or unoccupied amounts to
at least half the total gross income of the household. A
pensioner household is defined as one in which more than
three quarters of the household income consists of national
insurance or retirement and similar state pensions, or
supplementary allowances supplementing such pensions.

There is some evidence that househo!ds who respond to
the FES differ from those who do not {see ‘Family Expendi-
ture Survey: a study of differential response based on a
comparison of the 1971 sample with the census’ by W. F. F.
Kemsley, Statistical News No 31, November 1975 (HMSO)).
The effect of this differential response on the accuracy of
the estimates of redistribution is the subject of an article
‘Differential response in the Family Expenditure Survey:
the effect on estimates of redistribution of income’ by
R Harris in Statistical News No 39, November 1977
(HMSO).

The available evidence suggests that older households,
households where the head is self-employed and those
without children are less likely to co-operate than others.
There are regional variations in respense; for example in
the Greater London area 1t is noticeably lower than in other
areas. There are also indications that higher income house-
holds are less likely to respond. It is not practicable at
present to correct for any consequential non-response bias;
the results in the article are based on the responses of those
households which actually co-operated in the survey.

Income: redistributive stages

Stage one

Original income plus benefits in cash minus direct taxes —
Disposable income.

Stage two

Disposable income plus subsidies minmus indirect taxes =
Income after all taxes and transfers.

Stage three

Income after all taxes and transfers p/fus benefits in kind =
Income after all taxes and benefits (final income).
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The starting point of the analysis is original income. This
is income in cash and kind of all members of the household
before the deduction of taxes or the addition of any state
benefits. The original income of the household is the total
combined income of the members of the household from
employment, self-employment and investment, including
occupational 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
pavment was abnermal, to take account of the amount
usually received. Allowance is also made for periods of
absence from work through sickness and unemployment,
and for occasional payments. In the case of investment and
seif-employment income the normal income figure is taken
as the amount received in the last twelve months for which
details are available from the respondent.

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

The next stage of the analysis is to show the distribution
of cash benefits and to add these to original income to
obiain original income plus cash benefits. Cash benefits are:

Family allowances and child benefit

Retirement and old-age pension, widow’s pension,
disablement and war disability pension, invalidity
pension and allowance, mobility allowance

Unemployment benefit, sickness, industrial injury and
industrial injury disablement benefit

Family income supplement

Supplementary benefit

Maternity allowance

Death and maternity grants

Redundancy payment

Other cash benefits

Supplementary benefit includes all supplementary allowances
where they are separately distinguished by respondents.
The amount of benefit is taken as the amount received by
the household in the 12 months prior to interview. Redund-
ancy benefit is the sole exception to this; the amount of
benefit received is divided by the number of years it is
intended to cover.

Direct taxes are then deducted to give disposable income”
Direct taxes are:
Income tax
Surtax o
Employees’ and self-employed contributions to national
insurance and national health services.

The estimates are based on the amount deducted from the
Jast payment in the case of employment incomes and on the
amount paid in the last 12 months for which figures are
available in the case cf self-employment and investment
incomes.

As original income includes some elements of income in
kind, particularly imputed rent of owner occupiers, dis-
posable income as defined here does not correspond exactly

to money available for the household to spend. It does
however give an indication of the resources which are
available to the household and which influence spending
decisions.

One of the basic problems of allocating government
revénues and expenditures to househelds is in identifying
the ultimate payer or recipient. In some cases, for example
corporation tax, this is impracticable or highly contro-
versial and so we prefer not to allocate the items concerned.
Even for those we do allocate the criteria used are some-
times questionable. Thus, the lack of data forces us to
assume that the incidence of net direct taxes falls on the
individual from whose income the tax is deducted. The
analysis implies that the benefit of tax relief, for example
mortgage tax relief, accrues directly to the tax payer rather
than to some other party, for example, the vendor of the
land. It also implies that no section of the working popula-
tion has been able to pass the cost of the direct tax back
to employers through lower profits, or to consumers through
higher prices. The major taxes not allocated are corporation
tax and taxes on capital.

The order in which the remaining allocated items are
presented is to some extent arbitrary. First, we add subsidies
less indirect taxes to disposable income to obtam income
after all taxes and transfers. This corresponds closely to
‘available income’ in the United Nations recommendations
for systems of national accounts, and to the ‘factor cost’
concept of consumers’ expenditure shown in the national
income Blue Books; the factor cost is calculated by sub-
tracting indirect taxes from consumers’ expenditure at market
prices and adding consumer subsidies. The subsidies are:

Housing subsidies
Food subsidies
Rait travel subsidies

The total housing subsidy for local authority tenants is
defined as the difference between current account expendi-
ture by public authorities on housing (the sum of the
‘economic rents’) and the rent paid by tenants of local
authority dwellings. For each local authority dwelling in the
sample the subsidy is derived as the excess of the estimated
economic rent over the actual rent paid by the tenant. The
subsidy therefore includes any rent rebates which the
tenant may be allowed. The economic rent for each dwelling
is calculated by multiplying the rateable value of that
dwelling by the ratio of the total current account expenditure
on all dwellings owned by the local authority to the total
rateable value of those dwellings. 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 for each household are estimated by
calculating the ratio of the total cost of the subsidies to
consumers’ expenditure on the subsidised product field.
The subsidy factors derived in this way are applied to actoal
expenditure by the household on the product field covered.
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 calculated in this way.

In line with practice in earlier years, agricultural subsidies
are regarded as forming part of the original income of
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farmers and not as benefits to the consumer. The subsidies
do not include payments by the European Economic
Community because reliable estimates of them are not
available for 1977.

The rail travel subsidies allocated are those to British
Rail and to London Transport railways (the Underground).
They are estimated in a way similar to food subsidies, i.e.
by calculating the ratio of the cost of the subsidy to con-
sumers’ expenditure on rail fares. In allocating the British
Rail subsidy the total subsidy paid is apportioned between
freight and passenger services by the receipts of British
Rail for their freight and passenger business and then a
further apportionment between the personal and the
business and other sectors is made. This gives the amount
of subsidy attributable to rail travel by the personal sector.
In allocating the subsidy to London Transport railways the
total substdy to London Transport is apportioned between
tube and bus services by the receipts of these sections with
an allowance for the use of the Underground for business
purposes.

A more detailed account of the treatment of subsidi;s is
given in an article, ‘The redistributive effect of subsidies
on households’, in Economic Trends No 289, November
1977.

Indirect taxes on final consumer goods and services are:

Local authority rates on dwellings (after rebates)
Duties on beer, wines, spirits, tobacco, oil, betting, etc.
Value added tax (VAT)

Car tax

Motor vehicle duties

Driving licences

Television licences

Stamp duties

These taxes are either levied directly on the consumer
(for example local rates) or are assumed to be fully incident
on the consumer. For example, the amount of VAT which
is paid by the household is calculated from the household’s
total expenditure on goods and services subject to VAT.
Where goods are subject to both excise duties and VAT,
the VAT is consolidated with the excise duty. Thus ‘duty
on wines’ includes both excise duty and VAT.

VAT and car tax affect the prices of secondhand cars and
are therefore assumed to be incident on the purchaser of
such cars. Expenditure recorded in the FES on alcoholic
drink, tobacco, ice cream, soft drinks and confectionery is
weighted to allow for the known under-recording of these
ifems in the sample. The true expenditure in each case is
assumed to be proportional to the recorded expenditure.
It should be noted that local authority rates are paid in full
by recipients of supplementary benefit as the supplementary
benefit payments they receive include an allowance for this
item.

Indirect taxes on intermediate goods and services are:

Local authority rates on commercial and industrial
property

Motor vehicle duties

Duties on hydrocarbon oils

Import duties

Stamp duties

Employers’ contributions to national insurance, the
National Health Service, the industrial injuries fund
and the redundancy payments scheme.

These taxes are those that fall on goods and services
purchased by industry and used in the production of goods
and services for final consumption by consumers. That
part which falls on goods and services bought by consumers
1s assumed to be fully shifted to the consumer. Their alloca-
tion between different categories of consumers’ expenditure
is based on the relation between intermediate production
and final demand, estimated using input-output techniques.

Finally, we add the effect of those state benefits in kind
for which there 1s a reasonable basis for atlocation to house-
holds, to obtain income after all taxes and benefits. Benefits
in kind are:

National Health Service

School health service

State education

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

The measure of the benefit of the National Health Service to
households is the cost of providing the service. That cost
is estimated by the Department of Health and Social
Security according to the use made of the service by
individuals of different ages and sex. Tt is then applied to
the households in the FES in the corresponding age-sex
groups. The benefit of the maternity services is assigned
separately to those households in receipt of maternity benefit.

Education benefit is estimated by the Department of
Education and Science as the cost per pupil or student of
providing the various educational services, such as special
schools, primary, secondary and direct grant schools,
universities and teacher training colleges. The value of the
benefit attributed to households depends 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 to this figure and the fees and contri-
butions made by parents subtracted to arrive at a final net
benefit for each household.

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

Previous articles

This article is the latest in an annual series. Earlier articles
covering the years 1957 to 1976 were published in the
following issues of Economic Trends: WNovember 1962,
February 1964, August 1966, February 1968, 1969, 1970,
1971, 1972, November 1972 and 1973, December 1974,
February 1976, December 1976 and February 1978, The
December 1974 article contains a comprehensive account
of the methods employed and the changes in treatment
over the years. As far as is practicable with the resources
available the Central Statistical Office will provide on
request analyses for 1977 on a basis comparable with those
for earlier years. Enquiries should be addressed to D.
Westcott, Branch 13, Central Statistical Office, Great George
Street, London SWIP 3AQ, telephone 01-233-4478.
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General government expenditure! in 1972 and 1977

TABLE 1
1972 1977
Percentage Percentage
of total of total
£ million expenditure £ mijlion expenditure
Allocated expenditure
Allocated cash benefits and subsidies?
Benefits in cash . . . .. . .. .. . .. - .. 4,930 18-7 12,700 205
Subsidies
Housing (mcludmg rent rebates and allowances) .. .. .. .. . 390 15 1,880 30
Food .. .. .. .. .. .. .. .. .. — _ . 230 o4
Rail travel .. .. .. .. .. .. .. .. .. .. a0 a2 240 0-4
Allocated benefits in kind
Health services .. .. . .. N . . .. .. .. 2,360 S0 6,310 10-2
Education .. .. .. .. .. .. .. 2,860 10-9 7.180 116
School meals, ITII”( welfare foods .. . .. . .. . . 160 o6 450 o7
10,740 40-8 28.290 46-8
Unallacated expenditure
Cther current expenditure on social, environmental and protective services
Social services
Social security benefits
Administration .. .. N .. .. .. .. .. .. 250 09 630 17
Personal social services . . .. .. .. .. .. .. .. .. 330 1-3 1,200 78
Other .. .. .. o .. .. .. . .. .. .. 10 — 20 —
Environmental services
Housing . .. .. .. .- .- 30 o7 220 o4
Water, sewerage Iand dramage and pubhc health .. .. .. .. .. 300 7-7 580 o-8
Parks, etc. . .. . .. . .. 100 o4 340 -8
Miscellaneous local authomy servnces .. . .. .. . . .. 190 a-7 650 1-0
Libraries, museums, and aris .- .. N .- .. .. .. .. 110 o-4 320 0-5
Protective services
Police .. .. .. R .- . .. . .. 450 77 1,130 7-8
Parliaments, couns and pnsons . . .. .. . .. . .. 200 a8 590 10
Fire services .. .. s .. . . . . .. .. 100 0-4 230 -4
2,070 78 5,960 88
Capital expenditure on social, environmental and protactive services
Social services . . .. .. .. .. .. o . .. . 810 3-1 1.140 1-8
Environmental services
Housing .. .. .. .. .. .. .. . .. .. 1,100 4.2 3,010 4-9
Other . . . .. . .. .. .. .. . .. 6870 2.2 640 70
Protective semces .. .. .. .. .. .. .. .. .. 50 0-2 150 2
2,530 9-6 4,930 8-0
Qther current expenditure
Defence and external relations . . .. .. .. .. . .. .. 3,290 i2-5 7.950 12-9
Roads, transport and communications . . . .. .. .. .. 500 78 1,410 23
Industry, trade, agnculture research and emp!oyment .. R .- . .. 1,240 4-7 2,190 35
Other .. .. .. . .. .. .. .. .. 640 2-4 1,200 78
5,670 275 12,780 206
Qther capital expenditure .. .. .. . . .. .. .. .. 2,670 70-71 1,820 29
Debt interest .. . .. .. . . .- . .. 2,290 &7 6.540 10-5
Non-trading capital consumptlon . .. .- N .. .- .. .. 350 i-3 950 75
Total expenditure .. .. .. .. .. .. .. .- .. 26,320 100-0 61,960 100-0

' This table and Table 2 relate to the combined expenditure of central government and local authorities, excluding transactions between the two sectors.
Prior to the 1976 article, the tables related to consolidated public sector expenditure, a presentation no longer used in the nationa! accounts. Whereas the
present figures include general government payments to and receipts from public corporations, the former tables included the income and expenditure
of public carporations ather than their receipts from and payments to general government.

2 Including benefits to people not living in piivate households.

Source: National Income and Expenditure 1967-77, Table 8.4
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Financing of general government! expenditure in 1972 and 1977

TABLE 2
1972 1977
Percentage Percentage
of toraf of total
£ miflion financing £ million financing
Allocated financing
Allocated taxes?
Cirect taxes
Income and surtax . .. .. .. . .. 8,660 25-3 17,420 287
Erployees” and seif~ employ‘ed Nl conrrlbunons .. . .. .. . 1,630 a2 3,780 &7
Indirect taxes
On final goods and services . . .. .. .. .. .. .. .. 6,000 22-8 13,150 2712
On intermediate goods and services . . . . .. .. .. .. 2,140 g7 4,420 71
16,430 624 38.770 62-6
Unaliocated financing
Unallocated taxes
Corpgoration tax, etc. .- .. .. .. 1,430 5.4 2,880 4-6
Taxes on expenditure not a!located 10 consumers expendxture .. .. .. .. 1.860 71 5,280 85
Employers’ NI contributions not allocated to consumers’ expenditure . . .. .. 970 37 3.260 5.3
Taxes on capital . . . .. . .. .. .. .. .. .. 760 29 910 7-5
5,020 19-7 12,330 199
Other receipts? .. . .. . .. .. .. .. .. 2,760 10-5 6,220 70-0
Government borrowing requnement .. - .. .. .. .. .. 2,110 &80 4,650 75
Total financing .. . .. .. .. .. .. .. . .. 26,320 1000 61,960 100-¢

1 See footnote ' of Table 1.
2 Including taxes paid by people not living in private households.
2 Receipts of rent, interest, dividends. trading income and miscellaneous transactions (net).

Saurce: National Income and Expenditure 1967-77, Table 9.1
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1977

Quantile shares of income by household type

TABLE 6

Percentage share of 1otal income in groups of 5 per cent of households

10th 11th 12th 13th 714th 15th 16th 17th 18th 18th 20th Total

2nd 3rd  4th Bth  6th  7th  8th  9th

st

1

Pensioner

1 adult

26-6 100-0

&1

13 25 34
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—
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Distribution of households co-operating in the Family Expenditure Survey, 1972 and 1977

Bv decile groups of original income

TABLE 8

Decile groups

All
house-

1st 2nd 3rd 4th 5th 6th Tth 8th 9th 10th holds
1977
1 adult retired . . 406 298 107 22 8 5 5 2 2 2 857
2 adults retired 152 264 168 38 20 9 6 8 & 9 680
1 adult non-retired 35 48 123 145 80 52 3N 25 15 10 562
2 adults non-retired . 24 32 148 207 204 193 224 226 195 58 1,611
2 aduhs, 1-4 children. . 33 24 89 208 305 343 294 276 189 163 1,924
Others. . . .. .. .. 70 56 84 100 103 118 160 182 313 378 1,564
Mumber of households in the sample.. 720 720 719 720 720 720 720 719 720 720 7,198
Average original income (£ per year) . . 20 392 1,442 2,703 3,607 4,411 5194 6,096 7.392 11,094 4,234
1972
1 adult retired . . 396 206 64 8 7 3 1 2 3 4 694
2 adulis retired 175 244 82 23 I 10 5 2 7 7 566
1 adult non-retired 33 72 135 100 63 32 23 20 13 9 500
2 adults non-retired . . 25 82 163 207 200 184 197 191 179 146 1,674
2 adults, 1-4 children . . 23 26 162 256 324 354 316 280 196 163 2,090
Gthers. . . .. .. .. 50 71 106 108 97 118 160 207 303 373 1,583
Number of households in the sample. . 702 701 702 702 702 701 702 702 701 702 7,017
Average original income {£ per year) . . 21 284 B7t 1,354 1.719 2,029 2,378 2,788 3,374 5,157 1,997

Distribution of households co-operating in the Family Expenditure Survey, 1972 and 1977

By decile groups of original income plus cash benefits

TABLE 9
Decile groups
All
house-
1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th holds

1977
1 adult retired . . 567 193 47 23 8 5 6 4 1 3 857
2 adults retired 21 308 202 59 30 20 10 8 10 t2 680
1 adult non-retired 76 75 121 108 64 45 g 17 16 9 562
2 adults non-retired 18 46 142 220 208 208 223 212 197 137 1,611
2 adults, 1—4 children . . 11 K3 14G 233 304 330 274 270 169 162 1,924
Qthers. . .. .. .. .. 27 67 67 17 1086 112 176 208 327 337 1,664
Number of househalds in the sample. . 720 720 719 720 720 720 720 719 720 720 7,198
Average original income pfus cash

benefits (£ per yvear) 1,080 1,658 2,431 3,267 4,014 4,740 5,476 6,357 7.640 11,343 4,802
1872
1 adult retired . . 516 109 42 6 5 4 2 1 4 5 694
2 adults retired 67 296 99 41 19 13 9 7 7 8 566
1 adult non-retired 76 90 122 79 46 3o 21 16 12 8 500
2 adults non-retired 17 95 166 226 187 i, 194 187 178 133 1,574
2 adults, 1-4 children. . 5 43 184 272 341 326 310 260 191 158 2,090
Others. . .. .. .. . 21 68 89 78 104 137 166 231 309 390 1,583
Number of households in the sample. . 702 701 702 702 702 701 702 702 FiY] 702 7,017
Average original income pfus cash

benefits (£ per year) 484 799 1,194 1,547 1,873 2,162 2,481 2,890 3,474 5,267 2,216
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Distribution of households co-operating in the Family Expenditure Survey. 1972 and 1977

By decile groups of disposable income

TABLE 10

Decile groups

All
house-

tst 2nd 3rd Ath 5th 6th 7th 8th 9th 10th holds
1977
1 adult retired . . 552 215 40 23 10 5 5 3 4 — 857
2 adults retired 18 268 206 83 38 25 13 6 14 9 680
1 aduit non-retired 89 108 134 82 54 38 26 10 12 9 562
2 adults non-retired 20 43 162 224 219 228 227 199 166 123 1,611
2 adults, 1-4 children. . T4 27 128 235 302 305 292 258 196 166 1,924
Others. . .. .. .. .. 27 59 49 73 97 119 157 242 328 413 1,564
Number of households in the sample. . 720 720 719 720 720 720 720 719 720 720 7,198
Average disposable income (£ per year) 1,073 1,594 2,167 2,766 3,318 3.853 4,409 5,073 6,050 8,765 3,907
1972
1 adult retired . . 514 120 34 7 3 6 2 1 3 4 694
2 adults retired 58 285 106 49 27 15 9 5 6 6 566
1 adult non.retired 89 112 114 74 37 28 16 19 3 8 500
2 adults non-retired . 15 86 208 223 186 218 175 172 173 118 1,674
2 adults, 1—4 children . . 4 40 167 269 353 307 322 268 189 171 2,090
Qthers. . .. .. . .. 22 58 73 80 96 127 178 237 327 395 1,593
MNumber of households in the sample. . 702 701 702 702 702 701 702 702 701 702 7017
Average disposable income (£ per year} 479 769 1,080 1,355 1.618 1,856 2,108 2,428 2,890 4,261 1,884

Distribution of households co-operating in the Family Expenditure Survey, 1972 and 1977

By decile groups of income after all taxes and transfers

TABLE 11
Decile groups
All
house-
1st 2nd 3rd 4th 5th Bth Tth 8th 9th 10th holds
1977
1 adult retired . . 444 288 67 25 15 4 5 4 5 — 857
2 adults retired 48 173 203 139 44 26 13 13 10 11 680
1 adult non-retired 109 110 108 80 51 39 29 17 9 9 562
2 adults non-retired 47 60 158 187 214 239 205 193 173 135 1,611
2 adults, 1—4 children. . 41 37 121 230 287 277 284 255 214 178 1,924
Others. . .. .. .. .. 31 52 61 59 109 135 184 237 309 387 1,564
Number of households in the sample.. 720 720 719 720 720 720 720 719 720 720 7,198
Average income after all taxes and
transfers (£ per year) . 886 1.386 1,795 2,218 2,664 3,097 3,557 4,130 4,537 7,318 3,205
1972
1 adult retired . . 454 156 49 15 3 3 5 1 4 4 694
2 adulis retired 81 222 136 63 29 15 10 7 4 9 566
1 adult nen-retired 81 108 107 81 47 26 17 17 10 6 500
2 adults non-retired 33 98 186 197 227 190 188 173 157 125 1,574
2 adults, 1-4 children. . 25 63 153 264 292 337 295 270 213 178 2,090
Others. . .. .. .. .. 28 54 71 92 104 130 187 234 313 380 1,593
Number of households in the sampie.. 702 7N 702 702 702 701 702 702 701 702 7,017
Average income after all taxes and
transfers (£ per year) 364 609 826 1,053 1,262 1,467 1,678 1,955 2,343 3,543 1,510
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Distribution of households co-operating in the Family Expenditure Survey, 1972 and 1977

By decile groups of income aftar all taxes and benefits

TABLE 12
Decile groups
Alf
house-
1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th holds

1977
1 adult retired . . 478 288 47 23 ] 6 3 4 2 —_ 857
2 adults retired 32 155 244 150 41 21 12 8 19 7 680
1 adult non-retired 131 140 1oe 69 50 n 14 9 4 6 562
2 adults non-retired 41 82 187 247 279 235 187 158 118 77 1,611
2 adulis, 1-4 chiidren . . 19 34 82 175 252 283 320 310 252 197 1.924
Others. . . .. .. . 19 21 51 56 92 144 184 230 334 433 1,564
Number of househalds in the sample . . 720 720 719 720 720 720 720 719 720 720 7.198
Average income after all taxes and

benefits (£ per year) 1.141 1,674 2,166 2,668 3,198 3,709 4,253 4,914 5.867 8,491 3,808
1972
1 adult retired . . 487 144 36 8 5 5 1 2 3 3 694
2 adults retired 59 236 151 57 26 11 1 3 8 4 566
1 adult non-retired 99 144 101 63 36 17 19 9 5 2 500
2 adults non-retired 34 114 230 259 236 208 152 150 106 85 1.574
2 adults, 1-4 children . . 13 33 131 214 294 333 343 283 247 199 2,090
Others. . .. .. .. .. 0 30 53 96 105 127 176 255 332 409 1,593
Number of households in the sample. . 702 701 702 702 702 701 702 702 T 702 7,017
Average income after all taxes and

benefits (£ per year) . 463 732 976 1,242 1,487 1,730 1,976 2,280 2,732 4,018 1,764




