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The effects of taxes and benefits on
household income, 1978

Introduction

Articles on the impact 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 distribu-
tion of income between different types of households. The
present article continues the series with estimates for 1978.

The article consists of a commentary and two appendices’
The first part of the commentary seeks to describe redis-
tribution for the latest year for which data from the Family
Expenditure Survey (FES) are available, in this case 1978.
The second part analyses movements in redistribution for
the years 1973 to 1978. The first appendix describes various
aspects of methodology, such as the FES, the income con-
cepts, definitions of various types of households, and the
method of imputing the berefits which individual house-
holds derive from certain parts of public expenditure.
Appendix 2 gives the detailed tables, summaries of which
are used in the commentary to highlight significant changes.

I. RESULTS FOR 1978

To be able to interpret the results, a brief explanation of the
stages of redistribution is essential. The starting point is
original income, j.e. income before the effects of taxation
or state benefits, or pre-tax, pre-benefit income. The first
step is to modify original income by adding direct cash
payments such as unemployment benefit paid to households

Summary of results for all households, 1978

By decile groups of original income

and by deducting direct taxes. The result is disposable
income, 1.e. the income available for spending. Finally, we
estimate the redistributive effects on disposable income of
indirect taxes, subsidies and direct benefits in kind, such as
health and education services, to arrive at ‘final income’.

The nature and level of redistribution can be gauged
from a comparison between original income, disposable
income and final income for each decile group, i.e. each
one-tenth of the household population, as shown in Table A,
It is clear from this table, in which households are ranked
by original income, that, as a result of the tax-benefit-
subsidy system, income is redistributed from households
with high incomes to those with low. This pattern is the
net effect of, on the one hand, a decline in average cash
benefits and subsidies as original incomes rise, and, on the
other hand, an increase in average taxes, both direct and
indirect, with increases in original income. However, unlike
cash benefits, direct benefits in kind tend to rise with
original incomes. This is a consequence of the correlation
between size of original income and household size, by
which the amount of benefit in kind varijes.

To illustrate, Table A shows that as a result of cash
benefits the average original income of the bottoem 20 per
cent of households increased from £240 to £1,710. This
marked redistribution is due to the fact that most cash
benefits are designed to support people during periods
when they are not earning, i.e. when their average original
income is [ow. About 60 per cent of cash benefits are state
pensions, mainly retirement pensions, and about three-

TABLE A
Decile groups
All
1st 2nd 3rd 4ath bth Bth Tth ath 9th 10th households

Number of households in sample 700 700 700 700 700 700 700 700 700 701 7.001

Average ’
Number of warkers per household ~ G41 Q-2 07 1-1 1-4 1-6 1-8 1-9 2.2 2.6 1-4
Number of persons per household 1-7 1-7 21 24 28 31 32 32 33 3.7 2.7
Number of adults per household . . 1-4 15 1-7 1-8 20 21 22 23 25 2.9 2.0
Number of children per household  0-4 0-2 -4 06 0-9 10 10 09 08 07 0-7
Number of persons per warker 170 74 31 22 241 20 1-8 1-6 1-8 1-4 2-0
f per household per year!

Average
Original income .. .. 20 460 1,560 2,960 4,050 4,990 5,900 7,010 8,510 12,770 4,830
plus Cash benefits 1,660 1,390 1,180 600 470 390 320 280 270 240 870
Jess Direct 1axes .. 10 150 420 720 900 1.140 1,370 1,800 2,960 950
Disposable Income .. 1,580 1,830 2,600 3,150 3,800 4,470 5,090 5,920 6,980 10,050 4,550
plus Subsidies .. .. . 250 160 130 120 120 100 90 80 80 ! 80 '1 20
fess Indirect taxes . .. 320 370 580 710 830 560 1,080 1,220 1,390 1,780 920
plus Direct benefits in kin .. 510 450 550 540 660 730 750 750 770 ’870 660
Final income 2,020 2,080 2,700 3,100 3.750 4,340 4,860 5,630 6,450 9,220 4,410

' Rounded to the nearest £10,
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quarters of all households in the bottom 20 per cent of the
income distributjon are retired. Indeed, over 30 per cent of
cash benefits go to this group of retired households.

Direct taxation is made up of employees’ (and self-
employed persons’) national insurance contributions and
income tax. Original income plus some of the cash benefits,
mainly pensions, 1s broadly the basis on which tax liability
is assessed. Not surprisingly, better-off households pay a
substantially higher proportion of their income in tax. For
example, in 1978 20 per cent of original mcome of the top
10 per cent of households was paid in income rax. However,
tax payments are determined not only by size of original
incomes but also by tax reliefs such as those on mortgage
interest and life insurance premiums. The tax figures in this
article are shown net of these reliefs because of the nature
of the available data. (The alternative of showing a notional
tax liability before reliefs might be of some interest but it
would not alter the overall redistributive effect of taxes.)

Disposable income, which is effectively the income people
have available for spending, reflects the net ‘gains” and
‘losses’ of direct taxes and cash benefits and is much more
evenly distributed than original income. The lowest fifth
of houscholds received § per cent of total disposable income
compared with ] per cent of original income, and the top
fifth received 37 per cent of disposable income and 44 per
cent of original income.

Indirect taxes are taxes on expenditure, such as VAT
excise duties and local authority rates. Subsidies are
payments by the government to reduce market prices. Thus,
the benefit a household receives from subsidies and the
amount of indirect taxes it pays depends on how it spends
its income, Indirect tax payments are larger for higher
income households than for lower income households,
reflecting the higher expenditure of the former and the
fact that most indirect taxes are roughly proportional to
expenditure. However, indirect taxes represent a lower
proportion of the disposable income of higher income house-
holds than of those with lower incomes, being 18 per cent
of disposable income in the highest decile group and 20 per
cent in the lowest decile group of households. This is
because higher income households spend a lower proportion
of their income - they save more. At the same time the
measured impact on the lowest income groups is overstated
for two reasons. First, some recipients of supplementary
benefit get an increased allowance and pay their rates in full
mstead of receiving their entitled rebate; secondly, some
student households are largely dependent on maintenance
grants, which are included in education benefits rather than
disposable income, and so they are shown as being in the
lowest decile groups of income although their expenditure
from their grants gives them a relatively high level of
indirect taxes.

The subsidies that it is practicable to allocate are in value
mainly housing subsidies. These are shown to be higher for
households in the lower decile groups, particularly the
lowest, both because there are more houscholds living in
lecal authority housing in these income groups than in
other groups and because those with low incomes receive
rent rebates (which are part of housing subsidies).

Apart from cash benefits and subsidies, the other cate-
gories of government expenditure which are allocated to

kouseholds are current expenditure on liealth, on education
and on welfare foods, collectively descrised in this article as
benefits in kind. The distribution of these benefits depends
far more directly on the size and composition of recipient
households than on their income. Thus. retired households
generally receive higher benefits from health expenditure
than non-retired households of the sams size because of the
greater cost of elderly people to the health service; and
households with children of school age tend to receive mare
from education expenditure than households without such
children. Generally, the larger the household the greater
are the benefits in kind allocated to it. As Table A shows,
the number of persons per household increases with income
and, over the first seven decile groups, s0 does the number
of children per household. As an indirect consequence,
benefits in kind increase markedly with income.

The effect of these indirect taxes, subsidies and benefits in
kind is to lessen the inequality of household income a little
further, the bottom quintile group receiving 9 per cent of
total final income and the top quintile group 36 per cent,
compared with 8 per cent and 37 per cent of disposable

idncome. Table B shows these changes in shares in greater
etail.

Percentage shares of total household

‘ilr;)%%mes by quantile groups of households,

Quantile groups of households ranked by original income
TABLE B

Percentages
) Griginal Disposable Final
Quantile group income income income

Top 20 per cent 44 37 38
2140 per cent 27 24 24
41-6Q per cent 19 18 18
61-80 per cent 9 13 13
B1-100 per cent 1 8 9
Total 100 100 100
Top 10 per cent 27 22 21
Lowest 10 percent — 4 5

The interpretation of these resuits should take account
of three very important qualifications. First, because of
conceptual difficulties and lack of data, a large amount of
government expenditure and revenue is not aillocated to
households. For example, there is no non-arbitrary way of
dividing the benefits of government expenditure on defence
to households of different types and different levels of
income. In 1978 about £33 thousand million, or nearly one-
half of total expenditure and about £42 thousand million,
or nearly three-fifths of total receipts were allocated. The
consequences of this imbalance are that households are
collectively shown in the tables as paying more in taxes
than they receive in benefits and that greater significance
should be attached to the broad pattern of redistribution
than to the precise figures of “gains’ and ‘losses’, particularly
in the middle of the distribution of final income.
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Quintile groups of all households analysed
by household composition types, 1978

All households ranked by original income

TABLE C

Percentages

1and 2 1and2 2 adults All

adults adulis 1—4 house-
Quintile groups retired non-retired c¢hildren  Others  holds
Ton 20 percent .. 1 28 24 47 100
21-40 per cent . 1 36 38 25 100
41-60 per cent .. 4 a8 43 15 100
61-80 per cent .. 27 41 19 13 100
81-100 percent .. 75 11 4 10 100
All hguseholds .. 21 31 26 22 100

Secondly, the allocations show only the initial impact of
taxes and benefits on household income. It is not practicable
in this article to measure indirect and lagged effects, such as
incentjve effects of changes in taxation on outpul or the
productivity effects of *human investment’ in education,

The third qualification is that the absolute size of benefits
is more meaningful when related to the size and composition,
and hence, by implication, the varying needs of households.
To illustrate, Table A shows that the lowest quintile group
of households contains 13 per cent of indjviduals and the
highest quintile group 26 per cent, s0 thal the distribution
of final income would appear even less unequal on a per
capita basis than on a household basis. However, even a
per capita basis would not be adequate because it treats all
individuals as homogeneous units when in fact children,
disabled individuals and the elderly bave different needs
from the average individual of working age. Itis not feasible
to allow for these complex differences in household
characteristics and needs in this article but some indication
of their importance can be obtained from Table C.

From the table, it isclear that three-quarters of the house-
holds in the bottom quintile group are retired, which accounts
for the large proportion of pensions which goes to this
group. However, the needs of pensioners would_not be
identical to those of households with children, which pre-
dominate the third quintile group.

1. RESULTS FOR THE YEARS 1973 TO 1978

Summary

This part of the commentary covers the more significant
trends in redistribution between 1973 and 1978, The chief
observation, which is elaborated below, is that, despite
significant changes in government expenditure and fiscal
policies, the relative distribution of household final income
remained broadly the same between 1973 and 1978. How-
ever, without the tax-benefit-subsidy system, the distribution
of income and of welfare in the Untied Kingdom, in any
one year, would have been much more unequal than it was.
The supporting figures are given in Table .

As Table D shows, the percentage shares of final income
received by the top 20 per cent of households varied within
a narrow range in the period, between 33 and 37 per cent.
The corresponding variation for the bottom quintile group
was between 8 and 9 per cent. However, the pre-tax, pre-
benefit share of the top quintile group was 43 (0 44 per cent
and of the bottom group only 1 per cent. Thus, redistribution
reduced the share of income of the top 20 per cent of house-
holds by between 7 and 9 per cent in the period and it
increased the share of the bottom quintile group by between
7 and 8 per cent.

Percentage distribution of original and final
income, 1973-1978

Households ranked by original income
TABLE D

Percentages

Qriginal income

1973 1974 1975 1976 1877 1978

Quintile group

Top 20 per cent . 44 44 43 44 44 a4,
21-40 per cent . 26 26 26 26 27 27
41-60 per cent .. 19 19 19 19 19 19
61-80 per cent .. 11 11 10 10 10 9
81-100 per cent .. 1 1 1 1 1 1
Total original income .. 100 100 100 100 100 100

Final income

Quintile group

Top 20 per cent .. 37 36 35 35 35 36
21-40 per cent . 24 24 24 23 23 24
41-60 per cent .. 18 18 19 18 18 18
61-80 per cent .. 13 13 14 14 14 13
81-100 per cent . 8 8 9 9 9 9
Total final income .. 100 100 100 100 100 100

The stable pattern of final income is largely explained by
two factors. First, as Table D shows, the starting point
i.e. the percentage distribution of original income, was
itself remarkably stable throughout the period 1973 to
1978. (Strictly, the more fundamental explanation lies in
the share of original income in final income; if that share
is small, as it is for the bottom quintile group of households,
even large percentage changes in it would not materially
affect the share of final income; and vice versa.} The second
factor is thatannualchanges in the redistributive components
often offset one another, e.g. between 1973 and 1973 nearly
half the increase in direct taxes for the top quintile group was
offset by increases in the various benefits they received. The
changes in individual components are discussed in detail
below. But, before that discussion, these two factors are
illustrated by a more detailed consideration of two of the
more noticeable changes in Table D.
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The first is the fall from 37 per cent in 1973 to 35 per
cent in 1975 in the share of final income which went to the
top quintile group of households. This reduction was due
partly to the fall in their share of criginal income from
44 to 43 per cent and partly to the simultaneous increase
in the average direct taxes patd by the group. These changes
were sufficiently large to swamp changes in the opposite
direction; for example, the increase in the share of subsidies
received by the group.

The second is the fall from 11 per cent to 9 per cent in
the share of original income received by the second lowest
quintile group of households, without a corresponding
reduction in its share of final income. The share of original
income fell because the number of retired households in
the population increased and because some of this increase
appeared in the second lowest quintile group, rather than
being confined to the lowest quintile group where retired
households predominate. As retired housecholds generally
have very small incomes, their greater numbers in the second
lowest quintile group led to a reduction in its share of
original income. However, their greater numbers also led to
offsetting changes; the share of subsidies rose, the share of
direct taxes fell, and, more important, the share of cash
benefits increased. Since, even compared with original
mcome, cash benefits form a relatively large part of final
income of this quintle group, the share in final income did
not fall in line with the share of origial income,

Changes in individual components

Toral gavernment expenditure 1973-78

The broad changes in total government expenditure are given
in Table E.

Growth of gross domestic product and
government expenditure, 1973-1978

TABLE E

Index numbers (1973 =100) and percentage
changes over previous year (in brackets)

1973 1874 1975 1976 1977 1978

Gross domestic product .
(at current market prices} 100 113 143 169 185 222
(+13) (+26) (+19) (+15) (-+14)

General government
expendiwure and financing 100 128 169 191 202 234
(+28) (+32) (+13) (+48) (416)

Government expenditure

Transfer payments 100 135 175 195 208 254
Govt final consumption 100 124 173 200 219 245
Capital investment 100 120 137 148 133 122

In 1978 the combined expenditure of local and central
government, that is general government expenditure,
amounted to £7]1 thousand million. Besides expenditure on
goods and services this figure comprised both current and
capital transfer payments, capital investment and non-
trading capital consumption. 1t was financed by receipts of
£23 thousand miltion from direct taxes on persons, by £23
thousand million from indirect taxes falling on expenditure
and by £23 thousand million from other sources such as

corporation tax and borrowing (see Appendix 2, Tables 1
and 2). Househotds both contribute to and benefit from this
expenditure. They pay taxes directly in the form of income
tax and national insurance contributinns, and indirectly
through local rates and the taxes levied on the goods and
services they buy. They benefit from government spending
on social services including state education, the National
Health Service, and housing and rail travel subsidies, as
well as payments in cash.

Table E shows that government experditure and revenue
at current prices rose throughout the period, largely because
of inflation. However when allowance is made for the effects
of inflation, the pattern of growth from year to year has
been rather uneven, as is clear from comparing the growth
of government expenditure with that of gross domestic
product (GDP).

Allocated and unallocated expenditure

Variations in the parts of government transfers allocated to
households are given in Table F.

Shares in government transfer payments,
1973-1978

TABLE F

Percentages

1973 1974 1975 1976 1977 1978

Allocated transfers

Cash benefits 39 36 36 41 46 45
Subsidies 5 8 9 2] 8 7
Education scholarships

and grants 5 4 4 5 5 5

49 49 50 556 59 56
Unallocated transfers 51 51 50 45 41 44

All governmant transfers 100 100 100 100 100 100

The transfer payments allocated are total cash benefits,
some subsidies 1o households, and education grants and
scholarships. Cash benefits, which are by far the largest
single category have, in absolute terms, grown steadily
throughout the period. However, as Table F shows, the
fluctuations in the share of cash benefits in total transfers,
a fall from 39 per cent in 1973 to 36 per cent in 1974 and a
rise to 45 per cent in 1978, are due to changes in the other
componenis of transfers. With the expansion of subsidies
on housing and rail travel and with the introduction of
consumer food subsidies, subsidies grew very rapidly in 1974
and 1975, This caused their share in total transfers almost
to double, from 3 10 8 per cent. Qver the following three
years, 1976 to 1978, their value at current prices changed
little, with the gradual phasing out of food subsidies
offsetting the continued growth of housing subsidies. Rail
travel subsidies remained fairly stable over these three years.
Thus the share of subsidies in the total government transfers
declined from ijts peak in 1975 of 9 per cent to 7 per cent
in 1978%.

* A deailed account of subsidy changes during this period is contained in, ‘The
redistributive effect of subsidies on households’, Stephenson and Harris, Ecannmic
Treads No 289 November 1977,
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The specific government expenditures which are allocated
to households in this study and which in the national
accounts are treated as part of government final consump-
tion are those on the National Health Service, education
and welfare foods (including school meals). As Table G
shows, together these allocated jtems increased as a pro-
portion of government final consumption between 1973 and
1975 and then remained unchanged up to 1978. This
increase was due largely to the slightly higher rate of
growth of health expenditure.

Shares in government final consumption,
1973-1978

TABLE G

Percentages

1973 1974 1975 1976 1977 1978

Allocated expenditure
Health 20 21 21 21 22 22
Education (exciuding
grants and scholarships
to students) 20 19 21 20 20 20

Welfare foods 1 2 2 2 1 1

41 42 44 43 43 43
Unallocated expenditure 59 58 56 57 57 57

Government final
consumption 160 100 100 100 100 100

Allocated revenue and unallocared revenue

The growth of total government revenue during the period
1973-1978 exactly matched that of government expenditure,
which is shown in Table E and discussed above. The parts
of total government revenue which are allocated to
individual households in this article are direct taxes, namely
income tax and employees’ (and self-employed) national
insurance contributions, and indirect taxes on consumers
expenditure, such as VAT, a full description of which is
given in Appendix 1.

Shares in general government financing,
1973-1978

TABLE H

Percentages

1973 1974 1976 1976 1977 1978

Allocated revenue
Direct taxes on households 31 3 33 34 34 32
Indirect taxes on households 30 26 25 28 29 28
Unallocated revenue

Borrowing 12 14 19 4 14 13
Other receipts 28 29 23 26 29 28
Total financing 100 100 100 100 100 100

Although the pattern of government financing in 1978
was little changed from 1973, apart from a slight shift from

indirect taxation to direct taxation, there were, as Table H
shows, some significant movements during that period.
Between 1973 and 1975, there was an appreciable shift from
indirect taxation to income tax and borrowing, the share of
government financing borne by indirect taxation on house-
holds falling from 30 per cent to 25 per cent. In 1976, the
share of borrowing fell from 19 per cent to !4 per cent,
with rising shares for each of the other forms of financing.
In 1977 the share of borrowing fell further 1o & per cent
with a complementary increase in the share of indirect
taxes; the share of direct taxes remained almost unchanged.
This trend was reversed in [978, when the share of direct
taxes fell and that of borrowing increased.

Distribution of household types

In Table J and subsequent similar tables in the text of this
section of the article slight adjustments have been made for
the random variation in the proportion of different types of
households revealed by the sample. The proportions used
to modify the distributions of income, benefits and taxes
for sach household type are shown in Table I.

Percentage distribution of household types,
1973-1978, adjusted for sample variation

TABLE |

1973 1874 18975 1976 1977 1978

Household type

1-2 adulis retired 19¢ 20 208 21 214 22
1-2 adults non-retired 304 304 303 304 307 304
2 aduls, 1-4 children 28~ 27% 277 261 26° 250
Others 2 220 22 220 22 2
Alf households 100 100 100 100 100 100

Original income

In the period 1973 to 1978, the average original income of
households rose from £2.300 to £4,800 per annum, an
increase of 109 per cent. This is slightly lower than the
corresponding growth of such income in the household
sector as a whole, 116 per cent, perhaps because of a slight
reduction in the average size of households from 2-8 persons
per household to 2-7 and therefore a slight increase in the
number of households. The general index of retail prices
rose by 111 per cent in this period.

Table ¥ shows how original income was distributed
between different types of household and groups at different
levelsin the income distribution. The most noticeable features
are therise in the proportion of total original income received
by 1 and 2 adult non-retired households and the fall in the
proportion received by households composed of 2 adults
and 14 children. The fall in the proportion of original
income received by houscholds with children is largely
explained by the fall in the proportion of these types of
household in the sample, shown in Table I. However,
although the percentage of retired households grew, the
proportion of original income which they received remained
static, because the growth was entirely amongst the over
seventies, who, in general, have ceased working and are
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dependent on state retirement pensions. The fall in the
share of original income received by the second Jowest
quintile group is due to the increase in the percentage of
retired households in this group from 16 per cent in 1973
to 27 per cent in 1978. Although the percentage of | and 2
adult non-retired households remained the same during the
period, their share of original income rose from 31 per cent
in 1973 to 33 per cent in 1978. A fuller analysis of the
determinants of original income, and in particular its
relation to the number of workers in the household, was
given in last year’s article.f

Percentage of original income by household
type and by quintile groups of original
income, 1973-1978

TABLE J

Percentages

1973 1974 1975 1976 1977 1978

Heusehold type?

1-2 adults retired 4 3 4 4 4 4
1-2 adults non-retired 31 32 32 32 32 33
2 adults 1—4 children 33 33 32 31 31 30
Others 32 32 33 33 32 33
All households 100 100 100 100 100 100

Quintile group

Top 20 per cent 44 44 43 44 44 44
21-40 per cent 26 26 26 26 27 27
41-60 per cent 19 19 19 19 19 19
61-—-80 per cent 11 11 10 10 10 9
81-100 per cent 1 1 1 1 1 1
All households 100 100 100 100 100 100

'Adjusted for sample variation.

For all guintile groups, except the lowest, the weight of
onginal income was much greater than that of the other,
redistributive components in final income; and so changes
in the shares of original income would have had a pre-
ponderant eflect on the distribution of the shares of final
income. But, in the event, the shares of original income
were little changed over the period.

Cash benefits

Cash benefits, which form about half of government transfer
payments, increased by [86 per cent between 1973 and 1978.
During the same period the general index of retail prices
rose by 111 per cent and the pensioner price indices by 120
per cent for one person households and by 118 per cent
for two person househoids. The cash increase per benefictary
was smaller because the number of beneficiaries had
increased.

The main change in the system of cash benefits during the
period has been the replacement of family allowances by
child benefit, which has extended financial support to all
children. Child interim benefit was introduced in April 1976

t Eeonontic Trends Number 303 Januvary 1979, ‘The effects of taxes and benefits an
household income, 1977,

for the first or only child in certain one parent families, and
child benefit was intreduced for all children in April 1977,
replacing family allowances and child interim benefit. A
further change was the phased iniroduction of mobility
allowance from Januvary 1976, Table K shows how the
different components of cash benefits have shifted with
these changes, in particular the introduction of child benefit.
Pensions formed a lower proportion of the tota! in the last
two years. The increase in other cash benefits is due partly
to the increase in unemployment, affecting both supple-
meniary benefit and unemployment benefit, partly to a rise
in the number of one parent families receiving supplementary
benefit, and partly to the introduction of mobility allowances.

Percentage of cash benefits by principal
types, 1973-1978

TABLE K
1973 1974 1975 1976 1977 1978
Fensions 67 69 68 67 64 60
Family allowance/
Child benefit 8 7 7 6 2 12
Other cash benefits 25 24 25 27 28 28
Total cash benefits 100 100 100 100 100 100

In Table L we see how these changes hive affected ihe
distribution of cash benefits to households of different types
and at different income levels. The jump in the rates of
pensions relative to other benefits, e.g. supplementary benefit
in 1973-74, led to the initial move towards a higher pro-
portion of cash benefits for retired households and thus for
those in the lowest quintile groups of the income distribu-
tion. The subsequent introduction of child benefit and the
increases in other benefits, as explaired above, have led to
the recent move towards more cash benefits being distri-
buted to households with children (their average cash
benefits increased by 40 per cent in 1977 and by 46 per cent
in 1978). As most households with children are in the higher
parts of the income distribution this benefit increase has
been concentrated there. The increase in retired people in
the second lowest quintile group, referred to above, partially
offset the other effects relative to the income distribution.

As shown in Table M, the outcome of these various
movements, viz a rise in the real value of benefits, initially
in pensions and then in child support ana other cash
benefits, is a rise in the proportion which cash benefits form
of pre-tax income {roughly original income plus cash
benefits). The effect is most noticeable in the lowest quintife
groups where the rise in the numbers of one-parent families
and single pensioners dependent entirely on state benefits
is reflected in a rise in the proportion of their income from
this source.

Cash benefits had a crucial role in determining the shares
of final income for retired households and those in the
lowest quintile group, and so changes in these benefits
would have had a substantial impact on the shares of final
income received by these groups. Cash benefits were also
relatively important, even compared with original income,
in the final incomes of the second lowest quintile group of
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households. For the remaining groups the influence of
changes in cash benefits on the distribution of shares of
final income was himited.

Percentage of cash benefits by household
type and by quintile groups of original
income, 1973-1978

TABLE L

1973 1974 1975 1976 1977 1978

Household type’

1-2 adults retired 44 a7 43 486 45 44
1-2 adults, non-retired 18 18 18 18 17 15
2 adulis, 1-4 children 12 12 11 11 13 i6
Others 26 24 23 25 25 25
Alt households 100 100 100 100 100 100

Quintile groups

Top 20 per cent 7 7 7 7 a8 8
21-40 per cent g 9 8 8 9 9
A1-60 per cent 12 11 11 11 12 13
61-80 per cent 25 25 27 28 27 27
81-100 per cent 47 48 48 48 45 a4
All households 100 100 100 100 100 100

' Adjusted for sample variation.

Cash benefits as a percentage of original
income plus cash benefits by household
type and by quintile groups of original
income, 1973-1978

TABLE M

1973 1974 1975 1976 1977 1978

Household type

1-2 adults retired 56 60 59 61 81 50
-2 adults non-retired 6 6 6 6 7 6
2 adults 1-4 children 4 4 4 4 5 7
Others B 8 7 9 9 10
All househoids 10 10 10 11 12 12

Quintile group

Top 20 per cent 2 1 2 2 2 2
21-40 per cent 3 4 3 3 4 4
41-60 per cent [ 6 6 7 8 9
61-80 per cent 20 21 22 27 27 28
81100 per cent 79 81 83 83 86 86

Direct taxes

From 1973 to 1976, the share of direct taxes in revenue
grew from a little under 31 per cent to just over 34 per cent.
Between 1976 and 1978, the share fell back, to under 32
per cent. The effect of these movements can be seen in
Table N, which shows that direct taxes as a percentage of
pre-tax income rose from 16 per cent in 1973 to 20 per cent
in 1975 and 1976, and then fell back to 17 per cent in 1978.
This table also shows that, apart from retired households,
who pay comparatively little direct tax, the increases were
spread evenly across all household types and income levels.
Indeed Table O shows that the proportion of direct taxes
paid by different household types was remarkably stable

over the period, except for households with children, where
there was a shight decline.

This stable pattern was due to the bulk of additiona)
revenue from direct taxes being raised by a combination of
fiscal drag, in the sense that allowances were not increased
in line with earnings, and of increases in the main rates.
For example, between 1974 and 1975 average earnings rose
by 27 per cent whiist personal allowances were raised by
only 10 per cent in the April 1975 Budget. This disparity
also accounts for the rise 1n the proportion of tax paid by
the second lowest quintile group, from 11 to 12 per cent
in 1975 shown in Table N. This trend was reversed in 1978,
with the introduction of a reduced rate band for those at
the lower end of the taxable income distribution. Thus in
1978 the proportion of income paid in tax by those in the
lowest two quintile groups fell, although other factors might
have played a par1.

Direct taxes as a percentage of original
income plus cash benefits by househoid
type and by quintile groups of original
income, 1973-1978

TABLE N

Percentages

1973 1974 1975 1976 1977 1978

Household type
1-2 adults retired a ¢] 8 7 8 7
1-2 adults nan-retired 18 20 23 23 22 20
2 adults 1-4 children 15 17 20 19 19 17

Others 16 17 20 20 19 18
All househalds 16 17 20 20 19 17
Quintile group
Top 20 per cent 19 21 25 24 23 22
21-40 per cent 16 18 29 22 20 19
41-60 per cent 15 16 19 19 18 16
61--80 per cent kA 11 12 11 11 g
81-100 per cent 1 1 1 1 1 —

Percentage distribution of direct taxes by
household type and by quintile groups of
original income, 1973-1978

TABLE O

Percentages

1973 1974 1975 1976 1877 1978

Household type!

1-2 adults retired 4 3 3 3 4 a4
1-2 adults non-retired 35 36 34 36 35 36
2 adults 1—4 children 30 30 30 29 29 28
Others 31 31 32 33 32 32
Al households 100 100 100 100 100 100
Quintile group
Top 20 per cent 50 49 49 50 49 50
21-40 per cent 25 26 26 27 26 26
41-60 per cent 17 17 17 17 17 17
61-80 per cent 8 8 7 7 7 6

81-100 per cent — — - — — -

All households 100 100 100 100 100 100

' Adjusted for sample variation.
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A1 the time that child benefit was introduced, in 1977,
child tax allowances began to be phased out. These allow-
ances were still at sigmficant levels in 1978 however, and
it is not possible to disentangle the effect of this fall from
the other factors when interpreting Tables N and O.

Direct taxes were the most important of the redistribulive
factors in reducing the share of original incomes of the
higher quintile groups. However, the impact of changes in
direct taxes on the distribution af shares of final income was
[imited because of the smaller relative importance of direct
taxes, compared with original income, in their final incomes.

Disposahle income

The size of a household’s original income is determined to
a large extent by the number of workers in it. Households
with ne workers, which are mainly retired households but
include also a number of one-parent families, have little or
no original income. Their income is derived largely from cash
benefits from the state. Similarly, the main source of income
for the sick, the unemployed and the very poor is state
benefits. For the rest of the population, original income is
substantial, and it is reduced much more by taxes than it is
mcreased by benefits. The resulting disposable income, i.e.
income available for spending after direct taxes and cash
benefits, is more evenly distributed than origiral income.
Table P shows how disposable income is distributed, which
can be compared with the distribution of original income
in Table J. The comparison would show for example, that,
amongst household types, the most noticeable difference is
that retired households, who receive on average large
amounts of cash berefits and who pay comparatively little
in direct taxes, had a more than doubled share of income,
the shares of the other household types all being lower after
redistribution. Amongst the quintile groups, the two lowest
groups had increased their share of mmcome at the expense
of the two highest groups.

Percentage distribution of disposable in-
come by household type and by quintile
groups of original income, 1973-1978

TABLE P

Percentages Percentage
of people
1973 1974 1975 1876 1977 1978 1978

Household type!

1-2 adults retired 8 9 9 10 10 10 11
1-2 adults non-retired 29 29 29 2% 29 30 20
2 adults 1—4 children 31 31 30 29 29 28 37
Others 32 31 32 32 3 32 32
Al households 106 100 100 100 100 100 100

Quintile group

Top 20 per cent 39 13 37 38 37 37 26
21-40 per cent 24 24 24 24 24 24 23
41-60 per cent 18 18 18 18 18 18 22
61-80 per cent 13 13 13 13 13 13 17
81-100 per cent 7 7 7 8 8 8 13
All households 100 100 100 100 100 100 100

v Adjusted for sample variation.

The distribution of disposable income has remained
remarkably stable over the period 1973 to 1978, the only
significant movements being a rise in the share received by
retired households and & falf in that of households with
children. both associated with the demographic changes
shown in Table I. As noted above it is difficult to relate
this distribution directly to relative needs which tend 1o
vary by household size and composition. However, some
indication is obtainable from Table P. which shows the
proportion of individuals in each group of households; thus
the lowest 20 per cent of househotds contain 13 per cent of
individuals compared with the 26 per cent in the top 20 per
cent.

Subsidies

While allocated subsidies are not a large proportion of total
benefits to households - about 7 per cent in 1978 - they
varied appreciably from year to year in the period 1973 to
1978. The peak in 1974-75 was due to the government’s
anti-infiation policy. Rents were frozen, thereby increasing
housing subsidies. Nationalised industries had their prices
restrained and the consequent shortfall in revenue was made
up by the Government. Food subsidies were introduced.
In 1973 housing subsidies, including rent rebates and
allowances, were 90 per cent of allocated subsidies: this had
fallen to 61 per cent in 1975 but has since returned to 88 per
cent in 1978, Excluding rent rebates and allowances, the
subsidy to the local authority housing revenue account fell
from 60 per cent of allocated subsidies in 1973 to 48 per
cent in 1975 but accounted for 68 per cent in 1978, The
eFFe_cts of the increases in subsidies are evident from Table Q,
which expresses subsidies as a percentage of disposable
income. This table suggests that total subsidies went pre-
dominately to retired households and other low income
groups, although the benefits from food subsidies intro-
duced in 1974 were spread throughout the income distribu-
tion, with larger households receiving more than smaller
ones.

Subsidies as a percentage of disposable
income by household type and by quintile
groups of original income, 1973-1978

TABLE G

Percentages

1973 1974 18975 1976 1977 1978

Household type

1-2 adults retired [ 7 9 8 8 7
1-2 adults nen-retired 1 2 3 3 3 2
2 aduits 14 children 1 3 3 2 3 2
Cihers 2 3 5 3 3 2
All households 2 3 4 4 3 3
Quintile group
Top 20 per cent 1 2 2 2 1 1
27-40 per cent 1 3 3 2 2 2
41-60 per cent 2 3 4 4 3 3
61-80 per cent 3 5 8 5 5 5
81-100 per cent 10 11t 13 13 13 12
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This pattern is clearer from Table R, which shows the
proportions of subsidies received by different types of house-
hald groups. Housing subsidies are primarily of benefit to
poor households, which are mainly retired _households_lT‘he
fall in the proportion of housing subsidies in total subsidies
between 1973 and 1975 thus led to a fall in the proportion
of subsidies received by those households. The gradual
phasing out of food subsidies from their peak in 1975, and
the continued strong growth of housing subsidies, re-
established the 1973 pattern by 1978,

Percentage distribution of subsidies by
household type and by quintile groups of
original income, 1973-1978

TABLE R
Percentages
1973 1974 1975 1976 1977 1978
Household type’
1-2 adults retired 28 20 20 23 25 28
1-2 adults non-retired 23 24 25 25 25 24
2 adults 1—4 children 23 28 25 24 24 22
Others 26 28 30 29 27 26
All households 100 100 100 100 100 100
Quintile group
Top 20 per cent 12 18 19 17 15 14
21-4Q per cent 15 19 17 16 15 14
41--60 per cent 19 18 19 20 17 18
§1-80 per cent 19 20 20 19 22 20
81-100 per cent 35 24 25 28 31 34
All househoelds 100 100 100 100 100 100

' Adjusted for sample variation.

Compared with original incomes in the higher quintile
groups and cash benefits in the lowest quintile group, sub-
sidies were too small for changes in them to have had a
great impact on the distribution of shares of final income
amongst quintile groups.

Indirect taxes

Indirect taxes are taxes on househaolds’ expenditure on a
variety of the jtems that they buy. Some of the taxes, such as
duty on tobacco products, fall en individual items and
others, such as VAT, affect a wide range of goods and
services. Since the growth in total indirect taxes closely
foliowed the movement in the general index of retail prices
and the weight of the individual taxes in the total also
remained fairly constant, they formed a constant proportion
of total expenditure and thus of disposable income. As
Table S shows, there were no significant changes in the pro-
portion of disposable income taken in indirect taxes either
across the income distribution or for different household
types. Thus changes in the distribution of indirect taxes for
the different groups, shown in Table T, follow those in
disposable income itself. For this reason, changes in
indirect taxes had very little jmpact on changes in the
distribution of shares of final income during the period.

Indirect taxes as a percentage of disposable
income by household type and by quintile
groups of original income, 1973-1978

TABLE S

Percentages

1973 1874 1975 1976 1977 1978

Household type
1-2 aduhs retired 19 19 18 20 19 18
1-2 adults non-retired 20 20 20 21 21 20
2 adults 1-4 children 20 20 21 21 21 20

Others 29 21 22 21 22 21
All households 20 20 23 21 21 20
Quintile group
Top 20 per cent 18 18 19 19 19 12
21-40 per cent 20 21 21 22 22 21
41-80 per cent 22 22 22 23 23 22
61--80 per cent 23 23 23 22 23 22
81-100 per cent 21 21 20 21 29 20

Percentage distribution of indirect taxes by
household type and by quintile groups of
original income, 1973-1978

TABLE T
Fercentages
1973 18974 1875 1976 1977 1978
T Household type!
1-2 agults retired 8 8 8 ] 9 g
1-2 adults non-retired 29 29 28 29 29 30
2 adults 1-4 children 3 31 30 29 29 28
Others 32 32 33 33 33 33
All households 100 100 100 100 3100 100
Quintile group
Top 20 per cent 35 34 35 34 34 34
2140 per cent 24 25 24 25 25 25
41-6Q per cent 20 20 19 20 20 19
61-80 per cent 14 14 14 14 14 14
81-100 per cent 7 7 7 7 7 7
All households 100 100 100 100 100 100

1 Adjusted for sample vanation.

Benefits in kind

The principal two benefits which were allocated to house-
holds are current expenditure on health and education.
Spending on health rose faster than that on education, a
contributory factor being the rise in the proportion of
elderly people in the population relative to the number of
children of school age. The allocation of these benefits
depends principally on the size and composition of each
household, that is the number of members in different age
groups. Thus the changes from year to year shownin Table U
were determined to a large extent by the rise in the elderiy
population and the fall in the number of households with
children. Thus 11 per cent of benefits in kind went to retired
households in 1978 compared with 8 per cent in [973; and
38 per cent to households with children in 1978 compared
with 40 per cent in 1973,
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Compared with original incomes in the higher quintile
groups and cash benefits in the lowest quintile group,
benefits in kind were not large enough for changes in them
to have had a great impact on the distribution of shares of
final income amongst quiniile groups.

Percentage distribution of direct benefits in
kind by household type and quintile groups
of original income, 1973-1978

TABLE U

Percentages

1973 1974 1975 1976 1977 1978

Household type!

1-2 adults retired 8 8 9 10 10 11
1-2 adults non-retired 13 12 11 13 12 13
2 adults 1-4 children 49 39 41 a0 38 38
Others 39 41 39 38 39 38
All households 100 100 100 100 100 100

Quintile group

Top 20 per cent 25 25 25 24 26 25
21-40 per cent 23 24 23 23 22 23
4160 per cent 21 22 22 22 21 21
61-80 per cent 17 17 18 17 17 17
81-100 per cent 13 12 12 14 13 15
All households 100 100 100 100 100 100

* Adjusted for sample variation,

Conclusion

The distribution of percentage shares of final income between
quintile groups of households ranked by original incomes
remained broadly the same during the period. This was so
despite significant changes in government expenditure and
fiscal policies and also despite demographic changes. There
were mainly two reasons for this stability. First, the unrder-
lying distribution of shares of original income itself changed
little over the period. Second, changes in the other, redis-
tributive components of final income such as retirement
pensions tend to offset the impact of demographic chinees,
and often changes in the components theinseives have offset
one another. However, without the tax-benefit-subsidy
system the distribution of income and of welfare would
have been much more unequal than it was.

Central Statistical Office
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APPENDIX 1

Methodology and Definitions

The allocation of government expenditure and its financing

There are considerable difficulties in moving from the
aggregates of government expenditure and financing
published in the National Income and Expenditure Blue Book
to apportioning taxes and benefits to individual households.
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 guestions 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 corporation tax and government
receipts from public corporations, which are not covered
in the FES and which are difficult to apportion to 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 expendijture,
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.

Family Expenditure Survey

The estimates in this article are based mainly on data
derived from the FES. The FES is a continuous survey of
the expenditure of private households. People living in hotels,
lodging houses, and in institutions such as old peoples’
homes are excluded. Fach respondent keeps a full record of
all payments made during 14 consecutive days and answers
questions about hire purchase and other payments. House-
holds 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 memberaged 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. Inform-
ation on age, occupation, kinds of education being received,
family composition and housing tenure is also obtained.

One of the main purposes of the FES is to yield informa-
tion on houschold expenditure patterns te produce the
weights used in compiling the index of retail prices. The
survey is conducted by the Office of Population Censuses
and Surveys on behall of the Department of Employment
who analyse and report on it. The latest report is the Faniily
Expendirure Survey Report for 1978. Details of the survey
method are set out in Faniily Expenditure Survey — Handbook
on the sample. fieldwork and coding procedure by W. F. F.
Kemsley. Both are published by Her Majesty’s Stattonery
Office.

The number of households co-operating in the FES 1n
1978 was 7,001, compared with 7,198 in 1977.

Unit of analysis

The basic unit of analysis in the article is the household.
One of the major reasons for this choice is that it is more
apprepriate than the family or the individual for deter-
mining the redistributive effects of indirect taxes and sub-
sidies. Spending on many items, particularly on housing,
fuel and light and food, is largely joint spending by the
members of the household. Without further information
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 little 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 peooling have been made. Conse-
quently, 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 distribution and redis-
tribution of income. For example, increases in the number
of older people in the population and a 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 other 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 [ive at the same address and who share common
catering for at least one meal a day. In order to maintain
comparability with earlier years all persons aged 16 and
over are counted as adults in this article.

A retired household 1s defined as one in which the com-
bined income of members who are at 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 censists of national
insurance or retirement and similar state pensions, or
supplementary allowances supplementing such pensions.

There is some evidence that households 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 (HMSQO)).
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 Stratistical News No 39, November 1977
(HMSO).

The available evidence suggests that older households,
households where the head is self-employed and those
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without children are less likely to co-operate than others.
There are regional variations in response; for example in
the Greater London area it ts noticeably lower than in other
areas. There are also indications that higher income house-
holds are less likely to respond. [t 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 1n the survey.

Income: redistributive stages

Stage one

Original income plus benefits in cash miinus direct taxes =
Disposable income.

Stage two

Disposable income plus subsidies minus indirect taxes =
Income after all 1axes and transfers.

Stage three

Income after all taxes and transfers plus benefits in kind =
Income after all taxes and benefits (final income).

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
payment was abnormal, 1o take account of the amount
usually received. Allowance is also made for periods of
absence from work through sickness and unemployment,
and for vccasional 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 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
obtain original incone plus cash benefirs. 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
industrtal injury disablement benefit

Family income supplement

Supplementary benefit

Maternity allowance

Death and maternity grants

Redundancy payment

Other cash benefits

Supplementary benefitincludes all supplementary allowances
where they are separately distinguishel by respondents.
The amount of benefit is taken as the anount received by
the household in the 12 months prior to interview. Redund-
ancy benefit is the sole excepiion to this: the amount of
benefit received is divided by the number of years jt is
intended to cover.

Direct taxes are then deducted to give disposable income.

Direct taxes are:
Income tax

Employees” and self-employed contributions to national
msurance 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 12 months for which figures are
available in the case of 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
revenues and expenditures to households js in identifying
the ultimate payer or recipient. In some cases, for example
corporation tax, this is impracticable or highly contro-
versial und 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 10 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
presenied is to some extent arbitrary. First, we add subsidies
less indirect taxes to disposable income to obtain incomze
after ail 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
Rail 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 tents’) 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
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echonomic rent over the actual rent paid by the tepant. The
subsidy therefore includes any rent rebates which the
tesant 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 preduct field.
The subsidy factors derived in this way are applied to actual
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
fiour, bread and tea are calculated in this way. By 1978
these subsidies had been largely phased out, leaving only
a subsidy on butter.

In line with practice in earlier years, agri_cultura] subsidies
are regarded as forming part of the original income of
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 1978.

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 appertionment 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 subsidy 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 subsidies 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 1ax

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
items in the sample. The true expenditure in each case is
assumed to be proportional to the recorded expenditure.

Since the responsibility for the sewerage service was
transferred from local authorities in England and Wales to
the regional water authorities in 1974, there has been a
gradual shift in collection of sewerage rates from local
authorities, who continued in many cases to collect this
portion of the rates on behalf of the water authorities, to
the water authorities themselves. During this period we
therefore continued to include the sewerage rates in the
total with general local authority rates. Although we could
now separate them, we have decided to continue this practice
to preserve the continuity of this series, although we may
review this in the future. It should be noted that local
authority rates are paid in full by recipients of supple-
mentary 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 nationai insurance, the
National Health Service, the industrial injuries fund
and the redundancy payments scheme.

National insurance surcharge

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
is 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 is a reasonable basis for allocation to house-
holds, to obtain income after all taxes and benefits. Benefits
in kind are:

National Health Service

School health service

State education

Scholarships 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
15 estimated by the Department of Health and Social
Security according to the use made of the service by
individuals of different ages and sex. It is then applied to
the households in the FES in the corresponding age-sex
groups. The benefit of the maternity services is assigned
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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.

In conclusion 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 that the part of the tax falling on con-
sumers’ 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 o the producers and
consumers of other goods and services. Another example is
that we know only an estimate of the tctal financial cost of
providing benefits, such as education, and so we have to
treat that cost as if it measured the benefit which acerues
to reciprents 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 houscholds
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 disezses).

Previous articles

This article is the latest in an annual series. Earlier articles
covering the years 1957 to 1977 were published in the
following issues of Economic Trends: November 1962,
February 1964, August 1966, February 1968, 1969, 1970,
1971, 1972, November 1972 and 1973, December 1974,
February 1976, December 1976, February 1978 and
January 1979, 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 1978 on a basis com-
parable with those for earlier years. Enquiries should be
addressed to D. Westcott, Branch 13, Central Statistical

Office, Great George Street, London SWIP 3AQ, telephone
01-233-7644. '



113

APPENDIX 2 CONTENTS

General government expenditure in 1973 and 1978
Financing of general government expenditure in 1973 and 1978

Average incomes, taxes and benefits, 1973 and 1978, by decile groups of original income
within household type .. .. - . ..

Average incomes, taxes and benefits, [973 and [978 by decile groups of disposable income
Average incomes, taxes and benefits, 1978 by income ranges

Quantile shares of income by household type, 1978 ..

Average incomes before and after taxes and benefits, 1961-1978

Distribution of households co-operating in the Family Expenditure Survey 1973 and 1978

by decile groups of original income

by decile groups of original income plus cash benefits
by decile groups of disposable income

by decile groups of income after all taxes and transfers

by decile groups of income after all taxes and benefits

Table

11

12

Page

114

115

116
123
124
125

127

128
128
129
129

130



114

General government expenditure’ in 1973 and 1978

TABLE 1
1873 1978
Percentage Percentage
of total of total
£ million expenditure £ million expenditure
Allacated expenditure
Allocated cash benefits and subsidies?
Benefits in cash .. .. .. .. .. .. .. .. .. .. 5,310 174 15,240 2714
Subsidies
Housing (including rent rebates and allowances) . .. . .. .. 570 -8 2,120 30
Food .. .. .. .. . . .. .. . .. .. — - 20 _
Rail ravel .. .. .. . .. .. .. . .. .. 60 o2 230 o4
Allocated benefits in kind
Health services .. - .. .. .. .. .. .. .. 2,640 g6 7,110 10-7
Education .. .. .. .. - N . 3,290 10-8 8,020 717-3
School meals, mulk welfare foods . .. . .. . . . 200 a7 469 06
12,070 396 33.320 46-6
Unallocated expenditure
Qther current expenditure on social, environmental and protective services
Social services
Social security benefits
Administration .. .. . .. .. .. .. .. .. 270 0-g9 730 10
Personal social services .. .. . .. .. . . .. 430 74 1,320 1-9
Other .. .. .. .. .. .. .. .. . .. .. 20 07 30 —
Environmental services
Housing . . .. .. .. .. 80 0-3 230 G-3
Water, sewerage land dramage and publlc health .. . .. .- .. 340 1-7 560 0-G
Parks, etc. . .. .. N N - .. 130 o4 370 0-5
Miscellaneous local authorny services . . .. .. .. .. .. . 250 a-8 8670 o8
Libraries, museums, and arts e .. .. .. . .- .. .. 140 a-5 360 05
Protective services
Police .. .. . .. .. .. .. .. .. 530 7-7 1,280 78
Parliaments, courts and pnsons . .. - .. NN .. .. 240 0-8 680 7-0
Fire services .. . .. .. .. .. .. . .. .. i10 o4 280 &-4
2,540 8-4 6,63C g2
Capital expenditure on social, environmental and protective services
Social services . . . .. .. .. .. .. .. o .. 1,040 3-4 1,100 7-5
Environmental services
Housing .. .. .. . .. .. .. .. .- .. 1,680 55 2,720 3-8
Qither . . .. .. . .. .. .. .. .. . 770 2-5 830 i-2
Protective serwces .. .. .. . .. N .. .. . 70 0-2 120 0.2
3,660 7177 4,770 67
Other current expenditure
Defence and external relations .. . . .. .. . .. .. 3,840 12-6 9,250 13-0
Roads, transport and communications . . .. . . .. .. 670 2:2 1,650 2.2
Industry, trade, agnculture research and employment .. .. . .. . 1,430 4-7 2,760 3-9
Other .. .. .. . .. .. .. .. .. 55Q 7-8 1,300 78
6,490 271-3 14,860 208
(ther capital expenditure . . . .. .. .. .. . .. . 2,650 &7 3,440 4-8
Debt interest . .. .. .. .. .. .. .. .. 2,740 9-0 7,300 102
Nan-trading capital consumptlon . . .. .. .. .. .. . 450 75 1,040 75
TFotal expenditure .. .. . .. .. .. .. . .. 30,500 1000 71,350 100-0

' This table and Table 2 relate to the combined expenditure of central government and local authorities, excluding transactions between the two sectors,
Prior 10 the 1976 article, the tables related to cansolidated public sector expenditure, a presentation no longer used in the national accounts. Whereas the
present figures include general government payments to and receipts from public corporations, the former tables inciuded the income and expenditure
of public corporations other than their receipts from and payments to general government.

Z Including benefits to people not living in private households.
Source: National Income and Expenditure 1968-78, Table 9.4
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Financing of general government' expenditure in 1973 and 1978

TABLE 2
1973 1978
Percentage Percentage
. of roral of total
£ million financing £ million financing
Allocated financing
Allocated taxes?
Direct taxes
Income and surtax . . - N - - , N N . 7,480 245 18,640 2671
Employees” and self-emptoyed NI contributions .. .. .. . .. 1,880 62 3,870 56
indirgct taxes '
On fingl goods and services . . .. .. .. .. .. - .- 6,940 227 13,940 195
Qn intermediate goods and services . . .. .. .. .. . .. 2,080 68 5,780 87
18,380 60-3 42,330 g.':?_\?
Unallocated financing
Unallocated taxes
Corporation tax, etc. .. .. .. .. .. . .. .. .. 1,780 59 3,680 52
Taxes on expenditure not aliocated to consumers’ expenditure . . o .. . 1,930 63 6,090 85
Employers’ NI contributions not allecated to consumers’ expenditure . . .. .. 1,230 4-0 3'480 4.9
Taxes on capital .. . .. .. .. .. .. .. .. 880 2-9 "300 7-3
5,830 187 14,160 m
Other receipts? .. .. .. .. - .. .. .. .. .. 2,610 a6 5,840 82
Government borrowing requirement .. .. .. .. .. . .. 3,680 i2-1 9:030 12-7
Total financing .. .. .. .. .. .. .. .. .. .. 30,500 760-0 71,350 700-0

1 See footnote * of Table 1.
2 Including taxes paid by people not living in private househalds.
2 Receipis of rent, interest, dividends, trading income and miscellaneous transactions (net).
Source: Mational Income and Expenditure 1968-78, Table 9.1
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12th 13th 14th 15th 16th 17th 18th 19th 20th Total

10th 11th
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Percentage share of total income in groups of & per cent of households

1st

Pensiongr

Quantile shares of income by household type
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Distribution of households co-operating in the Family Expenditure Survey, 1973 and 1978

By decile groups of original income

TABLE 8
Decile groups
Al
h -
Ist 2nd 3rd 4th 5th 6th 7th 8th 9th 10th h‘;rdsse

1978

1 adult retired . . .. . .. 374 300 118 29 12 2 4 2 — 1 842
2 adults retired .. .. R -3 232 173 52 19 20 7 4 3 3 667
1 adult non-retired .. .. .. 51 45 128 151 95 55 29 31 18 7 604
2 adults non-retired .. . a 24 36 115 190 188 196 220 226 20¢ 171 1,572
2 adults, 1-4 children .. . .. 32 22 85 181 290 311 302 229 205 134 1'791
Others .. .. .. .. .. 68 65 84 97 96 116 138 208 268 385 1,525
Number of households in the sample .. 700 700 700 700 700 700 700 700 700 701 7,001
Average original income (£ per year) .. 23 461 1,558 2,964 4,050 4,987 5,904 7,014 8,514 12,766 4,825
1873

1 adult retired .. .. .. Loo4an 273 75 22 4 7 3 2 2 3 802
2 adults retired .. .. R b 232 105 21 13 j1¢] 7 8 1G 8 591
1 adult non-retired .. .. . 29 72 147 1286 71 44 24 13 10 12 548
2 adults non-retired . . .. oo 71 187 230 210 185 189 226 197 145 1,861
2 adulis, 1-4 children .. .. .. 11 24 92 212 310 344 335 255 212 153 1,948
Others .. . . . .. 64 40 107 101 105 123 154 209 281 392 15676
Number of households in the sample .. 713 712 713 712 713 713 712 713 712 713 7'126
Average original income (£ per year) .. 19 283 807 1,539 1,951 2,345 2,728 3,193 3.889 6,238 2,309

Distribution of households co-operating in the Family

By decile groups of original income plus cash benefits

Expenditure Survey, 1973 and 1978

TABLE 9
Decile groups
All
house-
1st 2nd 3rd 4th 5th 6th 7th 8th oth 10th ho]!"ds

1978
1 adult retired . . .. .. . 560 171 61 22 13 7 5 1 1 1 842
2 adults retired ‘. .. . 19 286 130 86 34 17 17 15 6 7 667
1 adult non-retired .. L .. 85 87 129 116 75 43 30 22 12 6 604
2 adults non-retired .. .. . 18 44 133 186 206 207 215 218 186 159 1,572
2 adults, 1—4 children .. .. .. 3 33 112 218 280 309 281 231 192 132 1'791
Qthers . . .. .. .. .. 15 79 85 73 92 117 152 213 303 396 1'525
Number of households in the sample .. 700 700 700 700 700 700 700 700 700 701 7:001
Average original income plus cash

benefits (£ per year). . L. .. 1,255 1,925 2,722 3,640 4,530 5,391 6,270 7,350 8,818 13,047 5,496
1973
1 adult retired . . .. .. .. 571 148 34 19 10 7 4 3 3 3 802
2 adults retired .. o o 25 313 140 38 16 15 11 11 8 14 591
1 adult non-retired .. .. .. 71 84 126 110 55 37 22 10 12 11 548
2 adults non-retired .. .. .. 19 71 208 225 202 202 202 206 190 136 1,661
2 adults, 1—4 children .. . .. 5 20 - 133 239 327 325 299 253 199 148 1,948
Others . . .. .. .. . 22 66 72 81 103 127 174 230 300 401 1,576
Number of households in the sample . . 713 712 713 712 713 713 712 713 712 713 7.126
Average original income plus cash

benefits (£ per year). . .. .. 526 862 1,305 1,750 2,122 2,488 2,859 3,309 3,983 6,338 2,555
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Distribution of households co-operating in the Family Expenditure Survey, 1973 and 1978

By decile groups of disposable income

TABLE 10
Decile groups
All
house-
1st 2nd 3rd 4th Gth 6th 7th 8th 9th 10th holds-
1978
1 adult retired . . .. .. . 549 181 50 27 11 8 3 1 1 1 842
2 gdults retired .- . .. 12 251 183 104 48 23 19 15 7 5 667
1 adult non-retired .. .. .. 98 124 145 89 63 33 20 17 11 4 6504
2 adults non-retired .. o . 19 35 146 195 218 216 218 210 185 132 1,672
2 adults, 1—4 children .. .. o 4 27 105 223 265 315 295 228 190 139 1,791
Qthers .. .. .. .. . 18 72 71 62 95 105 147 229 306 420 1,525
Number of households in the sample .. 700 700 700 700 700 700 700 700 700 701 7,001

Average disposable income (£ peryear) 1,216 1,858 2,484 3,50 3,825 4,480 5153 5977 7,098 10,260 4,549

1973

1 adult retired . . .. .- .. 569 162 36 17 11 5 6 2 2 2 802
2 adults retired .. .. .. 23 254 143 50 23 12 16 10 9 11 591
1 adult non-retired N .. .. 77 124 135 92 47 30 16 12 5 10 548
2 adults non-retired . . .. . 17 69 218 243 216 206 206 188 177 121 1,661
2 adults, 1—4 children .. .- .. 7 19 117 232 326 326 308 254 202 157 1,948
Others .. .. .. .. .. 20 54 64 78 90 134 160 247 317 412 1,576
Number of households in the sample .. 713 72 M3 712 713 713 Mz 713 72 713 7126
Average disposable income (£ per year} 518 830 1,183 1,617 1,822 2,108 2,412 2,774 3,299 5,057 2,156

Distribution of households co-operating in the Family Expenditure Survey, 1973 and 1978

By decile groups of income after all taxes and transfers

TABLE 11
Decile groups
All
house-
1st 2nd 3rd ath 5th 6th 7th 8th Sth 10th holds

1278
1 adult retired .. .. .. . 444 261 74 32 17 4 4 5 1 — 842
2 adults retired .. .. . 41 155 223 111 50 33 22 16 8 8 667
17adult nen-retired .. .. .. 23 127 111 78 60 44 25 18 11 7 604
2 adults non-retired .. .. .. 36 58 125 197 22 197 196 221 179 142 1,672
2 adults, 1-4 children . . .. .. 20 45 97 208 257 290 296 228 198 151 1,791
Others .. . .. . .. 36 54 70 74 95 132 157 212 302 393 1,525
Number of households in the sample .. 700 700 700 700 700 700 700 700 + 700 701 7.001
Average income after all taxes and

transfers (£ per year) .. .. 1,028 1,587 2,050 2,657 3,079 3,689 4177 4,883 5,837 8,670 3,748
1973 .
1 adult retired . . .. .. .. 473 224 56 14 15 6 7 3 2 2 802
2 adults retired . . .. 57 208 166 68 24 21 17 1 6 13 591
1 adult non-retired .. .. .- 94 118 112 g0 55 23 23 15 7 11 548
2 adults nan-retired .. . .. 41 83 198 247 199 207 202 177 174 133 1,661
2 aduits, 1-4 children .. I 26 N 117 221 311 302 305 260 210 165 1,848
Others . . .. .. .. .. 22 48 64 72 109 154 158 247 313 389 1,676
Number of households in the sample .. 713 72 713 712 713 713 712 713 M2 713 7,126

Average income after all taxes and
transfers (£ per year) .. . 418 702 949 1.200 1,442 1,697 1,962 2.267 2,720 4,294 1,765
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Distribution of households co-operating in the Family Expenditure Survey, 1973 and 1978

By decile groups of income after all taxes and benefits

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

1978
1 adult retired 485 263 59 26 8 5 5 — 1 — 842
2 adults retired . . 18 159 252 119 57 19 19 11 10 3 667
1 adult non-retired 141 160 112 68 55 35 13 g 9 2 604
2 adults non-retired 29 80 160 253 230 225 202 182 114 97 1,672
2 aduits, T—4 children . . 9 23 79 1861 250 268 311 279 242 169 1,791
Others . . . . .. 18 25 38 73 100 148 150 219 324 430 1,625
Number of households in the sample 700 700 700 700 700 700 700 700 700 701 7,001
Average income after all taxes and

benefits {£ per year) 1,302 1,927 2,498 3,085 3,686 4,285 4,954 5,734 6,805 9,773 4,406
1973
1 adult retired 520 199 40 15 11 8 . 4 3 1 1 802
2 adults retired 35 2t9 186 67 28 18 13 9 9 7 591
1 adult non-retired 101 152 113 82 33 29 - 18 8 5 7 548
2 adults non-retired .. 33 98 244 271 243 234 172 155 110 1M 1,661
2 adults, 1—4 children .. 15 19 76 204 292 300 318 291 256 177 1,848
Others . : .. . .. 9 25 54 73 106 124 187 247 331 420 1,576
Number of households in the sample 713 712 713 712 713 713 712 713 712 713 7126
Average income after all taxes and

benefits (£ per year). . . 536 836 1,118 1,401 1,698 1,993 2,287 2,639 3,155 4,800 2,046




