THEEFFECTS OF TAXES AND BENEFITS ON
HOUSEHOLD INCOME, 1993

This article examines how the distribution of income amongst households in the UK is modified by government expenditure and taxation.
The main findings are:

® The income share of the bottom fifth of households s increased from 2.3% of original income to 6.6% of post-tax income by
taxes and benefits. .

o The average original income of the top fifth of households is 21 times the average of the bottom fifth, the average
final income of the top fifth of kouseholds is less than 4 times the average of the bottom fifth.

Cash benefits make up 70% of the gross income of the bottom fifth of households.
The top fifth of non-retired households pay 17.9% of their gross income in income tax, the middle ftfth pay 11.2%.

The state pension accounts for 74% of the cash benefits received by retired households.

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

[n part 2 of this article there is a special section analysing the impact of the tax-benefit system on households ranked according to the proportion
of gross income received through cash benefits

Part 1 CHART 1

Introduction Stages of redistribution

During 1993, the government raised and spent £273 billion. Directly
or indirectly most of this revenue was raised from households and
the expenditure benefited households. This article examines the
impact of government taxation and expenditure on the distribution
of income by atlocating the revenue to those households which paid

ORIGINAL INCOME
before government intervention
(income from employment,investment etc.)

the taxes and the expenditure to those households which benefited
from it, wherever this is possible. Some outlays and revenue of
government cannot readily be allocated to households. for example
there is no clear concepiual basis tor determining the benefitto each
household of expenditure on defence. However, about 57 per centof
government revenue and 55 per cent of government spending in
1993 can be allocated to households (see¢ Table 1 and Table 2,
Appendix 1). One of the consequences of this redistribution is 1o
reduce the differences in income amongst households.

The stages of redistribution of incomes used in this analysis are
shown in Chart . Household members receive income from their
employment; from occupational penstons: from their investments
and from other non-government sources, Total income from these
sources constitutes original income. The flow chart shows the
various ways in which government then raises revenue through
taxation on households and distributes benefits to them both in cash
and in kind.

The main data source for this analysis is the Family Expenditure
Survey (FES) whichcovers about 7,000 households per year. People
living in hotels, lodging houses and in institutions such as old
peoples” homes are excluded. The unit of analysis is the household
rather than the individual. Being a sample survey its results are
subject to the usual sampling errors - these errors are larger for the
household groups with smalier sample numbers (see Appendix 3).

The article aims to present the most meaningful figures for 1993. The
figures cannot be gasily compared with earlier articles in this series
because the tax-benefit system and the FES change over time.
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Summary of the effects of taxes and benefits by quintile groups of unadjusted

disposable income, 1993

TABLE A

Quintile groups of households ranked by
UNADJUSTED disposable income

All
Bottomn 2nd 3rd 4ath Top households
Average per household (£ per year)®
QOriginal income 1190 4 340 11 650 20 530 42 310 16 000
ptus cash benefits 3790 4 540 3070 2000 1370 2970
Gross income 4 980 8 980 14 720 22 530 43 680 18 980
less direct taxes? and amployees’ NIC 640 1140 2 490 4 400 9 850 3710
Disposable income 4 340 7 830 12 220 18 130 33 830 15 270
less indirect taxes 1140 1990 2950 3800 5580 3090
Post-tax income 3200 5840 9 280 14 330 28 250 12 180
plus benefits in kind 2010 3110 2920 2890 3280 2 840
Final income 5200 8 950 12 200 17 210 31530 15 020
Average per household (number)
Children? 0.2 0.7 0.7 0.8 0.8 0.6
Adults 1.2 1.6 1.9 2.1 2.4 1.8
Persons 1.4 23 26 29 3.2 2.5
Pegple in full-time education 0.2 0.5 0.6 0.6 0.7 0.5
Economically active people 0.3 06 1.2 1.7 21 1.2
Retired poopie 0.7 0.7 04 0.2 0.1 0.4
Composition {Percentages)
Household type
Retired 60 38 20 10 4 26
Non-retired
1 adult 20 16 14 9 4 12
2 adults 6 12 26 28 28 20
1 adult with children? 10 14 5 1 1 6
2 adults with children 4 16 24 35 35 23
3 or more adults® . 1 4 10 17 28 12
Total 1Q0 100 100 100 100 100

-

The manetary values in the tables in the main body of the article are rounded to the nearest £10.

2 These are income tax (after tax relief at source on mongage interest and life assurancepremiums) and gross Council tax /Community charge /Domestic rates
and Water charges but after deducting discounts and Council 1ax transiticnal relief.

L

Chitdren are defined as persons aged under 16 or aged between 16 and 18, unmarried and receiving neon-advanced further sducation.

4 This group is smaller than the category of “one parent families™ because some of these families will be contained in the larger household types.

5 With or without children.
RESULTS FOR ALL HOUSEHOLDS

Results for households ranked by unadjusted disposable
income

When households are ranked by disposable income as in Table A,
there is a strong relationship between a household’s position in the
income distribution and its size: the average number of persons per
household is 3.2 for the highest quintile group and 1.4 forthe lowest
quintile group (the lowest quintile group contains the 20 per cent of
households with the lowest disposable income). The bottom quintile
eroup has a high proportion of retired households - defined as
households where at least hatf the total gross income comes from
retired people. In contrast, households with 3 or more adults are
over-represented in the top quintile group. Further details of the
distribution ranked by unadjusted disposable income are shown in
Table 9, Appendix 1.
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Adjustment for household composition

Using income per household to compare the welfare among house-
holds does notallow for differences in their compositionand thus the
differing demands on resources. One way to take such differences
into account is to use income per capita but such a measure does not
allow for the differing needs of children relative to adults or for
economies of scale within kouseholds. This analysis therefore uses
equivalence scales designed to take into account household size.
famnily composition and age of children. The remainder of this article
refers to households ranked by equivalised disposable income
(disposable inceme divided by the equivalence value of the house-
hold). Chart 2 shows how the use of the equivalence scale results in
larger households moving down the income distribution and smaller
ones moving up. Fuller details of the derivation of the equivaience
scale are given in Appendix 3.



CHART 2
The effect of EQUIVALISATION

Composition of households by quintile
groups of UNADJUSTED disposable income.
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Equivalised income is used only to rank the households. Most
monetary values shown in the article are unequivalised. Where
equivatised amounts are given, they are shown in iralics.

Results for households ranked by equivalised disposable income

The level of original income varies widely between households.
Table B shows this and other income measures for quintile groups
ranked by equivalised disposable income. In the lowest quiniile
group the average number of economically active people is 0.6 and
the chiet economic supporter is a full-time employee or self-
employed in 13% of the households { Appendix [, Table 3b). Hence
the average original income is low (£1.920 per annum). In the
highest quintile group. there are an average of 1.6 economically
active people and the chief sconomic supperter is in full-time
employment or self employed in 84% of the households. The
average original income is £39.370 for this group. In the lowest
quintile group. nearly 40 per cent of the households are retired and
the majority of these have virtually no original income since the state
retirement pension is a cash benefit.

Chart 3 illustrates the declining importance of cash benefits in gross
income as income rises.

Chart 4 shows the average taxes paid and the average benefits
received by household in each quintile group. This redistribution of
income through the tax-benefit systemn reduces the dispersion of
incomes. so that the average final income for cach quintile group
ranges trom £7.480 to £28.270. a ratio of about |:4 compared with
the ratio for original incomes of about 1:21

Composition of households by quintile
groups of EQUIVALISED disposable income.
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An alternative way to illustrate the extent of income redistibution
is to examine how income shares are modified by the tax-benefit
system (Table C). For example. households in the highest quintile
group (when ranked by equivalised disposable income) receive 52
per cent of all original income. After taking into account cash
benefits. this same group’s share falls to 44 per cent. Atthe otherend
of the scale. the share of the lowest quintile group rises from 2.3 per
centto 7.0 percent. A further. but comparatively smaller, compres-
sion of the income distribution occurs at the stage of disposable
income, but this is reversed after indirect taxes are taken into
account.

The Gini coefficient is the most widely used summary measure of
the inequality of the distribution of income (see Appendix 3.
paragraph 42). Ittakes valuesbetween Oand 100 percent - the higher
values indicating greater inequality. The fall from 53 percent 1o 38
per cent shown in Table C shows that cash benafits contribute the
most to the reduction in income inequality.

Attention has already been drawn to the preponderance of retired
househoids in the lower ranges of the distribution of original
income: about 43 per cent of the households in the bottom two
quintile groups are retired (Table BY. The income pattern of the
retired is very difterent from that of households whese head 1s of
working age. as is their expenditure patiemn (which is reflected in
their indirect tax payments). For this reason. in the detailed exami-
nation of each stage of the tax-benefit system which follows, retired
and non-retired housenuids are anatysed separately.
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Summary of the effects of taxes and benefits by quintile groups of equivalised

disposable income, 1993

TABLE B

Quintile groups of households ranked by
EQUIVALISED disposable income

All
Bottorn 2nd 3rd 4th Top househaolds
Average per household (£ per year)'
Original income 1920 5020 12 860 20 850 39 370 16 000
plus cash benefits 4 460 4350 3070 1930 1 060 2970
Gross income 6 380 9 370 15 930 22 780 40 420 18 980
less direct taxes? and employees’ NIC 790 1200 2690 4 530 g 320 3710
Disposable income 5 590 8170 13 240 18 250 31100 15 270
less indirect taxes 1710 1950 3100 3780 4 900 3090
Post-tax income 3870 § 220 10 140 14 460 26 200 12 180
plus benefits in kind 3610 3000 3050 2480 2070 2 84
Final income 7 480 9220 13190 16 940 28 270 15 020
Equivalised disposable income 5335 8103 11370 15911 29 567 14 058
Average per household {(number)
Children® 0.8 0.6 0.7 0.6 04 0.8
Adults 1.6 1.7 2.0 2.0 1.9 1.8
Pearsons 2.5 22 2.7 2.8 2.3 2.5
People in full-time education 0.7 0.5 0.6 0.5 0.4 05
Economically active people 0.6 0.7 1.3 1.6 1.6 1.2
Retired people 0.6 0.7 0.5 0.3 0.2 0.4
Composition (Percentages)
Household type
Retired 39 47 24 15 7 26
Neon-retired
1 aduit 10 9 10 13 21 12
2 adults 9 9 20 26 38 20
1 adult with children? 15 9 4 2 1 5]
2 adults with children 21 17 27 27 23 23
3 or more adults® 6 9 16 16 12 12
Total 100 100 100 100 100 100

1 Allthe tables in Part 1 of this article show unequivalised income:equivalised income has onty been used in thg ranking process to produce the quintile groups{and
to produce the percentage shares and Gini coefficients).
2 These are income tax (which is after tax retief at source on mortgage interest and life assurance premiums) and Gross Council tax /Community charge /<domestic
rates and Water charges but after deducting discounts and Council tax transitional relief.
3 Children are defined as persons aged under 16 or aged between 16 and 18, unmarried and receiving non-advanced further education,

4 This group is smailer than the category of “one parent families” because some of these families will be contained in the farger household types.

5 With or without children.
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Average income per

household (£ per year)

CHART 3

Sources of gross income by quintile groups of equivalised disposable income, 1993
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1. Investment income includes occupational pensions and annuities.
2. Earned income includes wages and saiaries, income from self-employment and income from "fringe bensfits”.

CHART 4
Summary of the effects of taxes and benefits on all households, 1993

Average per household (£ per year)
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1. Households are ranked by their equivalised disposable income.
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Percentage shares of total household income
and Gini coefficients’, 1993

TABLE C

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

RESULTS FOR NON-RETIRED HOUSEHOLDS
Original income

The distribution of original income amengst non-retired households
is more equal than among all households, ranging from an average
of £3,040 per annum in the lowest quintile group to £43,420 in the
highest (Table D), a ratio of 1:14 compared to the ratio of 1:21 for
the distribution over all households. There is a relatively strong

cii]régo';f;] ini;?:: Dlsp;gjgzg Pizzg?: refationship between the original income of a household and the
number of economically active people it contains. Households in the
Quintile group 1op three quintile groups have. on average, twice as many economi-
Bottorm 23 7.0 7.6 6.8 cally active members as thase in the bottom quintile group.
:2%?; 1: .1':3 :g 1:3 Chart 3 summarises the effects of the tax-benefit system on non-
4th 25 23 23 22 retired househelds in different quintile groups.
Top 52 44 42 44
Cash benefits
All households 100 100 100 100
i Cash benefits are of two types: contributory (paid from the National
Dg;:;group 0.9 30 31 a5 Insurance Fund to which individuals and their employers make
Top 33 o8 27 28 contributions while working). and non-contributory (Table E). For
Gini coefficient non-retired households. non-contributory benefits form the most
{percent) 53 38 35 38 important source of cash benefitincome. Child benefitpayments are

1 This is a measure of the dispersion of each definition of income. Unlike the
percentage share analysis where household incomes are ranked only
once, the Gint coefficient calculation needs a separate ranking for gach
delinition. For example, the coefficient for original income is produced by
lirst equivalising the original income of alt the households, then this
distribution is ranked and this ranked distribution is used to calculate the
coefficient.

higher at the lower end of the income distribution. in peoportion to
the number of children per household (Table D). The other non-
contributory benefits, in particular Income Support. are mainly
income-related. and so payments are concentrated in the lowest
quintile group, aithough the presence of some individuals with low
incomes in high income houszholds means that some payments are
recorded further up the income distribution. Contributory benefits.
for which the individual’s contribution record rather than income is
the criterion for payment. are highest for the second quintile group.
On average. cash benefits formed 10 per cent of the gross income of
non-retired households: their payment resulted in a significant
reduction in income inequality.

Summary of the effects of taxes and benefits on NON-RETIRED households, 1993

TABLE D
Quintile groups of NON-RETIRED households ranked by All non-
equivalised disposable income retired
house-
Bottom 2nd 3rd 4th Top holds
Average per househoid (£ per year)
Original income 3040 10 530 17 950 25 300 43 420 20 650
plus cash benefits 4510 3210 1920 1160 720 2310
Gross income 7 550 13 740 19 870 26 460 44 140 22 350
less direct taxes' & employees’ NIC 950 217G 3800 5580 10 340 4 570
Disposable income 6 600 11 570 16 070 20 880 33 goe 17 780
less indirect taxes 2060 2940 3700 4150 5160 3600
Post-tax income 4 540 8 630 12 370 16 740 28 640 14 180
plus benefits in kind 4280 3480 2960 2530 1930 3040
Final income 8820 12 110 15 330 19 270 30 570 17 220
Equivalised disposable income 5541 9307 13032 17 742 32 075 15 539
Average per household (number)
Children? 14 1.0 0.8 0.6 0.4 0.9
Adults 1.7 2.0 2.1 21 1.9 2.0
Persons 3.1 3.0 2.9 2.7 2.3 28
People in full-time education 11 0.9 0.7 0.5 0.4 0.7
Economically active people 0.9 1.5 1.8 1.9 1.7 15
Retired people Q0.0 0.1 0.1 0.1 0.0 0.1

1 These are income tax (which is after tax relief at source on mortgage interest and life assurance premiums) and Gross Gouncil lax /Community charge /demestic
rates and Water charges but after deducting discounts and Council tax transitional relief.
2 Children are defined as persons aged under 16 or aged between 16 and 18, unmarried and receiving non-advanced furthar education.
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CHART 5

Summary of the effects of taxes and benefits on non-retired households, 1993

10000

8000

6000

4Q00

2000

-2000

-4000

-6000

-8000

-10000

-12000

-14000

-16000

Bottom 2nd 3rd 4th

Quintile Groups'

Top

Average per household (£ per year}

Benetits in kind

Cash Benefits

Direct taxes

Indirect taxes

All
households

1. Households are ranked by their equivalised disposable income.

Average value of cash benefits for each quintile
group of NON-RETIRED households, 1993

TABLE E
Quintile groups of NON-RETIRED All
households ranked by non-
equivalised disposabte income retired
house-

Bottem  2nd 3rd 4th  Top  helds

Average per household
(€ per year)

Contributory

Retirement pension 70 360 310 250 150 230
Sickness/injury related 370 440 260 180 90 270
Unemployment benefit 90 90 80 40 3¢ &0

Other 80 a0 70 50 a0 80
Total contributory 600 980 710 510 3860 640
Non-contributory

Income support 18060 700 240 110 20 570
Child benefit 670 500 390 300 210 420
Housing benefit 960 490 150 50 20 330
Sickness/disablement

related 120 290 290 110 50 170
Other 350 250 140 80 60 170

Total non-contributory 3910 2230 1210 650 360 1670

Tctal casn penefits 4510 3210 1920 1160 720 2310

Cash benefits as a percentage
of gross income &0 23

Income tax, employees’ NIiC and local taxes? as
percentages of gross income for each quintile
group of NON-RETIRED househoids, 1993

TABLE F

Quintile groups of NON-RETIRED All
households ranked by non-
equivalised disposabte income retired
house-
Bottom 2nd 3rd 4th Top holds
Percentages
Income tax' 3.2 7.6 112 13.6 17.9 134
Employees’ NIC 1.9 39 4.7 49 3.9 4.9
Local taxes? 7.4 4.4 3.2 2.6 1.7 2.9
Total 126 158 191 211 234 204

1 After 1ax celief at source on mortgage interest and life assurance premiums.
2 Grross Counciltax, Community charge, Domestic rates and Water charges but
after deducting discounts and Council tax transitional retief.

Income tax, NI contributions and local taxes

Both income tax payvments and employees’ National Insurance
contributions are closely related 10 the size of original income.
The payments by hous¢holds of employees’ National Insurance
contributions in particular vary with the number of persons in
employment and with their carnings. However. since National
Insurance contributions are only levied on the ficst £420 of weekly
earnings (the ceiling in operation during mast of 1993), households
in the top quintile group pay rather less in contributions as a
percentage of gross income than the 3rd and 4th quintile groups of
households (Table F).
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Indirect taxes as a percentage of (a) disposable income and (b) expenditure on goods and services
for each quintile group of NON-RETIRED households, 1993

TABLE G

Quintile groups of NON-RETIRED househaolds All non-

ranked by equivalised disposable income retired

house-

Bottom 2nd 3rd 4th Top haolds
{(a) Percentages of disposable income
VAT 11.2 9.4 9.5 8.6 7.1 8.6
Duty on beer and cider 1.0 08 0.9 0.8 0.5 0.7
Duty on wines ana spirits 0.8 Q.7 0.7 0.6 0.7 Q.7
Duty on tobacco 5.5 3.3 22 1.3 G.5 1.7
Duty on hydrocarbon oils 2.4 22 2.1 1.9 1.2 1.8
Vehicle excise duty 0.8 0.7 0.7 06 0.4 0.6
Other taxes on final goods and services 2.3 1.8 1.7 1.2 0.9 1.4
Intermediale taxes 7.1 58 53 4.8 3.9 4.9
Tota! indirect taxes 31.2 254 23.0 19.89 153 20.2
{b) Percentages of expenditure on goods and services'
VAT 8.1 8.7 9.0 9.0 8.8 8.8
Duty on beer and cider 0.7 0.8 09 0.8 0.6 07
Duty on wines and spirsits 0.6 0.6 0.6 0.6 0.8 0.7
Duty on tobacco 4.0 29 20 14 0.6 1.8
Duty on hydrocarbon oils 1.8 1.9 2.0 2.0 1.5 1.8
Vehicle excise duty 0.6 0.6 0.7 06 0.5 0.6
Other taxes on finat goods and services 1.7 1.6 1.6 1.3 1.2 1.4
Intermediate taxes 51 5.1 5.0 5.1 4.9 5.0
Total indirect taxes 225 223 218 20.8 18.8 208

1 See paragraph 30 of Appendix 3 for the definition of expenditure.

Income tax was, on average. 3.2 per cent of gross income in the
lowest quintile, rising steadily to 17.9 per cent in the top quintile. As
the quintile groups are based on equivalised disposable income. ie
afler direct tax, even the lowestquintile corttains individuals who are
liable tor income tax.

Council tax (in Greal Britain from April 1993). community charge
and domestic rates (in Northern Ireland) are included here with
income tax and NICs in line with the treatment of council tax and
community charge in the National Accounts. Rebates on these local
taxes are included as part of housing benefit in Table E. Table F
overslates the regressive impact of local taxation at the lowerend of
the income distribution, since low income households are likely to
be receiving these rebates.

Indirect taxes

Households™ payments of indirect taxes are estimated from their
expenditure recorded in the FES. Because the data on expenditure
and incomes in the FES are compiled in different ways, they are not
fully compatible {see Appendix 3. paragraph ). Indeed, measured
expenditure substantially exceeds measured income in the bottom
decile group of households.

In total, indirect taxes expressed as a proportion of disposable
income fall as disposable income rises (upper part of Table G).
though the highest quintile pay most in indirect 1axes in cash terms.
The mipact of indirect taxes declines for the 10p quintile zroups
partly because higher income heuseholds channel an increased
proportion of their disposable income into savings. investments and
mortgage paymernts.
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Because of the imbalance between measured income and expendi-
ture already mentioned, Table G also shows estimates of indirect tax
payments expressed as a percentage of expenditure on goods and
services (in the lower part of the table). When assessed in this way,
indirect taxes, with the exception of tobacco duty, rise broadly in line
with expenditure.

Benefits in kind

The Government provides certain goods and services to households
either free at the time of use or at subsidised prices. These benefits
in kind are allocated to individual households in order to arrive at
final income. The imputed value of these benefits is based on
estimated costs of providing them. The largest two items for which
such imputations are made are the health and education services,
which together accounted for 24.2 per cent of total general govern-
ment expenditure in 1993, Other items for which imputations are
made are school meals and welfare milk. the housing subsidy and
travel subsidies, together accounting for a further 1.2 per cent of
general government expenditure.

Education benefit is aurbuted to households according to the
members’ usage of state education (see Appendix 3. paragraph 32).
The bettom quintile group contains the highest number of children
and consequently the highest number of those in full-time education
(Table D). This is the main reason for this quintile group being
allocated the highest average imputed benefit (Table H). Inaddition,
the majority of student-only households, for whom the costs of
education are greatest. are in this quintile group. Similarlv the
impact of expenditure on school meals and welfare milk is greatest
in the lower income groups where children are more likely to have
school meals provided free of charge.



Average value of benefits in kind for each quintile
group of NON-RETIRED households, 1993

TABLE H

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

house-
Bottom 2nd 3rd 4th Top holds

Average per household
{€ per year)

Education 2540 1900 1530 1180 750 1580
National health service 1440 1430 1330 1250 108 1310
Housing subsidy’ 110 70 30 20 0 50
Travel subsidies 30 50 56 70 a0 60
School meals and

welfare milk 150 30 10 10 10 40
Total 4280 3480 2960 2530 1930 3040

Benefits in Kind as a
percentage of post-tax
income 94 40 24 15 7 21

1 Does notinclude tax relief at source on mongage payments. These are taken
into account in the income tax payments shown in Table F.

The benefit from the health service is estimated according to the age
and sex of the household members (see Appendix 3, paragraph 34).
Table H indicates that the distribution of these benefits is fairly equal
across the lower two quintile groups and then the benefits decline as
income goes up.

The housing subsidy (see Appendix 3, paragraph 35) has been
spread between pubtic sector tenants, and since such households
tend to be concentrated in the lower half of the income distribution
this is where the imputed benefit is highest.

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

Table H shows that taken together the absolute values of these
benefits in kind clearly decline as household income increases. The
ratio of benefits in kind te post-tax income decrease from 94 per cent
inthe lowestquintile groupto 7 percentin the highest quintile group.
indicating that this expenditure contributes to the reduction in
income inequality.

Summary

The averall etfect of the various stages of the tax-benefits system on
non-retired households is summarised in Table J. Households inthe
highest quintile group receive 47 per cent of all (equivalised)
original income, compared with 2.7 per cent received by the lowest
quintile group. However. alter direct taxes and benefits are taken
inio account, the share of the lowest quintile group sses to 7.1 per
cent and that of the highest falls to 41 per cent. Cash benetits are the

Percentage shares of total household income and
Gini coefficients' for NON-RETIRED households,
1993

TABLE J

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

Criginal Gross Disposable  Post-tax
income income income incorne
Quintile group
Bottom 2.7 6.5 7.1 6.1
2nd g9 11 12 11
3rd 16 16 17 16
4th 25 23 23 23
Top 47 43 41 44
All non-retired
househalds 100 100 100 100
Decile group
Bottom 0.9 27 2.9 2.2
Top 30 27 26 28
Gini coefficient
(percent) 48 37 34 38

1 This is a measure of the dispersion of each definition of income. Unlike the
percentage shares analysis wherethe household incomes are ranked only
once, the Gini coefficisnt calculation needs a separate ranking for each
income definition. For example, the coefficient for original income is
producedby first equivalising the original income of ali the households, then
this distribution is ranked and this ranked distribution is used 1o calculate
the coefficient.

major factor underlying these changes, causing the Ginl coefficient
to fail from 46 per cent based on criginal inceme to 37 per cent based
on gross income. Income tax. employees” National Insurance
contributions and rates produced a further reduction in inequality.
but payment of indirect taxes increases inequality.

RESULTS FOR RETIRED HOUSEHOLDS

Retired households (see Appendix 3. paragraph 8 for definition)
have quite distinct income and expenditure patterns and so the tax-
benefit system affects them in a different way from non-retired
households (Table K). Few retired households have substantial
original income; those who do are concentrated in the top two
quintile groups and are receiving occupational pensions. The
majority of retired households are dependent on cash benefits, in the
form of state retirement pensions and income-related benefits such
as Housing Benefits and Income Support to pensioners.

Cash benefits form a very high proportion of gross income for all but
the better-off retired households. However. unlike non-retired
households. the bulk of these cash benefits (80 per cent) are paid
fromthe National Insurance Fund into which the recipients will have
made contributions throughout their working lives. Non-contribu-
tory benefits are lowest for the bottom quintile group as nearly 80%
of these households are owner-occupiers (Table 3b, Appendix 1)
and, therefore, not eligible for housing benefit.

All households except those in the highest quintile group of retired
households pay very little income tax. because their income is
unlikely 1o exceed their tax allowances unless they have significant
income from investments or occupaiional pensions in addition to
their state retirement pension. The top quintile group pays nearly
twice as much indirect tax as the average for all retired households.
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Summary of the effects of taxes and benefits on RETIRED households, 1993

TABLE K
Quintile groups of RETIRED househclds ranked by All
equivaiised disposable incorme retired
house-
Bottom 2nd 3rd 4th Top holds
Average per household (£ per year)
Criginal income
Earnings 30 50 120 310 650 230
Qccupational pensions 380 730 1200 3340 9290 2 980
Investment income 290 270 610 1170 5220 1510
Other income 10 70 60 80 40 50
Total original income 680 1120 1990 4 870 15210 4 770
plus Contributory benefits 3440 3810 3750 4070 4 000 3820
Non-contributory benefits 580 1070 1310 1260 850 1010
Gross income 4 700 6 000 7 050 10 200 20 050 9 600
less Income tax' 70 80 160 530 2 800 730
Employees'NIC 0 0 o] 10 30 10
Local taxes? 55C 510 520 590 700 570
Dispesable income 4 080 5410 6 360 9070 16 520 8 290
less Indirect taxes 1190 1170 1270 1540 2840 1680
Post-tax income 2890 42580 5100 7130 13 680 6610
plus National health service 2250 2 060 2150 2160 2020 2130
Housing subsidy?® 30 80 100 50 20 &0
Other benefits in kind 140 a0 0 180 10 120
Final income 5310 6470 7 440 9520 15 820 8910
Equivalised disposable incarme 50861 6 885 8 153 10 502 19119 9943

1 After 1ax relief at source on mortgage interest and life assurance premiums.

2 Gross Council tax, Community charge, Local rates and Water charges but after deducting discounts and Council 1ax transitional relief.
3 Does not include 1ax relief at source on mortgage payments, which is included in the income tax paymeants shown above.

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

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

A comparison of Table L. with Table J shows that although the
distribution of original income amongst retired households is much
more unequal than that within the non-retired household group. the
distribution of posi-tax income is more equal amongst the retired
than amongst the non-retired.

Chart 6 illustrates the impact which the tax-benefit system has on
retired households in different quintile groups.
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Percentage shares of total household income and
Gini coefficients' for RETIRED households, 1993

TABLE L

Percentage shares of total equivalised

income for RETIRED households ranked
by equivalised disposable income

Criginal Gross Disposable Post-tax
income  inceme income income
Quintile group
Bottom 3.0 10.1 10.2 9.1
2nd 5 13 14 14
3rd 8 16 16 17
4th 20 21 21 21
Top 64 40 38 40
All retired
households 100 100 100 100
Decile group
Botiom 1.1 45 4.4 3.5
Top 45 26 24 26
Gini coefficient
{percent) 67 30 28 32

This is a measure of the dispersion of each definition of income. Uniike the
percentage shares analysis where the household incomes are ranked only
once, tha Gini coeflicient calculation needs a separate ranking for each

income definition. For example. the coefficient

for original income is

producedby first equivaiising the originaiincome of all the households, then
this distribulion is ranked and this ranked distribution is used 1o ¢alculate

the coefficient.



CHART 6

Summary of the effects of taxes and benefits on retired households, 1993
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1. Households are ranked by their equivalised disposable income.

PART2-HOUSEHOLDS RANKEDBY CASHBENEFITS AS
A PROPORTION OF GROSS INCOME

This section considers the impact of the tax-benefit system on
households ranked according 1o the proportion of gross income
received through cash benefits. This ranking is not intended to
provide a measure of the financial well-being of households. Con-
tributory benefits and some non-contributory benefits, such as child
benefit and disability benefits, are not means-tested and are thus
independent of other household income. In addition, means-tested
benefits are paid to some individuals with low incomes in high
income households.

Non-retired households

For the purpose of this analysis, the househelds are divided into 3
groups according to their “dependency” on cash benefits. ie the ratio
of cash benefits to gross income. By far the largest group is that of
households receiving less than 10% of their gross income from cash
benefits. This group accounts for 63% of all non-retired households.
The other four groups each contain between 8% and | 1% of the
households.

Characteristics of households

Households most dependenton benefits have. onaverage, the fewest
adults and the most children (Table N). The average number of
people in households is highest for those houscholds receiving
between (0% and 30% of their income from benefits.

Ome adult households and one adult with children households are
over represented among those more than 30% Jdependent on ben-
efits. Two adult househelds both with and without cheldren are over

represented among those with a low ratio of benefits.

In 89% of the households in the group least dependent on benefits.
the chief economic supporter is either self-employed or in full-time
employment. This percentage drops as the level of dependency rises.

Cash benefits

Non-contributory benefits, in particularincome support and housing
benefit, are the main income source for those households most
dependent on benefits (Table M). Contributory benefits are highest
for households receiving between 10% and 50% of income from
benefits. These households have more members in receipt of retire-
ment pension. For those households with the lowest benefit ratio.
child benefit accounts for over two-thirds of all cash benefits.

Direct taxes

Amongst the group of households most dependent on benefits, very
few pay income tax or NI contributions. The average income tax is
negative for this group because of tax rebates and tax relief obtained
through the MIRAS scheme. Income tax and NI contributions
increase incashterms and as a percentage of gross income in moving
from the group ot households most dependent on benefits to the
group least dependent on benefits.

Indirect taxes
The payment of most indirect taxes increases in cash terms as the

rano of benetfits o income fails. The exception is duty on tobacco
which is lowest for the households least dependent on benefits,
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Average incomes, taxes and benefits of NON-RETIRED househoids ranked by cash benefits as

a proportion of gross income, 1993

TABLE M
Households ranked by cash benefits as a proportion of All non-
gross income retired
house-
Cash benefits as a proportion of gross income 95-100% 50-85% 25-50% 10-25% C-10% holds
Number of households in the sample 568 395 412 515 3242 5132
Average per household (£ per year)
Qriginat income
Earnings 7 1552 7 561 14 417 25 863 18 513
Investment income and occupational pensions 7 484 1149 1639 1415 1189
Other income 12 399 376 378 389 346
Total 26 2435 9 085 16 434 27 668 20 047
Direct benefits in cash
Contributory
Retirement pension 43 443 1098 827 27 227
Unemployment benefit 62 125 140 168 31 64
Sickness / disablement related 656 797 820 479 32 268
Other contributery benefits 81 167 186 155 ar 76
Non-contributory
Income support 3019 1719 705 329 28 574
Child benefit 628 556 403 463 355 415
Housing benefit 1725 1128 428 121 16 334
Sickness / disablement related 507 475 642 200 12 172
Family credit 17 253 244 107 2 53
Student grants 87 319 284 143 16 a1
Qther non-contributory benefits 72 a3 57 111 16 40
Total cash benefits 6 896 6 065 5007 3101 573 2 305
Gross income 6921 8501 14 093 19 536 28 240 22 352
Direct taxes and Employees' NIC
Income tax (net of tax reliet at source) -42 43 845 1971 4 330 3000
Employees’ N | contributions 4 54 369 758 1292 926
Local taxes' 517 525 618 670 677 642
Total 479 622 1832 3400 6299 4 569
Disposable income 6443 7879 12 261 16 136 21 941 17 784
Equivalised disposable income 6298 7325 10076 12 587 19 321 15 539
indirect taxes
Taxes on final goods and services
VAT 546 786 1208 1515 1824 1522
Duty on tobacco 357 343 458 386 265 309
Duty on alechaol 76 120 247 255 290 246
Duties on private motoring and transport 120 198 343 450 494 413
Other taxes on finat goods and services 132 197 205 254 272 243
Intermediate taxes 353 474 887 880 1023 865
Total indirect taxes 1584 2118 3148 3740 4168 3 600
Post-tax income 4 858 5761 g112 12 396 17 773 14 184
Benefits in kind
Education 2079 2310 1965 1750 1329 1581
National health service 1359 1303 1540 1804 1190 1307
Housing subsidy 148 105 71 47 18 a7
Travel subsidies 26 42 65 61 65 59
Schoal meals and welfare milk 200 1119 44 18 9 42
Total 3813 3871 3685 3679 2613 3035
Final income 8671 9 632 12 798 16 075 20 386 17 220

1 Gross Council tax, Community charge, Rates and Water charges but after deducting discounts and transitional relief.
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Characteristics of NON-RETIRED households ranked by cash benefits as a proportion of

gross income, 1993

TABLE N

Households ranked by cash benefits as a proportion of All non-
gross income retired
house-
Cash benefits as a proportion of gross income 95-100% 50-95% 25-50% 10-25% 0-10% holds
Number of households in the sample 568 395 412 515 3242 5132
Average per household (number}
Children 1.3 1.0 0.8 1.0 0.8 0.9
Adults 1.5 1.7 2.2 2.3 2.0 2.0
Paop[e 2.7 2.7 3.0 az 2.8 2.8
People in full-ime education 0.9 0.9 0.8 0.8 0.6 0.7
Retired pecple 0.0 0.1 0.3 0.3 0.0 G.1
Compaosition (percentages)
Household type
1 adult 27 19 11 g 17 17
2 adults 12 20 31 28 31 27
1 adult with children 3z 32 9 5 2 8
2 adults with children 23 18 23 33 35 31
3 ¢r more adults <] 12 27 28 15 16
Age of chief economic supporter
Under 25 15 i5 14 7 7 9
Over 24 and under 35 3z2 27 21 27 29 28
Over 34 and under 45 20 22 24 30 28 26
Over 44 and under 55 16 12 19 20 24 22
Qver 54 and under 65 17 17 15 14 12 13
Qver 64 - 7 8 3 0 2
Employment status of chief economic supporter
Self-employed ¢ 4 10 14 11 10
Fuli-time employee at work - 4 42 64 78 60
Part-time smployee at wark 1 24 21 10 5 8
Unemployed 31 21 15 10 4 10
Unoccupied and under minimum NI age 65 45 12 2 1 13
Retired or Ungccupied and over minimum NI age - 1 - 0 - 0
GCther 4 1 0 - 0 1

Benefits in kind

Benefits in kind are fairly flat across the first four groups in cash
terms but fall for the households least dependent on benefits. The
cost of education is higher for a pupil in secondary school than for
a pupil in primary school and higher still for a student in further
education. Education benefit is highest for households receiving
between 30% and 95% of income from cash benefits as this group
have, on average. older children than the group most dependent on
benefits. The imputed cost of health care rises for older people and
50 the benefit from the health service is highest for those households
receiving between 109 and 50% of income from benefits as these
households contain mare retired people. The impact of government
expenditure on school meals and welfare milk falls as dependency
on cash benefits decreases. The pattern for housing subsidy is
similar as households most dependent on benefits are more likely to
be public sector tenants.

Retired houscholds

As the majority of retired households receive substantial amounts of
cash benefit through the state retirement pension, the distribution of
households across the five groups is distinctly ditferent from that of
the non-retired househoids (Table P). Over two-thirds of retired
households receive more than 50% of their gross income through
benefits. Fewer than one in twenty households receive less than 10%
of their income through benefits. However, for most of this group.
the head of househoeld is below state retirement age and thus not
eligible for the state pension.
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Average incomes, taxes and benefits of RETIRED households ranked by cash benefits as a
proportion of gross income, 1993

TABLE P
Households ranked by cash benefits as a proportion of gross income All
retired
house-
Cash benefits as a proportion of gross income 95-100% 50-95% 25-50% 10-25% 0-10% holds
Number of households in the sample 483 767 373 136 B8 1847
Average per household (£ per year)
Criginal income
Earnings 1 64 409 754 t 398 232
Occupational pensions 12 1253 5301 11210 11 834 2983
investment income 30 529 22239 6 287 7 751 1510
Other income 3 80 82 12 14 48
Total original income 46 1926 8001 18 263 20 998 4773
pius Contributory benefits 3434 4173 4326 3838 594 3815
Non-confributory benefits 2190 881 275 177 36 1013
Gross income 5 669 6989 12 601 22 278 21 628 9 601
less Income tax’ 0 123 1130 3512 4002 728
Employees'NIC 0 1 18 34 63 10
Local taxes? 469 549 661 735 769 575
Disposable income 5200 6317 10792 17 997 16 794 g 288
Equivalised disposable income 7 201 7 599 12315 20 826 18 538 9943
less indirect taxes 912 1420 2213 3053 3783 1680
Post-tax income 4288 4 896 8 579 14 944 13011 6 607
plus National health service 2138 2250 2110 2039 1213 2127
Housing subsidy? 105 63 14 2 8 57
Other benefits in kind 86 109 142 119 334 121
Final income 6618 7318 10 844 17104 14 566 8 913
Number of people per househofd 1.3 1.6 1.7 1.7 1.8 1.5
Percentages
Number of 1 adult households 72 49 41 36 27 51
Number of 2 adult households 27 48 54 60 65 45
Number of 3 or more adult households . 2 3 5 4 8 3
Households with male heads 40 59 70 79 94 60
Households with female heads 60 a1 30 21 6 40
Age ranges of heads of household
Under 60 .0 1 3 5 31 3
QOver 59 and under 65 7 5 9 13 56 10
Over 64 and under 70 19 23 32 32 6 23
Cver 69 and under 75 23 29 28 21 3 25
Over 74 and under 85 37 34 26 26 3 31
85 and over 12 7 5 3 1 7

1 After tax relief at source on morngagse intergst and life assurance pramiums.
2 Gross Council tax, Community chargs, Local rates and Water charges but after deducting discounts and Council tax transitional relief.
3 Does not include tax relief at source on morgage payments, which is included in the income tax payments shown above.
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A 1able showing the average incomes, taxes and benefits for 1993 by quintile groups within household type is available from
the CSO on request.
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General government expenditure in 1993

TABLE 1 (Appendix 1)

Percentage
of total
£ million expenditure
Allocated expenditure’
Allocated cash benefits
Contributory (National Insurance, etc)
Retirement 28 390 10.4
Widows and guardians . 1030 0.4
Unemployment 1690 0.6
Sickness / Statutory sick pay 1 000 0.4
Invalidity 6 800 2.5
Maternity / Statutory maternity pay 450 0.2
Other . 410 Q.2
Non-contributory
Family benefits 7610 28
Income support 16 730 6.1
War pensions 1090 0.4
Other 6 700 25
Student maintenance grants® 1100 0.4
Rent rebates and allowances 8 540 3.1
Allocated benefits in kind
Health services 35 680 1341
Education 30 360 11.1
School meals and welfare milk 740 03
Housing subsidy 1220 0.4
Travel subsidies® 1430 0.5
150 980 55.3
Unallocated expenditure
Other current expenditure 84 660 31.0
Capital expenditure 15 460 57
Debt interest 18 450 6.8
Non-trading capital consumption 3310 1.2
Total expenditure 272 850 100.0
1 Including benefits to people not living in private households. It is not possible (for the reasons Source: United Kingdom National
given in Appendix 3, paragraph 1) to aliccate all of Government expenditure to households. Accounts, 1994 edition, Table 5.4

2 Estimated.
3 Including concessionary fares expenditure.
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Financing of general government expenditure in 1993

TABLE 2 (Appendix 1)

Percentage
of tatal
£ miffion financing
Allocated financing'
Income tax? 57 680 211
Employees' and self-empioyed NI contributions 15 800 5.8
Council tax / Community charge 8 0G0 2.9
Taxes on final goods and services
VAT 29 670 10.9
Duty on beer and cider 2460 0.9
Duty on wines and spirits 2580 1.0
Duty on tobacco 6120 2.2
Duty on hydrocarben oils 57390 2.1
Vehicle excise duty 2350 0.9
Other 4230 1.6
Taxes and NI cortributions on intermediate goods and services
Employers’ NI contributions 7 450 2.7
Commercial and industrial rates 5780 2.1
Duty on hydrocarbon oils 3350 1.2
VAT 2390 0.9
Vehicla excise duty 630 0.2
Other 950 0.3
155 310 56.9
Unallccated financing
Employers’ NI contributions not allocated 15 250 5.6
Taxes on expenditure not allocated 24 880 9.2
Other taxes
Corporation tax 15010 5.5
Petroleum revenue tax 380 01
Taxes on capital 2390 0.9
Other receipts® 11 870 4.4
Non-trading capital consumption 3310 1.2
(General government borrowing requirement 44 330 