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S

You might again be interested in seeing the latest results of

the CSO's work in analysing the effects of taxes and benefits on
household incomes; this was published in December 1984 Economic
Trends which appeared on 15 January and an offprint is enclosed.

There are two special features in this year's article. The first
assesses the impact of the tax-benefit system on households acc-

ording to "life-cycle" stages. It shows how the tax-benefit
system has a levelling effect on income through the life-cycle,
particularly in raising the income of the retired.

The second examines the trend in redistribution between 1975 and
1983. It shows that although the distribution of income before
taxes and benefits, (ie original income), became more unequal
over this period, this trend was largely offset by the associated
growth in cash benefits.

I would very much welcome any comments and suggestions.

i

JOHN BOREHAM

The Rt Hon Margaret Thatcher MP
10 Downing Street
SwW1
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1%e effects of taxes and benefits on
household income, 1983

Introduction

This article is the latest in a series which have appeared
annually in Economic Trends since the early sixties. Its
aim is to examine how the distribution of income
amongst households is modified as a result of Govern-
ment intervention through the tax-benefit system. Dur-
ing 1983 the Government raised and spent £138 billion;
directly or indirectly most of this revenue is raised from
households and the expenditure benefits households.
Although greater equality of incomes is not necessarily
a primary aim of this process it is nevertheless one of
its consequences.

Some Government expenditure programmes are
designed specifically to protect people against common
sources of hardship such as old age, sickness, unem-
ployment, disability, and so on. These programmes
can be collectively described as expenditure on social
protection, and are those from which households can
most readily perceive a direct benefit, whether in cash
or in kind. The Statistical Office of the European
Communities has designed a framework for the presen-
tation of information on such current expenditure and
this has been adopted by Member Countries as the
European System of Integrated Social Protection Stat-
istics (ESSPROS). The sources of hardship or need to
which the measures are directed are called ‘functions’,
and data for the United Kingdom, classified by social

Social protection expenditure 1982/83
TABLE A

protection function, are presented in Table A. Govern-
ment is not the only agency to undertake social protec-
tion programmes; the private sector may also do so in
the form, for example, of occupational pension
schemes or payments made by friendly societies, By
definition, the social protection measures must involve
the intervention of a ‘third party’. In Table A below,
Government and non-Government expenditures are dis-
tinguished and, although the coverage of non-Govern-
ment programmes is not complete, it can be seen that
Government assistance is predominant and that the
private sector makes a significant contribution only
in the fields of sickness and old age. Government
expenditure on social protection constituted 20 per cent
of GDP in 1982/83. Thus the state plays a central role
in cushioning the effect of events which reduce the
earning power of individuals or impose major financial
burdens on them.

In the following analysis, most of these items of
Government expenditure are allocated to those house-
holds who benefit from them, though the classifications
used are those of the national accounts rather than
those of ESSPROS. Certain other types of Government
expenditure not regarded as social protection are also
allocated to households, the main one being education
expenditure. However, as well as benefiting from these

million

Government programmes Non-government programmes

Benefits Benefits
in cash - in kind Notes

Benefits Benefits
in cash in kind

Function

1. Sickness .. - ¢ 3 o 5 590 10 470 2 320 Includes: National Insurance
sickness benefit; National Health
Service (excluding maternity and
services for disabled); employers sick
pay.

Includes: social security benefits for
the disabled; NHS services for the
disabled; personal social services for
the disabled.

Includes: National Insurance
retirement and widows pensions;
supplementary pensions; personal
social services for the elderly;
occupational pensions.

Includes: child benefit; one parent
benefit; family income supplement;
NHS maternity services; welfare
foods.

Includes: unemployment benefit;
redundancy payments;
supplementary benefit; special
employment measures.

Includes: rent rebates and
allowances.

Includes: legal aid and items not
separately identifiable.

. Invalidity, disablement, occupational
accidents and diseases = - .« 3450

. Old age and survivors (e.g. widowhood) 21 020

. Family and maternity ..

. Unemployment and promotion of
employment

. Housing

. Miscellaneous

Total expenditure
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CHART 2
.Allocated and unallocated items of government revenue and expenditure, 1983
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programmes, households also contribute towards their
cost through direct and indirect taxation and National
Insurance contributions (NIC). For any one household,
it is most unlikely that in any one year payments will
equal benefits; the aim of this article is to examine
how the balance varies by income level, and therefore
how the distribution of income is altered by the tax-
benefit system. It has been possible to allocate to
individual households only 59 per cent of Government
revenue and 49 per cent of expenditure (Charts 1 and
2). The remaining items of revenue and expenditure
have not been allocated to households either because it
would be inappropriate to do so (e.g., the Government
Borrowing Requirement) or because the data required
to do so are not available (e.g., expenditure on libraries,
museums and the arts). Since the total amount of
revenue allocated exceeds the total amount of benefits,
less significance should be attached to the exact figures
of ‘gains’ and ‘losses’ in cash terms than to broad
patterns of redistribution, particularly in the middle
income ranges.

Chart 1 illustrates the stages of redistribution exam-
ined in this article. Initially, households receive income
from various sources: as a result of their employment
(e.g., wages and salaries, income from self-employ-
ment); from occupational pensions; from their invest-
ments; from other households (e.g., gifts and alimony
payments) and from private non-profit making insti-
tutions such as charities. Total income from these
sources constitutes original income, that is, the income
received by a household before Government inter-
vention. The flow chart shows the various ways in
which Government then raises revenue from households
and distributes benefits to them both in cash and in
kind. This article aims to quantify the effects of these
icl]iéms on the distribution of income amongst house-

olds,

The main source of data is the Family Expenditure
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Survey (FES) 1983. This is a continuous household
survey covering the United Kingdom, collecting infor-
mation on household composition, and on the income,
direct tax payments and expenditure of each household
member aged 16 years or over. In 1983, 6973 house-
holds participated. The response rate in Great Britain
was 67.3 per cent, lower than that recorded in 1981
and 1982 but similar to the response rates experienced
in the late seventies. The variation in response rates
does not affect the main analysis and results of the
work described in this series of articles.

The methods used in preparing the estimates are
described in Appendix 1 and the detailed results are
given in Appendix 4.

Summary of main results
The main results of the analysis are:

(i) In 1983 taxes and benefits increased the share of
total income of the bottom 20 per cent of house-
holds from 0.3 per cent to 6.9 per cent. The
impact is more marked amongst retired than
amongst non-retired households. Cash benefits
play the largest part in reducing income disper-
sion.

The impact of the tax-benefit system varies
according to life-cycle stages, which in turn mark
significant changes in economic circumstances
through life. Households are divided into eight
groups chosen to represent the stages of a typical
life-cycle, and the effect of taxes and benefits on
each is examined. This analysis shows that the
tax benefit system has a smoothing effect on
income through the life-cycle, compensating for
the drop in economic activity rates for households
with young children and helping to offset the
decline in income of the elderly.
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aii) Part II of the article examines changes in Govern-
ment revenue and expenditure and their effect on
households between 1975 and 1983. Although the
distribution of income before taxes and benefits
became more unequal over this period, this trend
was largely offset by corresponding growth in
cash benefits.

The 20 per cent of households with the lowest
incomes now rely almost entirely on cash benefits.
The mix of household types forming this group
changed considerably between 1975 and 1983,
with increasing numbers of households with chil-
dren appearing in the low income group and a
decreasing proportion of retired households.

PART 1
RESULTS FOR ALL HOUSEHOLDS

The distribution of household original income is highly
unequal. The 20 per cent of households with lowest
original income (the lowest ‘quintile group’) had an
average original income of only £120 per annum in
1983, compared with an average original income of
about £18 640 per annum in the highest quintile group
(Table B). Chart 3 shows how the dispersion of incomes
is reduced at each stage of redistribution, so that
average final income ranges from £3 630 to £12 920, a
ratio of about 1:4 compared with the ratio for original
incomes of about 1:160.

The size of the original income of a household
depends to a large extent on how many economically
active people it contains. Only one in eighteen house-
holds in the lowest quintile group contain one or more
economically active people. Nearly two-thirds of the
households in this group are retired (Table C) - defined
as households where at least half the total gross income
comes from retired people - and the majority of these
have virtually no original income since the state retire-
ment pcnsion (including any graduated or additional
pension) is a cash benefit. The remainder include house-
holds either containing no earners (such as single full-
time students and lone parent households with young
children) or whose only earners are unable to work for
all or part of the year. Only 3 per cent of households

CHART 3

The effects of taxesand
benefits of quintile groups’
of households

Average income
per household
(£ per year)

Top quintile
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in the lowest quintile group contain one or more people
who were in employment for the whole year.

An alternative way to illustrate the extent of income
redistribution is to examine how income shares are
modified by the tax-benefit system (Table D). For
example, households in the highest quintile group
receive 48 per cent of all original income. After taking
into account cash benefits, this group’s share falls to
42 per cent. At the other end of the scale, the share of

Summary of the effects of taxes and benefits, 1983

TABLE B

Quintile groups of households ranked by original income

Average
over all

Bottom 2nd

house-
3rd 4th holds

Average per household (£ per yearl'
Original income .. - & o 120
plus cash benefits .. i i .« 3020
Gross income .. . 3140
less income tax' and employees NIC 10
Disposable income s i v . 3130
less indirect taxes .. . B840
Income after cash benefits and all taxas 229
plus benefits in kind . - = . 1340
Final income o o . i . 3630

Percent that are public sector tenants 59

Average per household (number)
Children (i.e. under 16)
Adults 5
People in full- tlme educatlon
Economically active people?
Retired people

6 880 10 570
730
7 980 11 300
2 340
8 960
1850

g B8E8828E2

! After tax relief at source on mortgage mmraﬂ and life assurance premiums.
2 See Appendix 1 10 for of y active,
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Th mposition of each quintile group of
ho‘-olds ranked by original income’, 1983

TABLE C

Percentage shares of total household income,
1983

TABLE D

Quintile group

Bottom 2nd 3rd 4th

Percentages
Household type
Retired
Non-retired
1 adult
2 adults
1 adult with children
2 adults with children
3 or more adults

Total

! Appendix 4, Table 7 gives fuller details.

the lowest quintile group rises from 0.3 per cent to 5.8
per cent. Further, but comparatively smaller, com-
pressions of the income distribution occur at the stages
of disposable and final income.

Though not without its drawbacks, the Gini coef-
ficient is the most widely used summary measure of
the inequality of the distribution of income (see para-
graphs 38 and 39 of Appendix 1). It takes values
between 0 and 100 per cent - the higher values indi-
cating greater inequality. While it is dangerous to draw
detailed conclusions from isolated changes in the Gini
coefficient, the reduction from 49.1 per cent to 36.3
per cent shown in Table D clearly confirms that cash
benefits produce the largest reduction in income
inequality.

Attention has already been drawn to the preponder-
ance of retired households in the lower ranges of the
distribution of original income; nearly two-thirds of
the households in the lowest quintile group and nearly
half of those in the second quintile group are retired
(Table C). The income profile of the retired is very
different from that of households whose head is of
working age, as is their expenditure pattern (which is

Percentage in each quintile group of households re-
ranked at each stage

Original Gross  Disposable Post-tax' Final
income income income income income

Quintile group
Bottom .. w 0.3 5.8 6.9 6.0 6.9
2nd .. » s 1" 12 1 12
3rd .. e W a8 17 18 17 18
4th .. d w &1 25 24 24 24
Top A . 48 42 40 42 39

Total .. - . 100 100 100 100 100

Decile group
Bottom .. o = 23 2.8 21 26
Top 5 R 25 24 26 24
Gini coefficient
(percent) .. . 491 36.3 33.0 32.7

" Income after cash benafits and all taxes but befdre benefits in kind.

reflected in their indirect tax payments). For this reason
in the detailed examination of each stage of the tax-
benefit system which follows, retired and non-retired
households will be analysed separately. Non-retired
households are examined first, followed by a discussion
of the impact of the tax-benefit system on retired
households.

RESULTS FOR NON-RETIRED HOUSEHOLDS
Original income

The distribution of original income amongst non-
retired households is less unequal than amongst all
households, ranging from an average of £1 440 per
annum in the lowest quintile group to £20 230 in the
highest (Table E). The relationship between a house-
hold’s original income and the number of economically
active people it contains is again very strong.

Summary of the effects of taxes and benefits on non-retired households, 1983

TABLE E

Quintile groups of non-retired households ranked by original income

Average

Bottom 2nd

over all
house-
3rd 4th holds

Average per household (£ per year)
Original income - e e = . 1440 6 070
plus cash benefits .. - + < . 2730 1090
Gross income .. ke ks 't 2 .. 4170 7 160
Jess income tax' and employees’ NIC . 190 1200
Disposable income .. = = = » 3980 5 960
less indirect taxes .. o ~ T . 1210 1720
Income after cash benefits and all taxes .. 2780 4 240
plus benefits in kind ol - - . 1670 1440
Final income ., o . I- ’ .. 4440 5 680

Percent that are public sector tenants .. o 54 33

Average per household (number)
Children (i.e. under 16)
Adults .. o o 7
People in full-time education
Economically active people®
Retired people .. 7

8 880 12 180 9750
790 660 1160
12 820 10 920

2750 2190

10 070 8730

2 560 2220

7 510 6 500

1550 1 550

9 080 8050

15 26

0.9
23
0.8
1.9
0.1

' Atter tax relief at source on mortgage interest and life assurance premiums.
2 gee Appendix 1 para 10 for definition of economically active
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h benefits

st cash benefits are designed to help the aged, the
sick and disabled, or people on low incomes (Table F).
For non-retired households, income-related benefits
such as Supplementary Benefit (SB) form the most
important source of cash benefit income and, as would
be expected, these are heavily concentrated in the lowest
quintile group. Child-related benefits (mainly Child
Benefit) are spread fairly evenly over the income distri-
bution, though less benefit is received by the top
quintile group where there tend to be fewer children
per household (Table E). The presence of elderly people
and widows within non-retired households means that
these households still receive some age-related benefits
(widow’s pensions and allowances are classified as age-
related benefits). On average, cash benefits formed 11
per cent of the gross income of non-retired households;
their payment resulted in a significant reduction in
income inequality.

Average value of cash benefits' for each
quintile group of non-retired households
ranked by original income, 1983

TABLE F

Quintile group

Bottom 2nd

£ per household
Age-related 390 290
Income-related® 350
Child-related 300
Other’ 150

Total 1080

Cash benefits as a
percentage of gross
income 65 15

! Appendix 4, Table 5 gives more details of cash bonefits.
2 Includes unemployment benafit,
3 Mainly related to sickness and disability,

The Housing Benefit scheme, which came into oper-
ation in November 1982 for certain Supplementary
Benefit (SB) recipients and in April 1983 for other
claimants, replaced the former system of rent rebates/
allowances, rates rebates, and the ‘housing require-
ments’ element of SB. This was essentially only an
administrative change and has had no effect on the
distribution of final income, though the intermediate
stages are altered slightly (see Box and Appendix 2 for
details).

Income tax and National Insurance contributions

Both income tax payments and employees’ National
Insurance contributions are closely related to the size of
original income. Thus the size of employees’ National
Insurance contributions paid by each household varies
with the number of persons in employment and with
their earnings. However the existence of an earnings

HOUSING BENEFIT

The Unified Housing Benefit scheme came into
operation in November 1982 for certain Sup-
plementary Benefit (SB) recipients and in April
1983 for other claimants. It replaced the previous
arrangements under which SB recipients received
a ‘housing requirements’ element in their SB pay-
ment and then paid their rent and rates in full,
and others eligible for assistance with their rent
and rates payments received rebates or allowances
from their local authority. Under the new system,
all those eligible for housing assistance receive it
from their local authorities through rent and rates
rebates if they are public sector tenants or rent
allowances and rates rebates if they are private
sector tenants. The effect of the scheme is to
decrease SB payments by the amount of any rent
or rates assistance included in the ‘housing require-
ments’ element, and to raise rent rebates/allow-
ances and rates rebates by a similar amount. In
Table F rent rebates and allowances and SB pay-
ments are classified as income-related cash ben-
efits, and so this item will have fallen by the
amount of rates assistance formerly included.
Domestic rates are classified as an indirect tax and
in the past have been shown as far as possible net
of rebates. However, since the rates rebate element
of SB could not be separately identified, SB recipi-
ents had to be shown as paying their rates in full,
despite the fact that these costs may have been
met at least in part by the DHSS. Under the new
system it is possible to calculate rates net of rebates
for all households, and this is the basis for the
calculation of rates payments in Table H. Appen-
dix 2 gives further information on these treat-
ments.

ceiling means that households in the top quintile group
pay rather less in contributions as a percentage of gross
income than the middle 60 per cent of households.

With the introduction of the Mortgage Interest Relief
at Source (MIRAS) scheme in April 1983, the income
tax payments reported after that date by most individ-
uals with mortgages under £30 000 no longer reflected
their true income tax liability. This is because under
the scheme, tax relief at the basic rate (30 per cent) is
deducted by borrowers from their mortgage interest
payments to the lending institution, and their income
tax payments rise by the same amount. In Table G, for
households affected by this change, tax relief obtained
under MIRAS has been imputed and deducted from
their recorded income tax payments. Also deducted is
the relief given by deduction at source obtained on life
assurance premiums, formerly treated as a benefit in
kind in previous articles.

The personal tax allowances are large enough to
prevent households in the lowest quintile group from
paying much tax. Due to the progressive nature of the
income tax system, the proportion of gross income
paid in income tax rises from 2.6 per cent for the
lowest quintile group to 18.4 per cent for the highest.
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In'e tax and employees’ NIC as
peM®ntages of gross income for each quintile
group of non-retired households ranked by
original income, 1983

TABLE G

Quintile group

Bottom 2nd 3rd dth Top

Income tax' 26 1.2 137 1562 184
Employees’ NIC 1.9 5.6 6.1 6.2 6.3

Total 4.6 16.7 19.7 214 237

' After tax relief st source on mortgage interest and life assurance premiums.

Indirect taxes

Indirect taxation is the only component of the tax-
benefit system which does not have the effect of reduc-
ing income inequality. In total, indirect taxes form a
declining proportion of disposable income as original
income rises (Table H), ranging from 30.3 per cent in
the lowest quintile group to 22.4 per cent in the highest.
However, individual taxes have divergent effects on
income inequality.

Domestic rates, tobacco duty, beer duty and inter-
mediate taxes (see box) all fall as a percentage of
disposable income as income rises. The fall in tobacco
duty payments is particularly marked because the inci-
dence of smoking is higher amongst people with low
incomes. VAT is not levied on basic necessities such
as food and since such items form a declining propor-
tion of expenditure as income rises, VAT payments
tend to be smaller for low income households than
for others. Car ownership increases with income and
therefore so does the related expenditure, in the form
of car tax, vehicle excise duty and duty on hydrocarbon
oils.

Although some indirect taxes such as VAT are
broadly progressive, Table H shows that the impact of
each of the indirect taxes declines for the top quintile
group compared with the fourth quintile group. This
is so partly because higher income households tend to
save a larger proportion of their income than house-
holds with smaller incomes.

INTERMEDIATE TAXES

Some taxes, such as VAT and excise duties on
petrol or spirits, have a direct effect on the final
price of goods and services. However, the produ-
cers of these goods and services also incur costs
such as employers’ National Insurance contri-
butions, non-domestic rates, and duty on hydro-
carbon oils, part of which they may pass on to
households in the price of their products. These
are called intermediate taxes.

Benefits in kind

Government current expenditure in providing certain
goods and services to households either free at the time
of use or at subsidised prices is converted by imputation
into the equivalent of an income flow to individual
households in order to arrive at final income. The two
largest items for which such imputations are made are
health and education services, which together
accounted for 21.1 per cent of total general government
expenditure in 1983. Other items for which imputations
are made are welfare food (mainly free school meals),
the housing subsidy, travel subsidies, and expenditure
on the option mortgage scheme, together accounting
for a further 2.7 per cent of general government current
expenditure.

Education benefit to individual households is impu-
ted by reference to the number of pupils and students
in the households (students living away from home are
not included as part of their parents’ household), and
to the type of education they are receiving; higher
imputed benefits are accorded to those in higher edu-
cation (sixth form, university, etc.) than, for example,
those in primary education. The bottom quintile group
contains the largest number of student households for
whom the costs of education are greatest, and this
means that this quintile group is allocated the highest
average imputed benefit (Table J). The impact of wel-
fare foods, which benefit mainly children, is greatest
in the lower income groups since children from these

Indirect taxes' as a percentage of disposable income for each quintile group of non-retired

households ranked by original income, 1983
TABLE H
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. Appendix 4, Table B gives more detailed figures on taxes.
? Net of rate rebates and the rates element of housing benefit supplement, but including water,
o, charges.
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‘erage value of benefits in kind' for each
intile group of non-retired households
ranked by original income, 1983

TABLE J

Average
over all
house-
Bottom 2nd 3rd  4th Top holds

Quintile group

£ per household
Education 840 BOD 790 760 -
Health 560 600 600 610
Housing subsidy 130 40 20 60
Travel subsidies 50 70 130 70
Other 100 30 20 40

Total 1440 1520 1550 1570 1550

Benefits in kind as a

percentage of post-
tax? income 60 34 27 21

! Appendix 4, Table B gives more details of benefits in kind
2 Incoma after cash benefits and all taxes,

households are more likely to take school meals and
to have them provided free of charge. Welfare foods
form about 90 per cent of the ‘other benefits in kind’
in Table J, the only other allocated item being option
mortgage expenditure. The option mortgage scheme
was in operation only until April 1983 when it was
subsumed in MIRAS.

Expenditure on health services has been allocated to
individuals according to the average cost to the Excheq-
uer of each type of service and to the estimated use
made of each service by people of different age and
sex. Benefits are then aggregated for members of the
household to yield figures on a household basis, so
that not only the sex-age composition but also the size
of the household determines the distribution of health
service benefits. Age and sex are by no means the only
possible determinants on which to base the allocation,
but age is certainly a very important factor. Data
availability also limits the choice of determinants. Table
J shows that these benefits are lowest for the bottom
quintile group but fairly flat in the remainder of the
income distribution.

Housing subsidy is taken to be the excess of expendi-
ture over income on the aggregate local authority hous-
ing revenue account, that is the sum of Exchequer
Subsidy and local authority determined Rate Fund
Contributions to the housing revenue account. Thus
housing subsidy as defined here has been spread
between public sector tenants. Since the proportion of
households who are public sector tenants is 54 per cent
in the lowest quintile group compared with only 8 per
cent in the highest group (Table E), the imputed hous-
ing subsidy is larger for low income households than
for others. In this article, tax relief on mortgage interest
is treated as an adjustment to income tax, not as a
housing subsidy.

Travel subsidies cover the passenger element of the
grants made to various public transport operations.
This year the bus travel subsidy (including the cost of
concessionary fares for the elderly) has been allocated
to households for the first time, in addition to the
passenger rail travel subsidy (see Appendix 3 for meth-
odology and detailed results). The use of public trans-
port 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. Since house-
holds in the middle and upper ranges of the income
distribution tend to make heavier use of the railways
and those on low incomes make more use of bus
transport, the combined effect of these travel subsidies
shows some rise over the income distribution, except
that the heavy use of railways by households in the
top quintile group means that their imputed benefit is
nearly twice the average for all households.

Table J shows that taken together the absolute values
of these benefits in kind show no clear relationship
with household income, falling in the lower half of the
distribution and rising in the upper half. However as
a proportion of post-tax income, benefits decrease from
60 per cent in the lowest quintile group to 13 per
cent in the highest quintile group, indicating that this
expenditure contributes to the reduction in income
inequality.

The overall effect of the various stages of the tax-
benefit system on non-retired households is summarised
in Table K. Households in the highest quintile group
receive 41 per cent of all original income, compared
with 3 per cent received by the lowest quintile group.
However after taxes and benefits are taken into
account, the share of the lowest quintile group rises to
8 per cent and that of the highest falls to 37 per cent.
Cash benefits are the major factor underlying these
changes, causing the Gini coefficient to fall from 38.1
per cent based on original income to 31.0 per cent
based on gross income. Income tax and employees’
National Insurance contributions produce a further
reduction in inequality, but payment of indirect taxes
increases the Gini coefficient. Benefits in kind reduce
income dispersion further.

Percentage shares of total household income
for non-retired households, 1983

TABLEK

Percentage in each quintile group of non-retired
households re-ranked at each stage

Post-tax'  Final
income

Original Gross Disposable
income income income income

Quintile group
Bottom .. w 3.0 7.2 B 6.8 7.6
2nd e i 12 13 14 13 14
3rd o . 18 18 18 18 18
4th G w 25 24 23 23 23
Top i w 38 37 39 37

Total b . 100 100 100 100 100

Decile group
Bottom .. « D 2.6 3.1 2.3 2.7
Top - - 2D 23 22 24 2

Gini coefficient
(percent) 38.1 Nno 28.8 2.3 294

' Income after cash benefits and all taxes but before benefits in kind

RESULTS FOR RETIRED HOUSEHOLDS

Retired households have quite distinct income and
expenditure patterns and so the tax-benefit system
affects them in a different way to non-retired house-
holds (Table L). Few retired households have substan-
tial original income; those who do are concentrated in
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Effects of taxes and benefits on retired households, 1983

TABLE L

Average per household (£ per \raar}
Original income
plus cash benefits
Age-related ..
Child-related ..
Income-related
Other
Gross income
Jess income tax'
less employees’ NIC
Disposable income
less indirect taxes
Domestic rates
VAT
Taobacco duty 3
Other taxes on final gn\ods & mmcns
Intermediate taxes
Income after cash benefits and all 1axes
plus benefits in kind
Education
National health service
Housing subsidy
Travel subsidies
Final income

Quintile groups of retired households ranked by original income Average

over all
house-

Bottom 2nd 3rd 4th Top holds

550 1 550 1720

2110

10 - -
120 340
350 240
4 200 4 410
220 360

4 050

250
230

80
220
230

10
860
90

70

4 060

' After tax refief at source on mortgage intorest and iife assurance premiums.

the top quintile group and are receiving occupational
pensions. However the majority of retired houscholds
are dependent on cash benefits, in the form of state
retirement pensions and, particularly in the bottom
quintile group, income-related benefits such as Supple-
mentary Pension. Thus cash benefits form a very high
proportion of gross income for all but the wealthiest
retired households. However, the bulk of these cash
benefits are paid from the National Insurance Fund
into which the recipients will have made contributions
throughout their working lives.

By definition, the National Insurance contributions
of retired households are very small. All except those
in the highest quintile group pay very little income tax,
because their income is unlikely to exceed their tax
allowances unless they have significant income from
investments or occupational pensions in addition to
their state retirement pension.

Domestic rates form the largest indirect tax payments
made by retired households, followed by VAT and
intermediate taxes. VAT, which is the largest indirect
tax for non-retired households, is less important to
most retired households because they spend a high
proportion of their income on exempt or zero-rated
goods such as food and heating.

Retired households derive significant benefits from
health services and, to a lesser extent, the housing
subsidy and travel subsidies. Health benefit is spread
fairly evenly within the group of retired households,
but housing subsidy is substantially higher for low
income households because low income households are
more likely to be 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.

Table M shows the extent to which income inequality
amongst retired households is reduced by the tax-
benefit system. Cash benefits play by far the largest

part in bringing about this reduction and income tax
payments make a further, though much smaller, contri-
bution. Payments of indirect taxes and receipts of
benefits in kind make only a marginal reduction in
dispersion and so the distribution of final income is
virtually unchanged from the distribution of disposable
income. A comparison of Table M with Table K 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 final income is more equal amongst the
retired than amongst the non-retired.

Percentage shares of total household income
for retired households, 1983

TABLE M,

Percentage in each quintile group of retired house-
holds re-ranked at each stage

Original Gross  Disposable Post-tax' Final
income income income income income

Quintile group
Bottom .. = 9.6 10.3 8.7 9.8
2nd i A 13 13 14 14
3rd 0y 5 16 17 17 18
4th T o 21 21 21 2
Top - = 4 38 40 37

Total 5 - 100 100 100 100

Decile group
Bottom .. T 4.3 4.6 3.2
Top 7 e B3 27 24 25

Gini coefficient
[parcent) 71.8 311 27.3 30.4

! Income after cash benefits and all taxes but before benefits in kind
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Q'E-CYCLE ANALYSIS OF REDISTRIBUTION
Although the sharpest contrasts in the impact of the
tax-benefit system are to be observed between retired
and non-retired households, there are also significant
differences in its effects at various stages throughout
the ‘life-cycle’ of a household. To examine these effects
in more detail, the following eight household types are
defined:

(i) Single adult under 30 years
(i) Married couple, no children, head of household
under 30 years
(iii) Married couple with child(ren), the youngest
under 5 years

(iv) Married couple with child(ren), all over 5 years

(v) Married couple with ‘child(ren)’, at least one of
whom is dependent and aged 16-24 years

(vi) Married couple, no children, head of household
aged 45-65 years

(vii) Married couple, retired
(viii) Single person, retired

This life-cycle pattern of marriage, family-building,
children leaving home and return to two adult and
then one adult households is only one of many patterns
which actually take place; others are adults remaining
single, married couples remaining childless, and mar-
ried couples with children becoming lone parent house-
holds. Appendix 4 Table 8 gives details of these
alternative life-cycle household types as well as the
eight described above. However, these eight types
account for about two-thirds of the FES sample.

CHART 4

The effects of taxes and benefits by life-cycle category of households

15,000

Original
income

" Final
income

//

Married Married
couple, with
youngest child

under b

Single Married
adult couple, no
under 30 children

Head under 30 5 or over

couple with
youngest child

The original income of young childless married coup-
les is more than twice that of young single adults (Table
N and Chart 4), partly because they tend to be older
and also because there are more student households in
the latter group. It falls back sharply when there are
pre-school children in the household since it is then
much less likely that both parents will be economically
active, The original income of young childless couples
is only exceeded when the children have all reached
the age of 16, at which stage household wages and
salaries are at a peak. Final income is also at a max-
imum for this group, having risen at each stage of the
life-cycle rather than dipping during the period when
there are children under 16.

Older married couples with no children in the house-
hold experience a drop in household original income,
despite the fact that the head is at an age at which one
might expect individual earnings to be at their highest.
It was found in the 1980 Department of Employment/
Office of Population Censuses and Surveys Women
and Employment Survey that women in their fifties
are less likely than younger women to work, and so
there are less likely to be two wage-earners in these
older households than in those where the head is aged
under 30 years. This is confirmed by the fact that on
average there are 1.4 economically active persons per
household where the head is aged 45-65 compared with
1.8 where the head is aged under 30. Wages and salaries
per worker are in fact slightly higher for the older age
group.

E per year
15.000

Married
couple,
retired

Married
couple

Head 45-64

Single
adult,
retired

Married
couple with
young

dependant 16-24




MG incomes, taxes and benefits by life-cycle categories, 1983

TABLE N

Married couples non-retired

no children
head aged
under 30

youngest
child

no children
head aged
45-64

Married
couple
retired

youngest
child
5 or over

with young
dependant(s)
aged 16-24

Single
adult

under 5 retired

Number of households in the sample 243

Average per household (£ per yearl
Original income :
plus cash benefits
Gross income
less income tax and ampioyeas NlC
Disposable income
fess indirect taxes W
Income after cash benefits and all tax&s
plus benefits in kind -
Final income ..

Average per household (numbers)
Children :
Adults b
In full-time aducatmn i __
Economically active people ..
Retired people

Ginl coefficients (per cent)
Original income .. X
Gross income
Final income

a1 287 577

2

o117

8 980
1240
10 220
1 860
8 360
2030
6 330
1860
8190

990

838834

e 1] MWk
— [=]
~ ey
o (=1

8

[ ]

wal ol

R
~Nh

The degree of dispersion of original incomes within
each of the eight life-cycle groups, as measured by the
Gini coefficient, is reduced by the tax-benefit system,
though the impact of taxes and benefits varies consider-
ably at different stages of the life-cycle. The largest
reductions occur for retired households (though a
reduction of a similar size occurs for lone parent
households—see Appendix 4 Table 8). Of the non-
retired groups, dispersion is reduced significantly
amongst young single adult households and amongst
households with children under school-leaving age, but
the tax-benefit system has very little impact on income
distribution within the groups of non-retired married
couples at either end of their working lives.

Table N also shows how the importance of the
different components of the tax-benefit system varies
at different stages of the life-cycle and more detailed
information is contained in Appendix 4 Table 8.
Employees’ payments of National Insurance contri-
butions are lowest when receipts of contributory ben-
efits are highest, with the main contributory benefit,
the state retirement pension, reaching its maximum at
a time when virtually no contributions are paid. Of
the remaining contributory benefits, married couples
with pre-school age children receive most Unemploy-
ment Benefit, followed by married couples with heads
between 45 and 65, and single adults under 30. Non-
contributory benefits peak much earlier in the life-
cycle, for married couples with pre-school age children,
and the most important of these benefits, Supplemen-
tary Benefit and Child Benefit, are also at a maximum
for this group.

Payment of income tax depends not only on income
but also on the tax allowances for which a household
is eligible. Thus, households with the same income may
pay different amounts of tax according to whether, for

example, the income is earned by the husband only or
by the husband and wife, the amount of mortgage
interest relief allowable, and so on. Thus young married
couples pay less income tax than their older counter-
parts both in absolute terms (£1710 per annum com-
pared with £1900 per annum) and as a percentage of
gross income, because both husband and wife are more
likely to be earning and so their personal allowance
will be higher, and any mortgages held by this group
are likely to be less mature and thus eligible for more
tax relief. Married couples with pre-school children pay
less income tax as a proportion of gross income than
any other of the non-retired household groups because
of the importance in their gross income of non-taxable
benefits such as Child Benefit and Supplementary Ben-
efit (unless paid to an unemployed head of household).

Married couples with children over 16 pay most
indirect taxes of all the life-cycle groups shown, though
as a proportion of disposable income their payments
are actually below average. Single retired people pay
less in indirect taxes than any other group.

Of the benefits in kind allocated to households, by
far the highest education benefit is received by families
where the children are over 16. In these families, those
young adults still in education will be in either sixth
forms or further education, which are more expensive
services to provide than primary education. Health
benefits show considerable variation over the life-cycle,
ranging from £140 per annum for young single adults
to £1010 per annum for retired married couples. Since
the cost of providing health care to a baby or a very
young child is similar to the cost of providing health
services to an elderly person, families with pre-school
children receive benefits at a comparable level to retired
couples (£1000 per annum). Taken together, allocated
benefits in kind peak for married couples with children
over 16.
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RESULTS FOR THE YEARS 1975 TO 1983

This part of the article examines the changes which
took place between 1975 and 1983 in the impact of
taxes and benefits on household income. The main
conclusion is that although the distribution of original
income became more unequal over this period, taxes
and benefits largely offset this trend so that the distri-
bution of final income in 1983 was little changed from
that in 1975. This has been achieved mainly through
the increased role played by cash benefits in household
income over the period, but other components of the
tax-benefit system have also altered in importance. The
changes in the tax-benefit system in aggregate will be
examined first, by reference to the level and compo-
sition of government expenditure and financing over
the period. This is followed by a discussion of demo-
graphic factors, which can also influence the distri-
bution of income between households and the impact
of taxes and benefits on them. These two aspects give
the background to the period 1975-83. The changes
observed over the period in the shares of household
income at different stages of the tax-benefit system are
then examined in detail.

Total government expenditure 1975-83

Government expenditure and revenue at current prices
rose throughout the period, largely due to inflation
(Table P). 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 compar-
ing the growth in government expenditure with that of
gross domestic product (GDP). Taking the period as a
whole, the growth in GDP has exceeded the growth in
government expenditure measured in current prices.

The growth in government current transfer payments
has exceeded that in final consumption throughout the
period, more than trebling in current price terms since
1975. Much of this growth can be attributed to
increases in the number of recipients, such as retired
people and those out of work requiring income support.

Growth in gross domestic product and
general government expenditure, 1975-83

TABLE P

1975 1977 1979 1981 1983

Gross domestic product
At current market prices (1975 = 100)
At constant (1980) market prices
(1975=100)

General government expenditure and
financing (1975= 100)

Government expenditure categories
{1975 =100):
Current transfer payments
Capital transfer payments
Final consumption
Capital formation and stocks

Allocated and unallocated expenditure

Of the four types of government expenditure shown in
Table P, a part of both current transfer payments and
final consumption is allocated to households in this
study. Both these items have shown strong growth
between 1975 and 1983, and Tables Q and R illustrate
the changes which have taken place in their composition
over this period.

Taken together, the current transfers allocated to
households have increased as a proportion of all trans-
fers from 48 per cent to 60 per cent (Table Q). This
has been due mainly to the growth in importance of
non-contributory benefits which increased from 8 per
cent of all transfer payments in 1975 to 18 per cent in
1983. The rise between 1975 and 1979 was partly due
to the introduction of Child Benefit, but the main
cause over the period as a whole has been the growth
in Supplementary Benefit payments. Contributory ben-
efits, mainly the state retirement pension but also
Unemployment Benefit, have also increased their share
but the growth has been much less marked. The rise
in the level of long-term unemployment over the period
has had a big impact on total expenditure on Supple-
mentary Benefit, because Unemployment Benefit is
payable only for a year after which those out of
work may become solely dependent on Supplementary
Benefit.

Changes in the composition of Government transfer payments, 1975-83

TABLE Q

Percentages

1975

1979 1983

Current transfers
Allocated
Cash benefits: contributory
non-contributory ..
other' ..
Subsidies?
Other’
Total
Unallocated ..

Capital transfers (unallocated)

General government transfers

' Student maintenance grants, rent rebates and aliowances,
2 Housing subsidy, travel subsidi ing concessi y fares).
3 |nstitutional cost of university education, option morngages expanditure
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;ﬂges in the composition of government final consumption, 1975-83

TABLER

Percentages

1983

Current expenditure on goods and services
Allocated
Health -~ - . - 5 a v " i 20.8
Education’ . ¥, : = E. ¥ i 21.4
Welfare foods, concessionary fares e 8 - . 2.0
Total = % o e - s + 5 = 4.1
Unallocated .. " “ o & = o v = 52.6

Other final consumption® .. - . . v o .. 3.3
General government final consumption - " o - 100.0

! Universities are part of the personal sector in the National Accounts therefore the Inatitutional
, cost of university education forms part of government transfer payments.
* Non-trading capital consumgtion

The pattern of government final consumption has
remained much more stable than the pattern of transfer
payments. The items of final consumption allocated to
households have decreased slightly in importance from
44 per cent of final consumption in 1975 to 43 per
cent in 1983, though at the same time individual items
have changed in importance; health expenditure
increased from 21 per cent to 23 per cent whilst edu-
cation expenditure has fallen from 21 per cent to 18
per cent (Table R).

Allocated and unallocated revenue

The pattern of government financing changed consider-
ably between 1975 and 1983 (Table S). Of those items
not allocated to households in this article, borrowing
halved in importance as a source of revenue, falling
from 19 per cent to 9 per cent, whilst other receipts,
such as those from petroleum revenue tax, rose by a
similar amount. However the major shift affecting
households is the decline in the importance of income
tax from 28 per cent to 23 per cent of total revenue,
and the rise in the share of indirect taxes from 24 per
cent to 29 per cent. There was a significant increase in
the share of indirect taxes between 1975 and 1977 due to
above average increases in revenue from most specific
duties, since when their share has increased steadily in
line with government policy to shift the balance of
personal taxation from income to expenditure. Income
tax fell from 28 per cent of total revenue in 1977 to 24
per cent in 1979 when the basic rate of tax was reduced
from 33 per cent to 30 per cent and higher rates of
tax were reduced.

In terms of revenue allocated to households rather
than total revenue, the shift from income tax to indirect
taxes has been even more marked, income tax having

Changes in the composition of general
government financing, 1975-83

TABLE S Percentages of total financing

1975 1977 1979 1981 1983

Allocated revenue:
Income tax .. i . « 280 282 28 256 27
Employees’ NIC " o w 54 6.1 5.4 6.0 7.2
Indirect taxes on households' 243 272 280 287

Total .. s o = . BL7 6156 672 583 0891
Unallocated revenue:

Borrowing : = - « 189 72 143 8F 87
Other receipts 5 = . 234 313 2856 320 322

Total financing .. i . . 100.0 1000 100.0 100.0

declined from 49 per cent of allocated revenue to 38
per cent and indirect taxes having risen from 42 per
cent to 49 per cent. Since income tax increases as a
proportion of gross income as gross income rises
whereas most indirect taxes tend to decrease, one might
expect these shifts in government financing to have
resulted in some increase in dispersion of post-tax
incomes. The extent to which this has actually hap-
pened is examined below.

Changes in household formation

Demographic changes and changes in household size
can have an impact on income distribution even if tax-
benefit policy remains unchanged. A trend towards
smaller households, for example one parent house-
holds, may mean that although individual incomes
remain unchanged, average household incomes fall and
there are more low income units. Increased numbers
of retired households can also result in more low
income units and in greater dependence on cash benefits
in the lower ranges of the income distribution.

Because the FES is known to under-represent the
elderly, trends in household formation are better stud-
ied using the General Household Survey (GHS) which
does not suffer from this problem and, in addition,
has a larger sample size of about 10 000 respondent
households per annum. The household types which can

Changes in household formation, 1975-83

TABLE T Percentages

1976, 1977 1979 1981 1983

By composition

1 adult over retirement age'

2 adults, both over retirement age'

2 adults, one over retirement age'

1 adult, under retirement age'

2 or more adults, no children

2 or more adults, 1-3 children

2 or more adults, 4 or more chil-
dren e - s

1 adult with children .

All households

16
10
6
8
26
30

1
3

100

8 ww PRocw:
B an BRoomas
8 wun B¥yawod

-
-
-

By size:
1 person - o i 5 23 23
2 people 7 i - G 32 32
3 people - ¥ ¢ v 17 17
4 people 2 2 = k: 17 18
5 people o = = = Z 7
6 or more people .. & r: 4 3

All households .. i 5 i 100 100

! Including

' 60 for women, 65 for men Source: General Household Surveys
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'idemiﬁed from the GHS are not precisely the same
as those identified in the FES, but have been chosen
to align as closely as possible. Table T shows the
distribution of households by composition and by size
over the period 1975 to 1983. Changes in population
structure occur only very slowly and a longer time
period than that chosen for this article is needed to
observe underlying trends; thus Table T does not show
any dramatic movements. Nevertheless some changes
can be discerned. Retired households have increased as
a proportion of all households, in particular one person
retired households, and the proportion of households
with children has declined. The increase in one person
retired households is part of a general trend towards
more one person households, whilst the number of
large households containing six or more people has
declined. Comparison of 1971 and 1981 Census data
confirms that these trends are part of long-term struc-
tural changes in household formation,

The effect of taxes and benefits on household income,
1975 to 1983

In using the FES to study the effects of changes in
government expenditure and financing on household
incomes, interpretation can be complicated by year to
year variation in the mix of households responding to
the survey, though such variation is generally quite
small. It can be eliminated by imposing a standard mix
of households on the sample, but such a process will
also remove any genuine changes in household for-
mation over the period such as those shown in Table
T. No attempt has been made to standardise FES data
in the discussion below, but this caveat should be
borne in mind when interpreting the results and undue
significance should not be attached to small year to
year changes.

The results of the changing pattern of government
expenditure and revenue are illustrated in Table U.
Cash benefits have grown as a proportion of gross
income from 11 per cent in 1975 to 17 per cent in 1983
for all households, and this growth has been spread
throughout the income distribution. Between 1975 and
1979 part of the rise was caused by the introduction
of Child Benefit; this benefit was phased in between
1977 and 1979 and replaced child tax allowances and
family allowances. Throughout the period the increase
in the number of retired households has also been a
factor. The lowest quintile group have come to rely
even more heavily on cash benefits as their major
source of income during the period, but the largest
change has been in the composition of gross income
of the second quintile group, for whom cash benefits
have grown in importance from 24 per cent to 47 per
cent of gross income. This is largely because in 1983 a
much higher proportion of this quintile group were
retired households compared with 1975 (47 per cent in
1983 compared with 21 per cent in 1975).

Income tax and employees’ National Insurance con-
tributions (NIC) as a percentage of gross income
declined throughout the income distribution over this
period. The biggest drop occurred in 1979 with the
reduction of the standard rate of income tax, and had
its greatest impact at the top of the income distribution.
However, because high income households tend to be
under-represented in the FES sample the drop in overall
tax burdens in 1979 is likely to be understated in Table
U since the full effect of the reduction of the higher
rates of tax is not reflected. At the lower end of the
distribution, the bottom quintile group paid negligible
amounts of income tax and employees’ NIC throughout
the period, but the tax burden of the second quintile
group fell significantly from 14 per cent of gross

Taxes and benefits as percentages of income by quintile group of households

TABLE U

Households ranked by original income

1979 1981 1883

Cash benefits as a percent of gross income
Bottom quintile group v %
2nd
3rd
dth
Top

Average over all households .,

Income tax and NI contributions as a percent of gross income
Bottom quintile group
2nd - T

3rd

4th % -

Tap. N - = =

Average over all households ..

Indirect taxes as a percent of disposable income
Bottom quintile group ! =
2nd i

3rd

4th

Top

Average over all households ..

Benefits in kind as a percent of final income
Bottom quintile group £ :
nd .. G v

3rd

4th

Top

Average over all households ..

92 96
37 47
11 14
6 7
3 3

14 17
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inc’ to 9 per cent, partly because of the fall in the
basic rate of tax in 1979 but also because of the
increasing importance to them of non-taxable income
such as Supplementary Benefit.

Indirect taxes rose steadily as a proportion of dispos-
able income between 1975 and 1983 both on average
and at all income levels, though the rise was rather
greater in the lower half of the income distribution
than in the upper half. Benefits in kind fell marginally
between 1975 and 1979 from 21 per cent of final
income to 19 per cent, but then rose to 20 per cent in
1981 and stayed at that level in 1983.

Table V shows the effect of these changes on shares
of income at the various stages of the tax-benefit
system, and in Table W their effect is summarised by
Gini coefficients. The distribution of original incomes
became more unequal over this period, with the shares
of the first three quintile groups falling, that of the
fourth quintile group rising marginally and the share
of the top quintile group increasing from 44 per cent
to 48 per cent. These changes are reflected in the
increase in the Gini coefficient from 43 per cent to 49
per cent. However, to a large extent the tax-benefit
system counteracted this increase in inequality so that
the distribution of final income showed little change
in 1983 from that in 1975 and the increase in the Gini
coefficient based on final income, from 31 per cent to
33 per cent, was much smaller.

Percentage distribution of original, dispos-
able, post-tax, and final income, households
re-ranked at each stage

TABLE V

1975 1977

Original income
Quintile group
Bottom
2nd
3rd
dth
Top

All households

Disposable income

Quintile group
Bottom
2nd .. = & 13 13
3rd 5 = = 18 18
4th . o > 24 24
Top .. i = 38 38

All households 100 100

Income after cash benefits and all taxes
Quintile group
Bottom S i 6.2 6.4
Zndi 5, = = 12 12
3rd = x ¥ 18 18
4th .. : 0 24 24
Top . - ¥ 39 39

All households 100 100

Final income
Quintile group
Bottom
2nd
3rd
4th
Top

All households

Gini coefficients for the distribution of
income at each stage of the tax-benefit
system

TABLE W

Gini coefficients (per cent)
Original income is &
Gross income .. 7 5.
Disposable income .. - X
Income after cash benefits and
all taxes . 5 v
Final income .. : = . 32

As would be expected from all the foregoing dis-
cussion, it is the payment of cash benefits which has
contributed most towards maintaining roughly the same
distribution of final income over this period. Although
the Gini coefficient based on gross income increased
slightly, the rise was much less than that based on
original income. Payment of income tax and
employees’ National Insurance contributions resulted
in a further reduction in the Gini coefficient of about
3 percentage points throughout the period. The pay-
ment of indirect taxes caused an increase in the disper-
sion of incomes in each of the years examined and, as
government financing shifted in favour of taxes on
expenditure over the period, the difference between
Gini coefficients before and after indirect tax payments
widened. However, since benefits in kind are highest
in percentage terms for low income households they
redress the effect of indirect taxes, so that the distri-
bution of final income is very similar to that of dispos-
able income.

Low income households

With significant shifts in government expenditure and
financing having taken place between 1975 and 1983,
it is of interest to examine what their impact has been
not only on the overall distribution of income amongst
households but in particular on those households with
low incomes. The final paragraphs will therefore dis-
cuss the changes which have taken place affecting the
20 per cent of households with the lowest original
incomes, the bottom quintile group.

The first point to note is that the mix of household
types in the bottom quintile group of original income
has changed considerably between 1975 and 1983
(Table X). In 1975, 80 per cent of these households
were retired, compared with 65 per cent in 1983.
Although it appears from Table S that the proportion
of lene parent households in the national population
did not change very much over this period, the propor-
tion of lone parent households in the bottom quintile
group rose from 5 per cent to 8 per cent. The increase
in 2 adult households with children was even greater,
from 2 per cent to 9 per cent. It thus seems that
there have been increasing numbers of households with
children appearing in the lowest income group, mainly
because of the rising levels of unemployment over this
period, and this has meant that more retired households
now appear in the second quintile group.

Referring back to the information on the bottom
quintile group contained in Table U, these households
now rely almost entirely on cash benefits. Changes in
income tax rates and employees’ NIC have no impact
on them since the vast majority are not liable for either
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. composition of the lowest quintile group
of households ranked by original income.

TABLE X

1976 1977 1979 1981

Percentages
Household type
Retired .. -
Non-retired
1 adult
2 aduits .
1 adult with children
2 adults with children ..
3 or more adults ..

All households in the bottom
quintile group

type of payment. However, the shift of taxation from
income to expenditure has had a greater than average
effect on the bottom quintile group, with indirect tax
payments rising from 21 per cent of their disposable
income in 1975 to 27 per cent in 1983. This compares
with the rise from 22 per cent to 25 per cent for all
households. Finally, although benefits in kind averaged
over all households remained virtually constant at
about 20 per cent of final income between 1975 and
1983, their importance to low income households has
increased so that these imputed payments formed 37
per cent of final income in 1983 compared with 34 per
cent in 1975.
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APPENDIX 1

Methodology and Definitions

The allocation of government expenditure and its
financing

1. There are considerable difficulties in moving from
the aggregates of government expenditure and financ-
ing published in the United Kingdom National
Accounts the CSO Blue Book to apportioning taxes
and benefits to individual households. We can obtain
information about the types of household that receive
cash benefits and pay direct taxes through surveys such
as the Family Expenditure Survey (FES). From the
replies respondents give to questions on their expendi-
ture we can impute their payments of indirect taxes,
and from information they supply about such factors
as their ages and the number of children in the house-
hold 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 corpor-
ation tax and government receipts from public corpor-
ations, 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 expendi-
ture, such as capital expenditure and 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

2. 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. Each adult keeps
a full record of payments made during 14 consecutive
days and answers questions about hire purchase and
other payments. He also gives detailed information,
where appropriate, about income (including cash ben-
efits received from the state) and payments of income
tax. Information on age, occupation, education
received, family composition and housing tenure is also
obtained.

3. One of the main purposes of the FES is to yield
information on household expenditure patterns to pro-
duce the weights used in compiling the index of retail
prices. The survey is conducted by the Office of Popu-
lation Censuses and Surveys on behalf of the Depart-
ment of Employment who analyse and report on it. The
Family Expenditure Survey Report for 1983, containing
detailed data on household characteristics, income, and
expenditure, will be published shortly. Details of the
survey method are set out in Family Expenditure Survey
Handbook by W F F Kemsley, R U Redpath and M
Holmes. Both are published by Her Majesty's Station-
ery Office.

4. The number of households in the United Kingdom
responding to the FES in 1983 was 6 973. The response
rate in Great Britain was 67.3 per cent. The available
evidence suggests that older households, households
where the head is self-employed, those without children
and higher income households, are less likely to co-

operate than others. In addition response in Greater
London is noticeably lower than in other areas (see
‘Family Expenditure Survey: a study of differential
response based on a comparison of the 1971 sample
with the census’ by W F F Kemsley, Statistical News
No. 31, November 1975 (HMSO)). However at present
the results in the article are based on the responses of
those households which actually co-operated in the
survey. This means that some of the figures differ from
those produced by other surveys (see also ‘Differential
response in the Family Expenditure Survey: the effect
on estimates of redistribution of income’ by R Harris
in Statistical News No. 39, November 1977 (HMSQO)).

Unit of analysis

5. The basic unit of analysis in the article is the
household, and not the family or the individual. A
household is defined in the FES as comprising people
who live at the same address and who share common
catering for at least one meal a day. Spending on many
items, particularly on housing, fuel and light and food,
is largely joint spending by the members of the house-
hold. Without further information or assumptions it is
impossible to apportion indirect taxes between individ-
uals or other sub-divisions of households.

6. In classifying the households, adults have been taken
as all people aged 16 and over. Most of the ‘extra’
adults in households with at least three adults are sons
or daughters of the head of household rather than
retired people.

7. A retired household is defined as one in which the
combined 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; or in which the head is over state pension
age, and more than three quarters of the household’s
income consists of national insurance retirement and
similar state pensions, or related supplementary benefit.

8. By no means all retired people are in retired house-
holds; about one in three households comprising three
or more adults contain retired people, for example,
and households comprising one retired and one non-
retired adult are often classified as non-retired.

9. The sample households have been classified accord-
ing to their compositions at the time of the interview;
it is particularly important to bear this in mind for
households comprising one adult with children - it is
likely that many of these households changed their
composition at some time during the year.

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

Income: redistributive stages
11. Stage one
Original income plus cash benefits = Gross income.

Stage two

Gross income minus income tax and employees’
national insurance contributions = Disposable
income.

Stage three
Disposable income minus indirect taxes=income
after cash benefits and all taxes.

Stage four

Disposable income minus indirect taxes plus other
benefits = Income after all taxes and benefits (final
income).

12. The starting point of the analysis is original
income. This is the annual income in cash and kind of
all members of the household before the deduction of
taxes or the addition of any state benefits. It includes
income from employment, self-employment, invest-
ment and occupational pensions. Employment income
is based on the last payment received before the inter-
view or, where different, the amount usually received.
Allowance is made for any periods of absence from
work through sickness and unemployment in the pre-
ceding twelve months, and for bonuses. Income from
self-employment is recorded in the FES for a past
period. This is brought up to current levels using an
index of income from self-employment derived from
the National Accounts. Income from interest, dividends
and rent is taken as the amount received in the 12
months before the interview. Income from occupational
pensions is based on the last payment received.

13. Households living in rent-free dwellings are each
assigned an imputed income based upon the rateable
value of the dwelling. This is counted as employment
income if the tenancy depends on the job.

14. The next stage of the analysis is to add on cash
benefits to original income to obtain gross income.
This is slightly different to the ‘gross normal weekly
income’ used in the FES Report, mainly because it
excludes the imputed rent of owner-occupiers. Cash
benefits are:

Age-related

Retirement and old persons’ pension (including
grgdualcd. and additional pensions), Widows’ ben-
efits, Christmas bonus for pensioners and others.

Child-related
Child benefit, Maternity allowance, Maternity
grant,

Income-related

Unemployment benefit, Family Income Supple-
ment, Supplementary benefit, Rent rebates and
rent allowances, Student maintenance awards.

Other cash benefits

War pension, Invalidity pension, Non-contributory
invalidity pensions, Mobility allowance, Job
Release allowance, Statutory Sick Pay, Attendance
allowance, Sickness benefit, Industrial injury dis-
ablement benefit, Death grant, other benefits.

15. This division involves some arbitrary allocations
(for example, most income-related benefits depend on
the number of children in the household), and it differs
from classifications used elsewhere. It is adopted in the
article purely for the purpose of shedding further light
on the redistributive effects of cash benefits. Statutory
Sick Pay is classified as a cash benefit even though it
is paid through the employer.

16. Income from short-term benefits is taken as the
product of the last weekly payment and the number
of weeks the benefit was received in the 12 months
prior to interview. Income from long-term benefits,
and from rent rebates and allowances, is based on
current rates. Supplementary Benefit includes all sup-
plementary allowances where they are separately dis-
tinguished by respondents.

17. Income tax and employees’ and self-employed con-
tributions to National Insurance and National Health
services are then deducted to give disposable income.

18. The estimates are based on the amount deducted
from the last payments of employment income and
pensions, and on the amount paid in the last 12 months
in respect of income from self-employment, interest,
dividends and rent. The income tax payments recorded
will therefore take account of a household’s tax
allowances, with the exception of tax relief obtained
‘at source’. In 1983 there were two types of tax relief
obtained in this way: mortgage interest relief and life
assurance premium relief, As explained in the article,
where households are eligible for these reliefs impu-
tations are made and deducted from recorded income
tax payments. In the case of mortgage interest relief
obtained through the MIRAS scheme, which was intro-
duced in April 1983, these imputations are based on the
interest component of the latest mortgage repayment.
Where the interest component is not known it is esti-
mated by reference to the size of instalment and the
age of the mortgagor.

19. Life assurance premium relief is calculated by allo-
cating the amount paid by Central Government to life
assurance funds in respect of this relief in proportion
to each household’s premium payments.

20. As original income includes some elements not
actually received in cash, disposable 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.

21. The order in which the remaining allocated items
are presented is to some extent arbitrary.
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22, jrect taxes on final consumer goods and services
incl e

Local authority rates on dwellings (after rebates)

Duties on beer, wines, spirits, tobacco, oil, betting,
etc.

Value added tax (VAT)

Customs (import) duties

Car tax

Motor vehicle duties

Driving licences

Television licences

Stamp duties

Gas Levy

23. These taxes are either levied directly on the con-
sumer (for example domestic 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,

24, The figures for domestic rates include, as well as
local authority rates, charges made by water authorities
for water, environmental and sewerage services,
although these charges to households in England and
Wales are no longer counted as general government
receipts in the National Accounts. (In Scotland these
payments go to the local authorities and are so coun-
ted.) As explained in the article, local authority rates
are shown net of all rebates, whereas in the past
the rates assistance received by Supplementary Benefit
recipients could not be separately identified. The Hous-
ing Benefit scheme replaced the ‘housing requirements’
element of Supplementary Benefit payments by a sys-
tem of rebates for all households. Further details of
the scheme and its treatment in this article are contained
in Appendix 2.

25. VAT and car tax affect the prices of secondhand
cars and are therefore assumed to be incident on the
purchasers of such cars as well as on the purchases of
new cars. In allocating taxes, expenditures recorded in
the FES on alcoholic drink, tobacco, ice cream, soft
drinks and confectionary are 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.

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

27. Indirect taxes on intermediate goods and services
are:

Local authority rates on commercial and industrial
property

Motor vehicle duties

Duties on hydrocarbon oils

Employers’ contributions to national insurance,
the National Health Service, the industrial injur-
ies fund and the redundancy payments scheme

National insurance surcharge

Customs (import) duties

Stamp duties

VAT

28. These are taxes that fall on goods and services
purchased by industry. Only the elements attributable

to the production of subsequent goods and services
for final consumption by the UK personal sector are
allocated in the article, being assumed to be fully
shifted to the consumer. Their allocations between
different categories of consumers’ expenditure are
based on the relation between intermediate production
and final consumption using input-output techniques.

29. Finally, we add the effects of benefits in kind for
which there is a reasonable basis for allocation to
households, to obtain final income. Benefits in kind
are:

State education

School meals, milk and other welfare foods

National Health Service

Housing subsidy

Rail travel subsidy

Bus travel subsidy

Concessionary bus fares for senior citizens

Option mortgage expenditure

30. Education benefit is estimated by the Department
of Education and Science as the cost per pupil or
student in special schools, primary, secondary and
direct grant schools, universities, and other further
education establishments. The value of the benefit
attributed to a household depends on the number of
people in the household recorded in the FES as receiv-
ing each kind of education (students away from home
are not counted).

31. 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.

32. Each individual in the FES is allocated a benefit
from the National Health Service according to the
estimated average use made of health services by people
of the same age and sex, and according to the total
cost of providing those services. The benefit from
the maternity services is assigned separately to those
households receiving maternity grant.

33, In this article public sector tenants are defined to
include the tenants of local authorities, New Town
Corporations, the Scottish Special Housing Association
(SSHA) and the Northern Ireland Housing Executive
(NIHE). The total housing subsidy includes the net
excess of current expenditure over income on the hous-
ing revenue accounts of local authorities; and grants
paid to the New Town Corporations, the SSHA, the
NIHE and the Housing Corporation. Within Greater
London, the rest of England, Wales, Scotland and
Northern Ireland each public sector tenant has been
allocated a share of the region’s total relevant subsidy
based on the gross rateable value of his dwelling. The
grant to the Housing Corporation has been similarly
allocated to housing association tenants in the UK.
Housing subsidy does not include mortgage interest tax
relief, rent rebates and allowances or rate rebates (see
paragraphs 16, 18 and 24 respectively).

34, The rail travel subsidies allocated are those to
British Rail passenger operations and London Trans-
port railways (the Underground). The method of allo-
cation has been revised this year and is described in
more detail in Appendix 3.

35. The bus travel subsidy (including the cost of conces-
sionary travel schemes for senior citizens) has been alloca-
ted to households for the first time in this year’s article,
The methods used are described in Appendix 3.
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,Jpn’on mortgages are those where the building
societies (or other bodies) charge a low rate of interest,
being compensated for this by payments from central
government. The interest payments do not then qualify
for tax relief, the scheme being primarily for the benefit
of non-taxpayers. The benefit to each household hold-
ing an option mortgage is assumed to be in proportion
to its last interest payment. This scheme ended in
April 1983 with the implementation of MIRAS (see
paragraph 18 above).

37. 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 criteria used both to
allocate taxes and to value and apportion benefits to
individual households could be regarded as too simpli-
stic. For example, the lack of data forces us to assume
that the incidence of direct taxes falls on the individual
from whose income the tax is deducted. This implies
that the benefit of tax relief for mortgage interest, for
example, accrues directly to the tax payer rather than
to some other party, for example, the vendor of the
land. It also implies that the working population is not
able to pass the cost of the direct tax back to employers
through lower profits, or to consumers through higher
prices. And, in allocating indirect taxes we assume that
the part of the tax falling on consumers’ expenditure
is borne by the households which buy the item or the
service taxed, whereas in reality the incidence of the
tax is spread by pricing policies and probably falls in
varying proportions on the producers of a good or
service, on their employees, on the buyer, and on the
producers and consumers of other goods and services.

Another example is that we know only an estimate of

the total financial cost of providing benefits such as
education, and so we have to treat that cost as if it
measured the benefit which accrues to recipients of the
service. In fact, the value the recipients themselves
place on the service may be very different to the cost
of providing it; moreover, there may be households in
the community, other than the immediate beneficiaries,
who receive a benefit indirectly from the general pro-
vision of the service.

DIAGRAM A

Complete income equality

Population share (per cent)

Gini coefficient

38. The Gini coefficient is the most widely used sum-
mary measure of the degree of inequality in an income
distribution. It can most easily be understood by con-
sidering a Lorenz curve of the income distribution, ie,
a graph of the cumulative income share against the
cumulative household share. The curve representing
complete equality of income is thus a diagonal line, as
in Diagram A, while complete inequality (with only
one recipient of income) is represented by a curve
comprising the horizontal axis and the right-hand verti-
cal axis.

39. A more typical Lorenz curve is illustrated in Diag-
ram B. The area between the Lorenz curve and the
diagonal line of complete equality, as a proportion of
the triangular area between the curves of complete
equality and inequality, gives the value of the Gini
coefficient. This is the shaded area in Diagram B. Thus
a distribution of perfectly equal incomes has a Gini
coefficient of zero; as inequality increases (and the
Lorenz curve bellies out), so does the Gini coefficient
until, with complete inequality, it reaches its maximum
value of 1 (or 100 per cent).

Previous articles

40. This article is the latest in an annual series. Earlier
articles covering the years 1957 to 1982 were published
in the following issues of Economic Trends: November
1962, February 1964, August 1966, February 1968,
1969, 1970, 1971, 1972, November 1972 and 1973,
December 1974, February 1976, December 1976,
February 1978, January 1979, 1980, 1981 and 1982,
December 1982 and November 1983. The January 1981
article contains a comprehensive account of 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 1983 on a
basis comparable with those for earlier years. Enquiries
should be addressed to D Westcott, Branch 8, Central
Statistical Office, Great George Street, London SWI1P
3JAQ, Telephone 01—233 8300.

DIAGRAM B
Lorenz curve for a typical income
distribution

Cumulative
income
share

(per cent)

Population share (per cent)




APPENDIX 2

Housing Benefit Scheme

The new Housing Benefit scheme came into operation
on 22 November 1982 for certain Supplementary Ben-
efit recipients and on 1 April 1983 for other claimants.
Prior to November 1982, assistance with housing costs
could be obtained in one of two ways. People in receipt
of Supplementary Benefit could have the amount of
their benefit assessed to include a ‘housing require-
ments’ element. Others could receive assistance from
their local authority in the form of rate rebates, rent
rebates to council tenants, or rent allowances to tenants
of private landlords. Under the new scheme all govern-
ment assistance with rents and rates payments is paid
through local authorities and Supplementary Benefits
are reduced accordingly.

Under the new scheme there are two types of claim-
ant:

(i) Standard claimants - persons who are liable to
pay rent or general rates on the dwelling they
occupy as a home, and who are not receiving
Supplementary Benefit.

(ii) Certificated claimants — persons who are treated
as householders for Supplementary Benefit pur-
poses, and who are entitled to a supplementary
allowance or pension.

The effects of the changes on the national accounts
are as follows:

(i) Central government grants to the personal sector
no longer include the ‘housing requirements’ ele-
ment of Supplementary Benefit or the central
government share of local authority rent rebates/
allowances, and are thus reduced by about £1 800
million.

The central government share of the cost of the
housing benefit scheme is now included in current
grants to local authorities which are thus
increased by about £2 000 million.

Payment of local authority rates are now shown
net of all rebates, including those paid to Supple-
mentary Benefit recipients, and are thus reduced
by about £400 million.

(iv) Local authority grants to the personal sector now
include all rent rebates and allowances, and are
thus increased by about £1 400 million.

Thus the total receipts of the personal sector from
general government are reduced by the amount of rates
assistance formerly included in Supplementary Benefit,
an estimated reduction of £400 million, and consumers’
expenditure on housing in respect of rates payments is
reduced by the same amount.

Previous treatment of housing assistance

In previous articles in this series Supplementary Benefit,
including the ‘housing requirements’ element, has been
treated as an income-related cash benefit as have rent

rebates/allowances received from local authorities.
However, in accordance with national accounts prac-
tice, domestic rates are treated as an indirect tax, net
of any local authority rate rebates received. However,
since the rate rebate element of the ‘housing require-
ments’ part of Supplementary Benefit could not be
identified, recipients of Supplementary Benefit had to
be shown as paying their local authority rates in full
even though these costs were being met in part or in
full by the DHSS. To try to get around this problem,
certain tables gave a range of payments of domestic
rates, based at the lower point on the assumption that
Supplementary Benefit recipients paid zero rates and,
at the upper point, that they paid their rates in full.
The true position lay somewhere between the two.

Treatment of housing benefit

The main difference in this year’s article compared
with previous years is that the new scheme enables
rates payments to be shown net of rebates for all
households, including those on Supplementary Benefit.
In detail, the treatment of the various elements of the
scheme is as follows:

(i) Supplementary Benefit continues to be treated as
an income-related cash benefit, though receipts
will have fallen by the amount of ‘housing
requirements’ no longer payable under the new
scheme.

Rent rebates/allowances continue to be treated
as income-related cash benefits, and will rise by
the amount of rent assistance formerly included
in the ‘housing requirements’ element of Supple-
mentary Benefit.

Domestic rates continue to be shown as an indi-
rect tax, net of all rebates. Payments will fall by
the amount of rates assistance formerly included
in the ‘housing requirements’ element of Supple-
mentary Benefit payments.

Housing Benefit Supplement (HBS) is a form of
Supplementary Benefit created under the housing ben-
efit scheme. It is payable to claimants who receive less
in standard housing benefit than they would have
received in rent and rates assistance if the former
Supplementary Benefit scheme had continued. It is
assessed by the local authorities based on information
supplied by the DHSS and paid with standard housing
benefit. In theory it should be shown as a separate
income-related cash benefit or included with Supple-
mentary Benefit. However, in practice it is paid as an
enhanced rebate and as such is virtually indistinguish-
able from other rebates and allowances. A negligible
number of FES respondents were able to identify HBS
separately. In cases where HBS was separately ident-
ified, the amounts were allocated to rent and rates
rebates in proportion to the gross rent and rates payable
by the household.
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APPENDIX 3

Changes in the treatment of travel subsidies

In 1983, for the first time, the subsidy to bus travel
and the cost of concessionary bus travel schemes for
the elderly have been allocated to households. In
addition, the method of allocating rail travel subsidy
has been revised and, in line with the changed treatment
in National Accounts, the proportion of rail subsidies
allocable to households has been increased. The total
effect of these changes has been to increase consider-
ably the importance of travel subsidies in the analysis.

Bus subsidies and concessionary fares schemes

The main difficulty which had hitherto prevented an
allocation of bus subsidies to households was the value
to assign to concessionary fares for senior citizens
under the various schemes in operation in different
areas of the country. Apart from the difficulty inherent
in the data, that is to say the problem of estimating at
the household level how much these concessions were
being used by the elderly, there were profound concep-
tual difficulties in putting a value on this usage with
such a wide variety of schemes operated by local
authorities. In addition, because it is the purpose of
the analysis to allocate National Accounts totals for
the household sector to individual households any valu-
ation would have to sum to these totals. Data on
concessionary fares were first collected by the FES in
1980, but it was not until several years’ results were
available and improved data-handling facilities had
been developed that it was possible to test concepts by
making experimental allocations. Broadly, the method
used to allocate the cost of concessionary fares in 1983
was to derive the valuations for the various types of
passes from a comparison of recorded expenditure in
the FES on bus travel by holders of ‘free’ passes and
‘half-fare’ passes. Thus the valuations were in terms
of expenditure on fares saved by pass holders. But the
sum of these valuations could at the same time be
taken as a measure of the loss of revenue by bus
operators from the use of such passes. Happily, the
grossed up estimates agree quite closely with the
amounts of money paid over by public authorities
and included in National Accounts to compensate bus
operators taking part in these schemes. In addition,
the relative values of the various types of passes derived
from FES figures by the method outlined above agree
broadly with estimates made by Department of
Transport.

In order to retain, as far as was practicable, regional
differences, three separate allocations were made for
the GLC, the English Metropolitan areas and the rest
of the United Kingdom. Using aggregates of bus
receipts, bus subsidies and the cost of concessionary
fares and after making allowances for the use of road
passenger transport by tourists, the business sector and
the institutional part of the personal sector, figures for
the total cost of providing bus travel to households in
these three areas was estimated. The estimated cost
was then divided between households according to their
usage of buses. This usage figure was derived from
expenditure on road travel recorded in the FES plus
the valuations assigned to concessionary passes held by
household members. Thus, for each household the
combined figure for bus subsidy and concessionary

fares expenditure was found by deducting any pay-
ments made by the household from the estimated cost
of providing bus travel to that household.

Rail travel subsidy

As mentioned above, the method of allocating passen-
ger rail travel subsidy to households has been revised.
Formerly, the basis of the allocation was simply to
divide the total amount of subsidy appropriate to the
household sector between households in proportion to
their recorded expenditure on rail travel. The revised
allocation, however, attempts to make some provision
for the varying amounts of subsidy to rail travellers
using inter-city, London and South East and other
services. To this end the subsidy to London and South
East services is allocated to households living in the
area and subsidies to provincial services to households
living outside the South East, in proportion to house-
holds’ expenditure on rail fares as recorded in the FES.
A single allocation of the subsidy to inter-city services
was made by dividing that subsidy between all house-
holds in proportion to their recorded expenditure on
rail fares. In making both these allocations allowances
were made for the use of rail travel by the business
sector, tourists and the institutional part of the personal
sector.

The results

Tables 1 and 2 show how the two elements of travel
subsidy differ in their impact on households. Rail travel
subsidy rises strongly with original income amongst
non-retired households, being associated both with
levels of economic activity and with higher personal
incomes (Table 1). The increase in the highest quintile
group is most striking. Bus travel subsidy however is
rather flat across the income groups of non-retired
households. Taken together travel subsidies rise quite
strongly with income.

The impact of travel subsidies also differ according
to household composition (Table 2). Rail travel subsidy
predominantly benefits non-retired households. On the
other hand bus subsidy is of particular benefit to retired
households who receive, on average, about twice as
much subsidy as non-retired households despite their
much smaller average size. This is primarily due to
the large amount of concessionary fares expenditure
included in the allocation of the bus subsidy.

Average value of travel subsidies for each
quintile group of non-retired households
ranked by original income, 1983

TABLE 1

Quintile group

Bottom  2nd

£ per household
Rail subsidies
Bus subsidies

Total




Av‘e value of travel subsidies for each household type, 1983
TABLE 2

Retired Non-retired

3or
2 adults  more
2 or 3 or 1 adult 2 adults 3or adults All
more more with 2 adults 2 more with house-
1 adult adults 1 adult 2 adults adults children 1 child children children children holds

£ per household
Rail subsidies .. 3 w10 21 66 16 36 3N 2
Bus subsidies .. .. . 40 67 50 26 19 14 20

38

59
43 35

Total - = s - 51 88 1156 4 55 45 73

APPENDIX 4 CONTENTS
Table Page

General government expenditurein 1983 .. .. . . . . . . . 1 114
Financing of general government expenditurein 1983 .. .. . . . . 2 115

Average incomes, taxes and benefits
By decile groups of original and disposable income for all households, 1983 116
By quintile groups of original income within household type, 1983 T e L 117

Individual taxes and benefits
By decile groups of original income for all households, 1983 .. .. . 122
By decile groups of gross income for all households, 1983

Composition, by household type of each decile group of all households ranked
by original, gross, disposable, post-tax and final incomes, 1983 :

Average incomes, taxes and benefits by life-cycle categories, 1983




® 114
.neral government expenditure in 1983
TABLE 1

Percentage
of total
£ million expenditure

Allocated expenditure
Allocated cash benefits
Social security benefits'

National Insurance (contributory)
Retirement 5
Widows and guardlans "
Unemployment .. >
SlcknessfSta!utory sick pav .
Invalidity -
Maternity
Disablement
Other ..

Non-contributory
Child benefit %
Supplementary benefit ..
War pension
Other ..

Student maintenance grants® o
Rent rebates and rent allowances ..

Allocated benefits in kind'
Health services
Education .. .
School meals, r'm!k welfare foods
Option mortgage scheme
Housing subsidy ..
Travel subsidies® ..

Unallocated expenditure

Other current expenditure on social, environmental and protective services

Social services
Social security benefits administration
Personal social services ..
Other ..

Environmental services
Housing
Water, sewerage, Iand drarnage and publlc health
Parks, etc U A

Miscellaneous Iocal author:w serwcas
Libraries, museums, and arts .

Protective services
Police ..
Parliament, couns and prlsons
Fire services s

Capital expenditure on social, environmental and protective services

Social services
Environmental services
Housing
Other ..
Protective services

Other current expenditure

Defence and external relations

Roads, transport and communications %
Industry, trade, agriculture, research and ernpiovmam ..
Other i - . E

Other capital expenditure
Debt interest
Non-trading capital consumption

Total expenditure

1690
2 500
260

5 960

17 910
2370
7 230
1950

1.7
52
1.4

29 480
4 240
14 660
2140

21.3
3.1
10.6
1.5

138 310

100.0

' Including benefits to people not living in private houssholds.
3 Eshmaled
g conc y fares

Source: United Kingdom National Accounts, 1584 Edition, Table 8.4
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mcing of general government expenditure in 1983’
TABLE 2

Percentage
of total
£ million financing

Allocated finanv::in{,-2
Income tax® - = % @ a 7 -~ e 5 < e = 22.7
Employees’ and self- emploved NI ccmnbutlons - A i s 7 r ;] 5 -4 . - 7.2
Indirect taxes
Domestic rates (net of rebates)

Taxes on final goods and services
VAT .
Duty on beer
Duty on wines and spmts
Duty on tobacco
Duty on hydrocarbon oils
Car tax, vehicle excise duty and drlvlng Ilcences
Other

ST Y X et
-4
o

Taxes and NI contributions on intermediate goods and services

Employers’ NI contributions
Commercial and industrial rates

Duty on hydrocarbon oils

VAT

National insurance surcharge -
Motor vehicle dul‘y and drl\.rmg licences
Other ; ¥

& BE&d

- W
iy
c8

(=]
=
3| 3288
o OQOB

Unallocated financing
Employers’ NI contributions not allocated

Indirect taxes
Commercial and industrial rates not allocated

Taxes on final goods and services not allocated
VAT .
Duty on hvdrocarbon oals
National insurance surcharge
Other !

Other taxes
Corporation tax
Petroleum revenue tax*
Taxes on capital

Other receipts® .. » 1 5 A .. = A - - ¥ 4 T i e L, " 8.1

Government borrowing requirement .. . - o . s - __ -. o - i ] - 87

Total financing 4 - . - . - - W - = a i - = —~ - g 100.0

! See Appendix 1 for notes on definitions for these items. Source: United Kingdom National Accounts, 1984 Edition, Table 9.1
¢ Inciuding taxes paid by people not living in private househoids.
¥ Net of tax relief at source on mortgage interest and life assurance premiums.
4 Including supplementary petroleum duty
® Receipts of rent, royalties and licence fees on oil and gas production, interest,
dividends, trading incoma and miscellanecus transactions (net).
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.erage incomes, taxes and benefits, 1983

By decile groups of households ranked by original and disposable incomes

TABLE 3

£ per year

Decile group Average
over all
decile
1st 2nd groups

(il Ranked by original income
All households
Decile points (£) = 623 2418 5100 6 904 8 589 10450 12816 16656
Number of households in the
sample .. o v - 697 697 697 697 698 697 697 698

Original income fe - = 1 1360 3 808 6011 11 617

Direct benefits in cash
Age-related = o . 1083 925 459 170
Child-related .. > o 1N 186 313
Income-related .. 35 .. 1668 518 303 144
Other & = o . . 274 275 166 67
Gross i income .. A 5711 12311
Income tax' and Emplcyees
NIC . + v = " 674 1227 2 602
DnsDOsable income .. i e 5 036 5983 9709
Domestic rates® .. ¢ 282 295 370
Taxes on final goods and
services .. - - -~ 850 1044
Intermediate taxes i - 373 538

Income after cash benefits and all
taxes .. % | A . 2338 4271 7 285

Benefits in kind
Education .
National health service
Housing subsidy
Travel subsidies
Other allocated benefits

Final income

Ranked by disposable income
All households
Decile points (£) % e , 8 982 10 684 13 455
Number of households in the
sample .. X % = : ! 697 698 697

Original income S ¥ R 2 342

Direct benefits in cash
Age-related o A . 223
Child-related .. o e 279
Income-related .. = = i 226
Other 4 5 e % 127 103
Gross mcome o i 5 3 250
Income tax' and Employees
NIC . w“ 5 i % 149
Disposahle income .. % & 310
Domestic rates’ 223
Taxes on final goods and
services .. - % = 434
Intermediate taxes 193

Income after cash benefits and all
taxes .. + 7 - . 1424 2253 2 867

Benefits in kind

Education .. o w108 145 296

National health sar\.rlca . 569 687 722

Housing subsidy = 78 108 113 29
Travel subsidies 44 58 61 56
Other allocated benefits 9 13 40 59

Final income .. Y - - 2221 3 264 4 098 4982

' Net of tax refief at source on mortgage interest and life pr See Appendix 1
2 Net of rate rebates and the rates slement of housing benefit supplement, but including water,
etc. charges.




A\.ge incomes, taxes and benefits, 1983

By quintile groups of original income within household type
TABLE 4

£ per year

Quintile group Average
over all
quintile
groups

(il 1 adult retired
Quintile points (£)

Number of households in the sample
Original income

Direct benefits in cash
Age-related
Child-related
Income-related
Other

Gross income ..
Income tax? and Employees’ NIC
Disposable income

Domestic rates® .. . .
Taxes on final goods and services
Intermediate taxes

Income after cash benefits and all taxes

Benefits in kind
Education .. r.
National health service
Housing subsidy
Travel subsidies .
Other allocated benefits

Final income

2 or more adults retired

Quintile points (£} .. E ", o
Number of households in the sample

Original income

Direct benefits in cash
Age-related
Child-related
Income-related
Other

Gross income ..

Income tax? and Employees’ NIC

Disposable income

Domestic rates® SO
Taxes on final goods and services
Intermediate taxes o

Income after cash benefits and all taxes

Benefits in kind
Education .. - - s X o -
National heaith service - 7 & - 1147
Housing subsidy = ad & .‘ = 131
Travel subsidies e ‘" = - e B85
Other allocated benefits = -+ - I8 —

Final income .. - " i e S .. 4066

! More than a fifth of these households had no original income, so the bottom group is undefined.

2 After tax rofief ot source on mortgage interest and life assurance premiums.

3 Net of rate rebates and the rates sisment of housing benefit supplement, but including water,
etc. charges.
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&raga incomes, taxes and benefits, 1983

By quintile groups of original income within household type

TABLE 4 (continued)

£ per year

Quintile group Average
over all
quintile
1st - groups

(iii} 1 adult non-retired

Quintile points (E) ..
Number of households in the sampia

Original income

Direct benefits in cash
Age-related
Child-related
Income-related ..
Other

Gross income .. :
Income tax' and Emplovees NIC
Disposable income

Domestic rates®
Taxes on final goods and services
Intermediate taxes i

Income after cash benefits and all taxes

Benefits in kind
Education ..
National health servtca
Housing subsidy
Travel subsidies
Other allocated benefits

Final income

2 adults non-retired

Quintile points (€) i
Number of households in tha sample

Original income v s i i a w 2443

Direct benefits in cash
Age-related < = 4 % 5 - 939
Child-related 1 .. " B = i 25
Income-related .. = = s -
Other = i % = o A X 363
Gross income ..

Income tax' and Employees’ NIC .. A 5 387

Disposable income .. -, £ + b . 4384

Domestic rates® ,, - -
Taxes on final goods and serwcas e 2 o 798
Intermediate taxes i . - o n

Income after cash benefits and all taxes .. 13064

Benefits in kind
Education .. - T i = 5 189
National health service % - = e 557
Housing subsidy - 7 = - o 92
Travel subsidies i .. = = # 60
Other allocated benefits .. v < @ 1

Final income .. - " % a - - 3982

! After tax relief 8t source on mortgage interest and life assurance premiums
2 Net of rate rebates and the rates element of housing benefit supplement, but including water,
stc. charges.




Av‘e incomes, taxes and benefits, 1983

By quintile groups of original income within household type

TABLE 4 (continved)

£ per year

Quintile group Average
over all
quintile
1st groups

(v) 3 or more adults, with no children

Quintile points (E) .. -~ " =4
Number of households in the sample

Original income

Direct benefits in cash
Age-related
Child-related
Income-related ..
Other

Gross income .. i -
Income tax® and Employees’ NIC
Disposable income

Domestic rates® & - &
Taxes on final goods and services
Intermediate taxes

Income after cash benefits and all taxes

Benefits in kind
Education .. - -
National health service
Housing subsidy
Travel subsidies -
Other allocated benefits

Final income

1 adult with children
Quintile points (E)

Number of households in the sample
Original income

Direct benefits in cash
Age-related
Child-related
Income-related ..
Other

Gross income ..

Income tax? and Employees’ NIC

Disposable income

Domestic rates® - 5
Taxes on final goods and services
Intermediate taxes -

Income after cash benefits and all taxes

Bepefits in kind
Education .. o
National health service
Housing subsidy
Travel subsidies
Other allocated benefits

Final income

! More than a fifth of these households had no original income, so the bottom group is undefined.

7 Afier tax rolief at source on mortgage interest and fife assurance premiums.

3 Net of rate rebates and the rates slement of housing benefit supplement, but including water,
otc. charges.
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.lerage incomes, taxes and benefits, 1983

By quintile groups of original income within household type
TABLE 4 (continued)

£ per year

Quintile group Average
over all
. quintile
ist groups

(vi) 2 adults, 1 child

Quintile points (£)
Number of households in 1 the sarnple

Original income

586
9408
Direct benefits in cash
Age-related 44
Child-related 363
Income-related .. 443
Other 101
Gross income .. i i i 10 359
Income tax' and Employees NIC & Es - 2 006
Disposable income i ¥ i . i 8 353
Domestic rates® 347
Taxes on final goods and services 1 266
Intermediate taxes 461
6 279
480

Income after cash benefits and all taxes

Benefits in kind
Education . 2 2 o 1 -
National heal!h servlce o | Ly - 706
Housing subsidy ' . " - 9 70
Travel subsidies - - . .y o 55
Other allocated benefits .. e - . 29

Final income .. - 0 5 it “ e 7 620

(viii) 2 adults, 2 children

Quintile points (£) - -
Number of households in lhe sarnple i - 163

Original income f o + i @ - 3338

Direct benefits in cash
Age-related - - - w o .. 23
Child-related .. e ! e 2 = 659
Income-related .. . - 4 £
Other & - £ & “ 5 2 177
Grossmcume o 5 i . 5586
Income tax' and Emp]oveas NIC " ) -~ 492
Disposable income .. - - 5 ! . 5094
Domestic rates® .. S L M 268
Taxes on final goods and serwcas e 1 B a35
Intermediate taxes o -+ = - 5 343

-

% égﬁggéaaﬁ

Income after cash benefits and all taxes = . 3549

Benefits in kind
Education . % = i ,_ . 1040
National health SBNICE " 4 s . 878
Housing subsidy 2 = - i " 108
Travel subsidies = = i & = 34
Other allocated benefits

2538

&

Final income .. 34 o 3 - e .« BT

! After tax relief at source on mortgage interest and life assurance premiums.
# Net of rate rebates and the rates element of housing benefit supplement, but including water,
etc. charges.




A.ge incomes, taxes and benefits, 1983

By quintile groups of original income within household type

TABLE 4 (continued)

£ per year

Quintile group Average
over all
quintile
1st groups

lix)} 2 adults, 3 or more children

Quintile points (£) ..
Number of households i |n the sampla

Original income

Direct benefits in cash
Age related
Child-related
Income-related ..
Other
Gross i |ncome 5
Income tax' and Emplovees NIC
Disposable income -
Domestic rates’ e
Taxes on final goods and services
Intermediate taxes 4

Income after cash benefits and all taxes

Benefits in kind
Education .. ,
National health service
Housing subsidies
Travel subsidies
Other allocated benefi ts

Final income

3 or more adults, with children

Quintile points (£} ..
Number of households in the sarnpla

Original income

Direct benefits in cash
Age-related
Child-related
Income-related ..
Other
Gross i income ..
Income tax' and Emplovaes NIC
Disposable income -
Domestic rates’
Taxes on final goods and services
Intermediate taxes

Income after cash benefits and all taxes

Benefits in kind
Education .. + v & >
National health serwce % A Al 3 908
Housing subsidy i - ) e > 119
Travel subsidies A .. - y 74
Other allocated beneflts - - i he 171

Final income .. - i ., = i . 8317

' After tax refief a1 source on morgage interest and life Bssurance premiums.
2 Net of rate rebates and the rates element of housing benefit supplement, but including water,
atc. charges.
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.erage incomes, taxes and benefits, 1983
By decile groups of households ranked by original income

TABLE 6

£ per year

Decile group

1st 2nd 3rd 4th 6th 6th 7th 8th 9th 10th

Decile points (£) = N 18 623 2418 5 100 6 904 8589 10 450 12 816 16 656
Number of households in the umple - . 697 598 69 69 698 697 697

™

Original income
Earnings of main sarmer 4781
Other sarnings .. o o ) - 359
Occupational pansions, annurtles oy + < 452
6011

-

Investment incoma
Other income
Total

qgB8I8 3

-~

Direct benefits in cash

Age-related
Retirement and old persons’ pension
Widows' benefit %
Christmas bonus for pgnslnnnm atc

Child-related
Child benefit .
Maternity allowance ..
Maternity grant

Income-related
Supplementary banafit
Unemployment benef:lfTOPS etc, awards
Rent rebates and allowances
Student maintenance grants
Family income supplement ..

Other
Invalidity pension and allowance
Sickness, industrial injury benefit ..
Attendance allowance
Disablement and war dlsnbnlity pensuon
Industrial injury disablement benefit
Mobility allowance
Job release allowance
Statutory sick pay ..
Non contributory invalidity pensunns
Miscellaneous cash benefits - i 9

Total e S i = & - - 1200

B
af

=8
@

R
s
~4 - 00~ £

8

(R~ 1%% ¥ —mE -
0FEd ~BERT

B oBo22 _z8 .22

-
-
- 0

LB i) — Bk

BLR 28z

m—w0

376
80
3
255
14
2
13
57
30
8
67
25
12
12
5
11
18
3

6

4

lMTul aupe

g
B
g 8

2
282
14
2
42
64
6
14
2
4
2
5
8
1
7
8
4
3
775
10 290
604
602

Gross income

Income tax and Employees’ NIC
Income tax
Employees’ natnonal Insurance ccmnbuuana
less: Tax relief at source’ o :
Total "

gebim g0

>

Disposable income ..

Indirect taxes
Domestic rates® ..
Taxes on final goods and services
VAT . -

Duty on tobacco

Duty on beer

Duty on wines ..

Duty on splrlts

Duty on hydrocarban anls
Car tax .. "
Vehicle excise duw
Television licences
Stamp duty on house purchssa
Customs’ duties

Betting taxes

Other

Intermediate taxes
Commercial and industrial rates
Employer’s NI contributions
Duty on hydrocarbon oils
VahlcPa excise duty
Othe 4
Total mduact taxes ..

sabs

P

~e8ng38 8 i

Income after cash benefits and all taxes

Benefits in kind
Education . o
National health service ..
Housing subsidy ..
Rail travel subsidy
Bus travel subsidy
Welfare foods ..
Option mortgage subsidv
Total &

s -
3 B

Final income .. 0 o o - & . 3776

! On mortgage interest and life assurance premiums.
2 Net of rate rebates and the rates element of housing benefit supplement, but including water,
atc charges.




A ge incomes, taxes and benefits, 1983
By decile groups of households ranked by gross income

TABLE 6

£ per year

Decile group

1st 2nd 3rd

4th

5th

6th

7th

Bth

9th

10th

Average
over all
decile
groups

Decile points (£) £ 2717 3 749
Number of households in the sample . 697 698

Original income .. z : . e . 289 646 144

Direct benefits in cash
Age-related .. - 2 5 i o 1229
Child-related .. s 2 " 5 5 28
Income-related i .. = = . 561
Other .. @ v % o - b ral
Total .. e . ~ o 2 . 1889

Gross income

Income tax and Employees’ NIC
Income tax .. - - v 74
National insurance contnbut:cns I - 17
less: Tax relief at source’ = o = 8
Total .. ., - = - A 84

Disposable income .. ¥ - 1 ,. 3129

Indirect taxes

Domestic rates® .. < 226

Taxes on final uoods and san.ncas
VAT .. U x b . A 179
Duty on tobacco . e o . ,‘
Duty on beer - i . 4 i 23
Duty on wines .. i o - = 7
Duty on spirits .. e 5 A ”
Duty on hydrocarbon oils .. 3 - 24
Car tax p. ¥ ! - 1 2
Vehicle excise duty ™ . & v 17
Television licences - - - 30
Stamp duty on house purchase v " 1
Customs’ duties .. " . -~ 1"
Betting taxes = - A i . 1"
Other o 5 % “ a W 1"

Intermediate taxes
Commercial and industrial rates .. R 62
Employers’ NI contributions .. & i 6 Tl
Duty on hydrocarbon oils .. e 5 27
Vehicle excise duty 3 - o & 7
Other 2 - “ 5 s 7 24 31

Total indirect taxes .. ., o 5 3 865 11567

Income after cash benefits and all taxes 2 264 2 940

Benefits in kind
Education » e - < o 175 379
National health service .. o -4 " 718 752
Housing subsidy .. N, - . . 112 117
Rail travel subsidy .. " - " - 14 17
Bus travel subsidy .. - , > - 46 46
Welfare foods o - = o 17 51
Option mortgage subs;dy o - 4 1 1
Total .. 58 4 = o o 1082 1362

Final income .. - ~ - i % 3346 4 302

4 956

3715

761
249
700
304
2014

5729

516
200

35
681

5048

2719
364

53
13
37
76
10
37
36

3
19
24
15

6 492

5 888

510
281
405
215
1412

7 300

864
360

303

443
187
77
17
48
a7
15
48
38
5
23
27
16

8 053

698
7633
380

307
315

95897 11313
697

9 346

354
316
247
148
1 065

10411

1570
593
120

8 368

11 526

280
309
191
102
881

12 407
2035
733
148
2 620

9787

367

13 621

14 391

275
n
190
119
855

15 245
2 616
864
170
am

11 935

17 261

697
22 696

182
267
187

79
714

23 410

4725
1147

242
5 630

6973
7 757

689
226
466
162
1543

9 300
1382
446
20
1738

7 562

! On mongage interest and life assurance premiums.

2 Net of rate rsbates and the rates slement of housing benefit supplement, but including water,

otc. charges,




!tribution of households co-operating in the Family Expenditure Survey, 1983

By decile groups of households ranked by original, gross, disposable, post-tax' and final incomes

TABLE 7

Retired households Non-retired households

3or
2 adults more
3or 1 adult 2 aduits 3 or adults Al
more with 2 adults 2 more with house-
1 adult 2 adults adults children 1 child children children children holds

Decile groups of original income .

Bottom S 7 i % < - 78 40
2nd ., v 3 i s % v 62 27
3d .. - o W e % & 82 59
4th .. = 5 % 4 o * 124

5th .. = -) 7 N 2, = 117 173
6th .. i o 3 N = s 76 154
Tt " 3 3, W 3, F 60 194
Bth .. T ¥ & ", ' - 39 195
gth .. 55 - ' b 5 - 21 207

Top .. “ 2% - " e, + 17

12 697
698
697
697
697
698
697

29 27
10 13
18 20
49 47
78 103
148
92
78 146
70 9
55 97

586

B ovwouBREER
g S3238%8K8s<

§ NEBREUBLRmB

Total .. o 44 & = i o 666

Decile groups of gross income

Bottom
2nd

3rd

4th

6th

Bth

Tth

8th

9th
Top

g uRIdBRILRw
g Bagag9gy) o
8 33838N8an!

Total ..

Decile groups of disposable income

Bottom
2nd ..
3rd

dth

5th

6th

Tth

Bth

9th
Top

8 RER2E2Fwn |

Total ..

Decile groups of post-tax income'
Bottom
2nd ..

3rd

4th

5th

6th

7th

Bth

Sth

Top

anvwnoB2988

cowwaBg28E
ROALEREEmn

aINEEIRBER

@
g
8
g

Total ..

Decile groups of final income

Bottom
2nd

3rd

4th

5th

6th

7th

Bth

9th
Top

aamumaaﬁgg
g 2883830w-!

w
ol
%

Total ..

' Income after cash benefits and all taxes but before benefits in kind.




Av%e incomes, taxes and benefits by life-cycle categories, 1983
Typical life-cycle categories

TABLE 8a

Married couples non-retired

Single
adult no children youngest youngest with young no children Married Single
aged head aged child child dependant head aged couple adult

under 30 under 30 under 5 5 or over aged 16-24 45-64 retired retired

Number of households in the sample 167 243 921 287 577 698 arn

Average per household (£ per year)

Original income
Wages and salaries < A - .. 4503
Other income e A - B . 504
Total .. i e & v = . 5007

Cash benefits

Contributory
Retirement pension
Sickness/injury-related
Unemployment benefit
Other B

Non-contributory
Supplementary benefit
Child benefit - =
Sickness/disablement-related
Other

Total

Gross income
Income tax (net) i 2
National insurance contributions
Total

Disposable income

Indirect taxes
Domestic rates (net)

Taxes on final goods and services
Intermediate taxes .. - "
Total

Income after cash benefits and all taxes

Benefits in kind
Education -
National health service
Housing subsidy
Travel subsidies
Other
Total

Final income

Average per household (numbers)

Children

Adults -+

In full-time education
Economically active people
Retired people =

Gini coefficients (per cent)
Original income

Gross income

Final income ..




QJerage incomes, taxes and benefits by life-cycle categories, 1983

Alternative life-cycle categoreis

TABLE 8b

Married
Single Single couple no
adult adult children
aged 30 with head aged
or over children 30-44

Number of households in the sample 227 220

Average per household (E per year)
Original income

Wages and salaries

Other income

Total

Cash benefits
Contributory
Retirement pension
Sickness/injury-related
Unemployment benefit
Other i i
Non-contributory
Supplementary benefit
Child benefit P &
Sickness/disablement-related
Other = b 2
Total

Gross income
Income tax (net) .. P A
National insurance contributions
Total o o

Disposable income

Indirect taxes
Domestic rates (net)

Taxes on final goods and services
Intermediate taxes .. 5
Total

Income after cash benefits and all taxes

Benefits in kind
Education .
National health service
Housing subsidy
Travel subsidies
Other
Total

Financial income

Average per household (numbers)
Children
Adults +
In full-time education
Economically active people
Retired people

Gini coefficients (per cent)
Original income &

Gross income
Final income ..
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Rejig mortgage
interest relief

Since the Chancellor of the Exchequer
has indicated that he is examining with a
critical eye all forms of tax relief, and he
has already moved with unexpected

it may be thought that mortgage interest
relief (MIR) is on the agenda for the
March 1985 Budget. On the other hand,
the Prime Minister appears to be
committed to feeding rather than killing
this particular sacred cow, as evidenced
by the raising of the ceiling from
£25000 to £30000 in the 1983 Budget.
There are 7 million taxpayers with
mortgages, the vast majority of whom are
getting MIR. (Those who do not are
unemployed owner-occupiers whose
mortgage interest is paid — to themselves
and not to the building societies — as part
of housing benefit.) The number of
taxpayers on higher rates getting MIR is
600,000, or about 9 per cent of the total,
It is also estimated that 9 per cent of all
mortgages are over the £30000 MIR
ceiling, a percentage that must increase
with a fixed ceiling and a rising average
mortgage.

The present system

The cost of mortgage interest relief to the
Treasury has risen, as shown in table 1,
from £1450m in 1979-80 to £3500m in
1984-85. It has thus risen from 0.7 per
cent of gdp at market prices to 1.1 per
cent. It should be noted that the rise has
not been even. MIR has risen and fallen
with interest rates during this period; it
has fallen as marginal rates of tax have
been cut and tax bands raised, and risen
with the amount of mortgage finance.

daring against corporation tax allowances,

3 Table 1
- COST OF MORTGAGE
INTEREST RELIEF £m
Higher rate taxpayers

In excess
of basic
rate

80
115
170
150

Relief
200
300
450
390

Total
1450
1960
2050
2150

1979-80
1980-81
1981-82
1982-83
1983-84 27650 3756 140
1984856 3500 410 160

Source: Hansard, 12 June, 26 July,
31 October 1984,

MIR of £3.5bn is 3.5 per cent of
outstanding mortgage debt of about
£100bn, and is thus equivalent to 3.5
percentage points off the current advised
building society mortgage rate of 11.75
per cent. This is a reduction of 30 per
cent in the mortgage interest rate,
corresponding to the basic rate of income
tax, which is what nine-tenths of
mortgagors get. To take the extreme
case, a high income taxpayer getting all
his relief at the top marginal rate of 60
per cent on a mortgage of £30000 gets an
interest subsidy of 7 percentage points,
and is paying an effective 4.8 per cent for
his loan.

The average MIR is £270 per owner-
occupier, but £500 per mortgagor, on the
average mortgage of £14300. If MIR did
not exist, the basic rate of income tax
could be lowered by 3 percentage points,
to 27 per cent. But in this case, the
average tax cut for all taxpayers would be
no more than £170, and the average
mortgagor would lose £330 on the deal.

It may not be generally known that in
granting MIR the UK is typical of the
vast majority of industrial countries. In

fact mortgage interest relief was never
brought in as such in the UK, Until
1968, all UK borrowers got interest relief
against tax, just as they all paid tax on
interest received. It was in that year that
the Labour Government withdrew relief
for consumer and other personal
borrowing, thus by default restricting it
to mortgages and home improvements.
The position was reversed by the
Conservative Government in 1972, and
reversed again by the next Labour
Government in 1974, when the £25000
ceiling on mortgage interest relief was
first introduced. This is a classic example
of the see-saw effect of adversary politics
on economic policy.

The IMF has shown that among 16
OECD countries, only Australia has no
mortgage interest relief, see table 2. Ten
of these countries, including the USA,
have MIR broadly similar to that in the
UK, and four give tax relief for the
principal as well as the interest, and are
thus more generous than the UK. Among
the countries which give MIR, six allow
deductions for consumer credit as well,
Half of the 16 countries tax imputed
income from owner-occupation. While

,the UK abolished Schedule A in 1963, it

still has domestic rates, which represent a
much higher tax on house property than
in any other industrial country apart
from the USA.

Is MIR a subsidy?

MIR is sometimes discussed as a subsidy
to owner-occupation, along with
exemption from capital gains tax on
principal residences. The case for or
against then becomes an argument about
the merits of owner-occupation versus
rented accommodation. There is no
particular virtue about owner-occupation
as such, since many young couples in the

[ oreatn
o/

Lloyds Bank Economic Bulletin is published as a monthly service and is normally written by Christopher Johnson, the Group Economic Adviser.
Each issue covers a topic of current interest, setting out some of the economic principles involved in a manner understandable to the non-economist.
Copies may be obtained from the Group Economics Department, Lloyds Bank, 71 Lombard Street, London EC3P 385. The text may be
reproduced without permission, provided that acknowledgement is made to Lloyds Bank Economic Bulletin, and a copy is sent to the above address.
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Lloyds Bank Economic Bulletin January 1985

X Main economic indicators NOVEM@ER

Two main economic events dominated November: The Chancellor’s Autumn Statement to the House of Commons on

12 November and the flotation of the British Telecom £3.9bn issue two weeks later. Both were well received by the financial
markets, though the latter has caused temporary distortions to the money supply figures, as a resuit of the building up of bank
deposits prior to the issue. Together with a PSBR of £2.6bn in banking November, this contributed to an unexpected high rise
in £M3 (2% per cent), and brought the annualized rate to 12% per cent, 2% per cent outside the top of the target band. Since
banking December is likely to be affected by the unwinding of the effects of the BT issue, it will not be until early February,
when banking January's figures are released, that a clear picture of monetary trends will emerge. In the real economy, there has
been a marked rise in retail sales, industrial production and the leading indicators. However, the Treasury'’s forecasts of 3% per
cent growth in gdp in 1985 and in a slowing-down in inflation from 4% per cent in the fourth quarter of 1984 to 4% per cent by
the fourth quarter of 1985 are widely regarded as too sanguine. Although retail prices rose by only 4.9 per cent in the year to
November and will probably rise by less in the year to December because of the impact of the reduction in the mortgage rate,
producer input prices were up 8.9 per cent and producer output prices rose by 6 per cent. The rise in average earnings is also
still running well above inflation, at an underlying rate of 7% per cent.

Publication date Series Change Comment
Nov Dec

22 21 Current balance of payments —£73m Record visibles deficit of £851m, resulting from imports being
(October p, sa) brought forward to avoid the VAT changes introduced on
November 1st and additional fuel imports. Current account
was —£73m, compared with —£578m in September, as a result
of £528m EEC rebate and £250m surplus on invisibles.

Unemployment Follows revised increase of 3,200 in October, bringing the
(excludes school leavers, p, sa) seasonally adjusted total to all time high of 3,103,200.

UK Official Reserves Underlying rise $12m. Total $15,496m (£12,874m).

Housing starts (October, p, sa) % Down 6% in latest three months, compared with previous
three months, and 14% lower than in August - October 1983.

Balance of payments (Q3) Invisibles surplus revised upwards to £1.1bn. Visibles deficit
widened to £1,6bn and £3.4bn excluding oil,

Producer output prices (p) Twelve month increase 6.0%, compared with 6.2% in October.
Producer input prices (p) Twelve month increase 8.9%, compared with 9.0% in October.

Retail sales volume (p) Up 2%% in latest three month period compared with previous
three months, and 4% higher than Sept - Nov 1983.

Output of the production Up 1% in latest three month period compared with previous

industries (October, p, sa) three months. Manufacturing output fell by 0.7% in October,
while energy production soared by 4.7% because of rapid
increase in oil production.

Retail prices index +0.3% Twelve month increase 4.9% compared with 5.0% in October.

Building society savings +£602m  Follows October’s £1,504m rise. Net receipts, £363m, were
low because of BT issue, interest credited to accounts £139m.

Longer leading cyclical Fourth successive monthly rise. Caused by rising share prices
indicators (p) and lower interest rates.

Public sector borrowing Brings total so far in 1984/85 to £9.8bn, compared with target
requirement (p) of E81%bn in 1984/85.

Average earnings Up 8.2% in latest twelve months, compared with 6.3% in
(October, p, sa) September. Underlying rise unchanged at 7%%.

GDP (average measure, Q3, p,) Up 1.4% on Q3 1983.

MO (BN, sa) Increases at annual rate since start of target period (Feb 1984):
M1 (BN, sa) MO0 6.2%, M1 21.9%, M3 12.2%, £EM3 12.2%, PSL2 16.9%.

M2 (BN) Target ranges set at 4 - 8% for MO and 6 - 10% for EM3. Larger
M3 (BN, sa) than expected rise in £M3 caused by high bank lending figure
£M3 (BN, sa) (£1.7bn, including Bank of England commercial bills) and
PSL2 (BN,sa) large (E2.6bn) PSBR.

All changes are on previous month or quarter. BN = Banking November. p = provisional. sa = seasonally adjusted. * = level not change.

Designed by Leo Maggs. Printed in England at The Furnival Press.




ACROUNTANCY ARE

15 NoveHRER |98y




IS

* Touche Ross.

NEWSEXTRA

De;pite predictions by man»
leadi

ng experts that chance is
inevitable in the tax rules
covering partnerships, there
can be few who believe that
the Inland Revenue has made
a serious move in this direc-

tion with Jast Week’!l)nsulta—‘ i

tive document.

By precluding a switch to
the ~ current-year basis of
assessment because ‘it would
go very much wider than part-
nerships’, the Revenue has
danjecﬁlsclf the only solution
that makes any long-term
sense, even if it would be
accompanied by horrendous
tramsitional problems.

‘All the other measures out-
lined in this document have
their problems,” said Bill
Packer, tax partner with
‘Any basis
other than current year is
arbitrarily unsatisfactory for
one reason or another.”

The consensus is that the
R’evenuc‘sl document is in-
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Simon Pincombe gauges initial reaction to the Inland Revenue’s
consultative document on changes to the taxation of partnerships

no positive r dation

rather lina R

Instead it merely identifies a
problem and puts forward
several different methods of
tackling it.

But the document is un-
characteristically quick to
point out the disadvantanges
of each method.

This negative approach is

consultative document and
had prompted one source
close to the Treasury to
observe: ‘The Revenue may
well try to persuade the politi-
cians that the time is not right
to attempt such reforms and
to shelve the project.’

But according to Wreford

Voge, presid of the insti-
tute of taxation, there can be
no doubt that the Revenue is
still working hard towards a
current-year basis of assess-

ment.

‘I think it _is icularly
keen to tackle-the existing
partnership rules,” Voge said.
‘But the move to a current-

year basis will form part of an
overall review of the tax sys-
tem. The proposals in the
consultative document are
merely sto%gap measures be-
cause the Revenue does not
want to be seen as picking
only on partnerships.’
Stopgap or not, the Re-
venue suggestions ook cer-

00SE ASOLUTION |

{AVEAPROBLEM.

tain to provoke a weighty
response from partnerships,
both individually and through
the relevant  professional
bodies.

Few will argue that legal tax
avoidance by partnerships
under the present continua-
tion and cessation provisions—

thich apply when there is a
ﬁang,e in a partnership - can

remain in principle. The docu-
ment claims this could amount
to £30 million a year. But it
does not give any indication of
how much revenue part-
nerships contribute to the ex-
chequer’s coffers.

Instead the profession will
be keen to highlight the inhe-
rent difficulties in each of the

-sitional

o o mdidual
FICTT S ———

~agree.

Revenue'’s options and will
hard for equitable tran- |

continuation where |

P
of a firm carrying on a con-
tinuing business would
assessed on the previous-year
basis.

The commencement and
cessation rules would apply
only when a business actually
began or ended and not when
there was merely a change in
the partnership line-up.

is approach would cut
out all ‘cessation coups’ with-

* plications. - - :

“But it looks like the 7bes:
apgroach,‘ Hardman said.
thers, though, do - not

The first reaction of Deloit-
te Haskins and Sells tax part-
ner Peter Wyman was to
plump _for an  individual
assessment of partners, de-
spite Revenue complaints that

s would mean employing
400 extra staff.

“While this option poses
transitional problems the
other measures contain poten-
tial elements of hardship in an
ongoing situation,’ he said.

opers and Lybrand tax
rtner Tony Tansley
avoured yet another"@ption
in the éxtension of the existing
commencement and cessation
rules. ‘Given that the onlr
logical step of a switch to a full
current-year basis has been
precluded, this one looks like
afairbet,’ he said. _

The Revenue claims this
would extend the cessation-
coup cycle from five to nine
years and reduce but not eli-
minate subsequent tax avoi-
dance.

Gy b

Other suggestions from the

Revenue include the use of
balancing adjustments.

Thi, R ..
was favoured originally by :LD

public accounts committ
when it drew attention in the
late 1970s to the increasing
use of tax avoidance by part-
nerships. ;

But the administrative bur-
den on both the Revenue and
firms would be immense.
‘Good grief," Hardman com-

d after idering the

‘out placing an undue ad
trative burden on the Re-
venue and the taxpayers,

implications.

Although one tax ‘partner
said he was pleased that the
Revenue ‘had come out with
an open mind’ the document
still has attracted pointed cri-
ticism. e

One specific omission,
according to Tansley, is the
document’s failure to address
the subject of partnership
mergers. ‘This has been com-
pletely ignored,’ he said.

And Wyman called the Re-
venue's insinuation that firms
were manipulating  their
profits for cessation-coup pur-

poses ‘an unfortunate instance
of mixin; s::ip';;osmon with
otherwise hard fact’.

The Revenue’s final sugges-
tion that there is a case for
withdrawing the conventional
accounting treatment used by
some partnerships is also like-
ly to provoke heated debate.

This has come as no sur-
Wyman: ‘potential hardship® | prise. But many believe the
according to Thornton Baker | net gain will be immaterial to
partner Philip Hardman. But | the Revenue while it is certain
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complex transitional arrange-
ments would be needed and
the possible introduction of a
‘substantial common interest’

roviso between old and new

to completely upset affected
firms’ financing.

*This cannot be justified on
eq'\,]itable grounds — or any
other grounds at
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rms would pose further com- | Tansley.
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