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1. Outline of the UK tax-benefit system in 2001
Some basic information:

« The tax-benefit system is largely a unified, nagiosysteni. The main exceptions are
Council Taxand Council Tax Benefitvhich do not apply in Northern Ireland and the
Social Fund the discretionary element of which is managedeurftked local budgets
each year.

* The tax system generally changes in April each.ydain benefit changes happen at the
same time, but may also be implemented in Junectol@r.

» State pension age in 2001 was 60 for women andrahién.

* Minimum school leaving age is 16; dependent childaee defined as aged under 16 or
under 19 and in full-time non-advanced educatichrast married.

* For benefit purposes lone parents are the parénmteswmlent dependent children; they do
not cohabit with a partner of the opposite sex fiweor not any partner is the parent of
the child is irrelevant).

* The income tax system is an individual system, wiitle spouses being assessed
independently.

* The means-tested benefit system assesses entitlemeording to benefit unit income.
The benefit unit is the nuclear family - the coufdehabiting or married) or single adult
plus any dependent children.

» Social contributions and state benefits and pessawa usually assessed and delivered on
a weekly basis. Amounts are referred to in weekhns. The exception is income tax,
where liability is based on annual income and adlioees and thresholds are referred to in
annual terms.

1.1 Benefits?

In the UK, social security benefits can be divide three different types. The first category
consists ofcontributory benefits, which are earnings-replacement benetitd pensions,
entitlement to which depends on having met cetamditions regardinglational Insurance
contributions Some contributory benefits are subject to spetfsts on current income. The
second type ison-contributory, non-meanstested benefits. These benefits depend on certain
contingencies such as disability or parenthooddauhot require contributions to have been
made and are not subject to an income test. Tihe thpe ismeans-tested benefits. These
benefits depend on a range of personal and farmdymstances but also on family incomes -
benefit entitlement is reduced if family incomesraase. From 1999, when Working
Families’ Tax Credit (WFTC) replaced Family Credibme cash benefits have been replaced
or supplemented by “tax credits”. In 2001 WFTC wlas only example. In practice, in spite
of being administered by the tax authorities WFE@ery like a cash benefit and is treated as
such here. The three types of benefits/creditseaiewed separately below.

In addition there are components of income thatratestrictly part of the benefit system.
These include

! The way it operates in practice may vary acrog®re and by other characteristics.

2 For more detailed information see (i) Tolle@ecial Security and State Benefits Handbook 20Q0-6lley’s:
Croydon; (ii)National Welfare Benefits Handbqd000/01, Child Poverty Action Group: London;)(ilihe
Department for Work and Pension’s Tax-Benefit Motlables Appendix A is a useful summary; see
http://www.dss.gov.uk/asd/asd1/Tax_Benefit Moded2@df




» Statutory Sick Pay (SSP) and Statutory Maternity (5MP) payable to employees by the
employer for the first 28 weeks of sickness or ks of maternity leave. SSP is paid at
a flat rate (most employers pay full wages for stemm sickness). For SMP there is a
minimum flat rate payment and a higher rate (paydtt only 6 weeks) equal to 90% of
usual earnings. Both payments are (generally)ddeas earnings by the rest of the tax-
benefit system.

» Occupational (employer-provided) and approved pekpensions are private pensions
that for the majority of employees replace theestaarnings related pension scheme
(SERPS).

» Child Support is child maintenance paid by absan¢mpts. It depends on an assessment of
income and needs of the families of both parentsisenforced where donee families are
onlIncome Support

» Student grants were replaced by loans in Septefi#8. The grant was non-taxable and
means-tested on parental income. Loans are pastlynmreanstested and partly means-
tested on parental income.

» Foster allowances are paid to families lookingraft@ldren who are in Local Authority
care (or similar).

» Training allowances are paid under various sched@38 saw the start of the first New
Deal (for young people), which was intended to lm®mprehensive scheme to get people
into work or training. Since then there have alserb New Deals for the long-term
unemployed, for lone parents, for older workersg &or the partners of unemployed
people. Most of the funding has gone to measurestife under-25s and, with the
exception of that group tends to involve assistaaog advice rather than coercion. For
instance, lone parents receiving Income Suppo# fsdow) are now required to attend
annual interviews to discuss finding work and tkeghavailable to do so, but do not have
to take up work while they have a child aged untieryears old. The associated cash
allowances are small and usually correspond to wild be received on Income
Support (see below).

1.1.a Contributory benefits
Also known as “National Insurance benefits”, tham@ontributory benefits are:

Job Seeker’s Allowancecontributory (JSA) is a benefit for tmmemployed conditional of
active job search; no additions for dependantsatéur is up to 6 months only; small earnings
disregard; only for those under state pension pgeate pension income over £50 per week
results in reductions to JSA payments; taxable.

Incapacity benefit: benefit for thesick and long-term incapacitated conditional on
claimants inability to do own job (first 28 week®) any job (after that). A lower short term
rate for those not eligible for SSP; higher shertyt rate for weeks 29-52 of sickness. After
that, a higher long term rate applies until stagagon age; increases are paid for dependent
children and spouses caring for children or agest 6@ (and not in receipt of own pension);
additions for age in long term rate; taxable.

Retirement pension:if they meet the contribution conditions peopleer state pension age
get a flat rateébasic pension(“Category A”); if conditions are only partly me#, reduced
pension of at least 25% of the basic can be ppolises who do not meet the conditions may
receive a lower pension based on their partnerigributions (“Category B”); at age 80
contribution conditions are removed; extra pensmmnements can be earned if retirement is



delayed; additions are paid for dependent spousésripension age and dependent children;
basic pension is taxable.

For pensioners who contributed to the State EasnRelated Pension Scheme (SERPS) an
additional earnings-related pension is payables Thitaxable and there are no additions for
dependants.

Widow’s benefit: this is based on the late husband’s contributignanger widows (under
45) do not qualify unless they have dependent mmldWidow's benefit is taxable. (Part of
the husband’s SERPS entitlement and private pemsioralso be inherited.)

Maternity benefit is payable for 18 weeks if the claimant has hérset contribution
conditions but she does not qualify for SMP. laiflat rate benefit (there are two rates - a
lower one for women not covered by an EC directiféere are no additions for dependants.
Maternity benefit is not taxable.

1.1.b Non-contributory, non-meanstested benefits

Child benefit is a universal flat-rate benefit paid to the careeach dependent childThere
is a higher rate for eldest or only dependent childotherwise the rate does not vary. Child
benefit is not taxable.

Lone parent benefitwas a per-family addition payable to lone pareRtem July 1998 lone
parent benefit was abolished for new lone parems,phased out for existing claimants.

Attendance allowance(AA) is a flat-rate benefit payable for people wéi@ so disabled or
sick that theyheed careduring the day, at night or both (higher rate); tacable.

Disability Living Allowance (DLA) is for people who become disabled before dge of 65
and havepersonal care and/or mobility needsThe care component is paid at one of 3 rates
and the mobility component at one of two ratesedel;ng on severity of need; not taxable.

Severe Disablement AllowancéSDA) is for people with at least 80% disability evbdo not
qualify for Incapacity Benefiand is paid at a lower rate; additional paymentsi&pendants;
not taxable.

Invalid Care Allowance (ICA) is a benefit forcarers of severely disabled peopleho are
themselves not earning more than a specific thidshod are aged under 65 when first
claiming; severe disability is defined as someoeting eitherDLA care componenir AA;
dependants additions; taxable.

Industrial Injuries Disablement Benefit is a benefit for people who are long-term
incapacitated due to injury at work; non-taxable.

Guardian’s Allowance is paid to someone bringing up children whose igarbave died. It
is paid in addition t&Child Benefitand is not taxable.

War Pensionis an “umbrella” term for a series of paymentd thay be made to people who
have been disabled as a result of service in HMd0(not necessarily in a war). Not taxable.



1.1.c Means-tested benefits and credits

Job Seeker’s Allowancgincome tested) is the social assistance benefithiounemployed
which may be claimed after entittementdontributory JSAs exhaustear on top of it, to
meet the income needs of the unemployed persothairdfamily. The structure is the same
as forincome Support.

Income Support (IS) is the mairsocial assistancéenefit for people whose family incomes
are lower than a specified level and who are netark (or in work for less than 16 hours per
week). It is intended to apply to pensioners, Ipagents, sick and disabled people and others
who are not expected to seek work. If family incoimdess than the applicable amount, IS
makes up the shortfall. The applicable amount islanap of personal allowances and
premiums for certain groups with special needs. &biwusing costs (mortgage interest and
ground rent) are included in the applicable amokammilies who share their household with
other non-dependent adults have deductions madetfre amount allowed for housing costs,
whether or not actual contributions to the cost mr@&le. Rent and Council tax are not
included but are covered separatelyHnusing BenefiandCouncil Tax Benefit.

Income Support for people aged 60+ is knowMasmum Income Guarantee (MIG)

Income is assessed after tax and contributionseadsof actual income from capital, a “tariff’
income is calculated from capital above a loweritlirframilies with more than a certain
amount of capital are disqualified from IS altogth

Income Support is assessed weekly. It is taxahler(iost people on IS have incomes below
the tax threshold).

Certain benefits-in-kind are available to recipgeot IS. These include free lunches for school
children; free prescription medicines (these areaaly free to all children and pensioners);
free milk for babies and pregnant women.

Housing Benefit (HB) covers rent. It is paid in full for IS recipies, subject to locally
specified maxima. For those with higher incomes tiapered away with additional income,
using the same system of applicable amounts amd8me is assessed after income tax and
contributions. Families who share their househoith vother non-dependent adults have
deductions made from rent, whether or not actuatrdgmtions to the cost are made. Capital
rules apply in a similar way as witB. HB is assessed on weekly income and rent. It is no
taxable.

Council Tax Benefit (CTB) provides rebates o@ouncil Taxfor low income households; it
has a structure similar to HB and is not taxable.

Working Families’ Tax Credit (WFTC) is a benefit for families with dependetttildren
where at least one parent is in employmendr self-employment for at least 16 hours per
week. The benefit is tapered away with income iases above a minimum level; income is
assessed after income tax and contributions; thenmoan amount of benefit depends on the
number of children but is paid at the same rateduples and lone parents; a higher amount
is paid if at least 30 hours are worked per weelatbgast one parent; capital rules apply in a
similar way as inS.In 1999 WFTC replaced Family Credit. This had thme structure but
has a less generous maximum payment and a higiest {WFTC it is allowed as a refundable



tax credit through the pay packet of the main garagher than as a cash benefit paid to the
carer of the children.

WFTC payments depend on income and circumstandbe ifew weeks before the claim, but
entitlement lasts for 6 months, regardless of charig income or circumstance. WFTC is
taken into account in assessment8 andCTB. It is not itself part of the income tax base.

Disabled Persons Tax Credit(DPTC) has a similar structure @&WFTC but applies to
disabled people who are in paid workfor at least 16 hours per week (with or without
children). It replaced Disability Working Allowande 1999.

Social Fund payments include (a) regulated payments whimhtribute tomaternity, funeral
and cold-weather fuel costs for certain families low income; and (b) discretionary
payments which take the form of either non-repagaipants or interest-free loans.

Table 1.1 provides an indication of the relativalsand coverage of each benefit by showing
the number of recipients and the expenditure oh eaaefit. (According to the 2001 Census,
the population in the UK was 58.79 millidtuK GDP was £994 billion in 2004).

®0ffice for National Statistics, www.statistics.gokicensus2001/pop2001/united_kingdom.asp.
* Office for National Statistics, www.statistics.gok/STATBASE/tsdataset.asp?vink=205&More=Y.



Table 1.1 Benefits by number of recipients and expeliture in 2001/02: Great Britain

BENEFIT Recipientd  Expenditurd
(thousand) £m / year
Contributory benefits
Job Seeker’s Allowance (contributory) 165 470
Incapacity Benefit 1,520 6,749
Retirement Pension (basic) 11,667 36,594 ©
Widow’s Benefits 256 1,099
Maternity Allowance 16 56
Non-contributory, non-means-tested benefits
Child Benefit 7,066 8,795
Attendance Allowance 1,290 3,124
Disability Living Allowance 2,240 6,580
Severe Disablement Allowance 367 1,040
Invalid Care Allowance 406 932
Industrial Injuries Disablement Benefit 280 778
War Pensioh 273 1,238
Winter Fuel Payment 11,202 1,681
Means-tested benefits
Job Seeker’s Allowance (means-tested) 701 2,136
Income Support (includes MIG) 3,928 14,101
Housing Benefit 3,863 11,589
Council Tax Benefit 4,686 2,686
Working Families’ Tax Credit 1,258 5,205
Disabled Persons Tax Crédit 31 120

Sources Department for Work and Pensiohsay 2001 fromWork and Pensions Statisti2801,
www.dwp.gov.uk/asd/WPS 2001.pdifiless otherwise specified.

2001-2 out-turns from Benefit Expenditure Tablesdinm-term forecast Table 3 (as at 9/1/04) from
www.dwp.gov.uk/asd/asd4/medium_term.aspess otherwise specified.

“March 2001;

4 Includes 853 thousand recipients resident overseas

© Excludes SERPS, includes non-contributory retirgrnpension (£29m);

" Includes residual one parent benefit;

9 War PensionDefence Information and Analysis Agency, Table 1.1
www.dasa.mod.uk/natstats/warpens/historical/warpsss02. pdf

"Work and Pensions Statisti2802www.dwp.gov.uk/asd/asd1/workandpens/2002/WPS_2@@2.p
"Inland Revenu®VFTC Statistics Quarterly Enquiry, UK, May 200kpenditure calculated as recipients x
average payment; includes £278m childcare component
www.inlandrevenue.gov.uk/wftctables/wftc_may 01;pdf

HInland Revenu®PTC (figure for UK) July 2001; expenditure calmigld as recipients x average payment:
www.inlandrevenue.gov.uk/dptctables/dptc jul01.pdf




1.2 Contributions®

Social contributions, known as National Insuranomtebutions (NICs), finance current
National Insurance (NI) benefits and NI basic estient pension. Conditions regarding
contributions made in the past determine eligipitd contributory benefitsThere are four
classes of contribution, the most important in ®iwh revenue-raising being Class 1, which
makes up 96% of the total for 2001/02.

Employees pay “primary” Class | contributions owithcurrent weekly earnings between a
lower and upper earnings limit and employers pactsdary” Class 1 contributions on the
same earnings base but with no upper limit. Sompl@yar-provided goods in kind are

included in the earnings base (such as company. cars

People with self-employment income are liable féaisS 2 and Class 4 contributions. These
contributions only bring entittlement to the basktirement pension, not to short-term
benefits. Class 2 contributions are a weekly fe@trpent which is the equivalent of employee
Class 1 contributions. Low self-employment inconse exempt. The equivalent of the
employer contribution is Class 4 contributions. 3éare payable on income between a lower
and upper profits limit, and are determined anmuallhere is a maximum annual NIC
payment for those with both employment and selflegmpent income which corresponds to
the maximum that can be paid in a full year on ieg@ (The same maximum applies to
people with earnings from several employments.)

Employees who are contracted out SERPSpay a lower rate of contribution. Their
employers also pay a lower rate, up to the upperiregs limit.

Married women who elected in 1977 or earlier to peduced contributions can still do so, so
long as their contribution records have been maiath This allows them to pay no Class 2
(if self-employed) or a low rate of Class 1 (if doyed). A woman who does this can only
claim a reduced Category B state pension on thes ldisher husband’s contributions on
retirement, and is not eligible for other contritmyt benefits.

Class 3 contributions are voluntary and are usualiye by UK citizens living abroad, in
order to maintain their contribution record.

Minimum contributions may be credited in certaincamstances, notably during registered
unemployment and while caring for young childrehame.

There are some special schemes for small groupsasushare fishermen.

National Insurance contributions are not tax-deibiet

1.3 Personal direct taxes

Table 1.2 shows the composition of UK taxes, iniclgdNICs, in 2001/02 as a percentage of

GDP. The personal direct taxes that potentially €amithin the remit of EUROMOD are
NICs, income tax, Council Tax, and the three capatees, stamp duties, capital gains tax and

® For more detailed information see Child Povertyidww GroupWelfare Benefits Handbook 2001;@PAG:
London.



inheritance tax. These together make up about d¢faléll UK tax revenues. They are
considered in turn below.

Table 1.2 UK taxes and contributions, 2001/02

£ billion % of GDP % of total

Income tax 108.1 10.8 29.2
Social security contributions 63.2 6.3 17.1
Value Added Tax 61.0 6.1 16.5
Customs and Excise duties and levies 43.9 4.4 11.9
Corporation tax 32.1 3.2 8.7
Business rates 18.0 1.8 4.9
Council Tax 15.3 15 4.1
Stamp duties 7.0 0.7 1.9
Capital gains tax 3.0 0.3 0.8
Inheritance tax 2.4 0.2 0.6
Other taxes and royalties 15.9 1.6 4.3
Total net taxes and contribution$ 369.9 36.8 100.0

Source:HM TreasuryFinancial Statement and Budget Report March 20G®le C8 and C9,
www.hm-treasury.gov.uk/budget/bud_bud03/budget ntémped bud03_repbc.cfm
Figures have been calculated so that taxes are gf&FTC and DPTC but net of the Children’s Taerdit.

1.3.a Income Tax

The UK income tax system is an individual systenthhe incomes of married people being
taxed independently. There is an individual persabbwance and, in 2001/02, non-
refundable tax credits for married couples aboeedtye of 65 (“Married couples allowance -
MCA"). The personal allowance is higher for peoptged over 65 and higher still for those
aged over 75 (“Age allowance”), although the agditaahs are withdrawn as taxable income
rises.

The UK income tax system has a relatively broack lzeml there is - for all practical purposes
- a unified tax schedule. Some employer-provideddgan kind are included in the income
base (such as company cars). The value of the taaiexpenditures and structural reliefs is
shown in Table. 1.3. (Note that these figures ao®ided to give a flavour of the magnitudes
involved. Interaction between income tax and caapon tax makes exact calculations for
income tax alone difficult. In addition, the incidee of some of the reliefs is not clear-cut.)

The total estimated cost of reliefs and tax expenes is £64.5 billion, which can be
compared with revenue of income tax £110.2 billidablel.2).

The 2001 tax schedule consists of three rate bamdwarrow first band of 10%, a wide
“standard rate” band of 22% and a higher rate dfA@ffecting only 10% of income
taxpayers. Income from financial capital that was$ tax-exempt was taxed at 20% if the
taxpayer’s marginal rate on that income was withie standard rate band. Table 1.4 shows
the total tax liability and the number of taxpayeith marginal rates in each band.

10



Table 1.3 Estimated costs of principal tax expendites and structural reliefs, income
tax, 2001/02

£ million
Personal allowance 34,800
Age related allowance 1,400
Other reliefs and exemptions 20,655
including Contributions to approved pension schemes 13,000
Tax credits 7,725
including Working Family Tax Credit 5,400
Disabled Persons Tax Credit 130
Children’s Tax Credit 2,100
TOTAL 64,580

Source:HM Treasury, 2002Tax Ready Reckoner and Tax Religtble 7.
www.hm-treasury.gov.uk/media//DB8B5/adtrr02.pdf

Table 1.4 Number of income taxpayers by marginal r@ and proportion of total tax,
2001/02

Taxpayers with marginal rate % of total income tax

Band in band (thousands)

Lower (10%) 3,890 0.8
Standard (22%) 21,700 45.8
Higher (40%) 3,000 53.4
Total 28,590 100.0

Source: Calculated from Statistics on Income Distributibmiand Revenue Table 2.1 and Table 2.6
www.inlandrevenue.gov.uk/stats/income_tax/menu.htm
#Includes 860 thousand whose marginal rate issheers” rate (20% or 10%)

Tax assessment is annual (April - March). Most meotax is collected at source, either
through with-holding at 20% on income from capital through the comprehensive and
cumulative Pay As You Earn (PAYE) system on eamildost UK income tax payers do not
complete tax returns: only those who may be lialle higher-rate tax usually do so.
Otherwise, most adjustments are carried out withentax year using the PAYE system or
between years using the tax code.

1.3.b Council Tax

Council tax is a local tax that replaced the natasi “poll tax” in 1993. Council tax does not

apply in Northern Ireland where the system of ddroeates remains in place. Council tax is
mainly based on the estimated market value of thpasty (as of April 1991). Properties are

allocated to one of nine nationally-determineddikerent in England, Scotland and Wales
but the same within them) bands according to ptgpelue. The tax in each band is some
multiple of the tax in theband (“Band D”), ranging from 2/3 in the lowestu@band to 2

in the top value band. Local authorities set tivellef Band D tax each April.

The Council Tax is reduced by 25% if the properytains only one resident adult or by
50% if there is nobody resident. There are exemptifor students and members of the

11



Armed Forces. The tax has ibsvn rebate system for low income familigSouncil Tax
Benefit- see abové).

1.3.c Capital Taxes

Capital gains tax is levied on gains arising from the disposal ofetssby individuals,
representatives and trustees. There is an allow#8g&00 in 2001/03 on which an
individual's capital gain is exempt from tax (thkoaance for trusts is lower). Since March
1998 there has been a taper system which reduegsdportion of the gain that is chargeable
to tax, the longer the asset has been owned. 164/@RPQhere were 130,000 people paying
capital gains taf.

Inheritance tax is charged at a single rate of 40% on wealth teared at (or within 7 years
before) death. There is a minimum threshold and0@1/02 no tax was charged on estates
worth less than £242,000Certain assets such as farms and small businassedigible for
relief. Transfers to spouses and charities are pkem

Stamp duty is levied on stock and share transactions and owey@nces and transfers of land
and property. There is a threshold below which oty ds paid and a scale of proportional
rates applies to property transactions, accordinthé value of the property. (From March
2000 the rate was zero on properties below of £80,0% on the full value of property up to
£250,000; 3% on property between £250,000 and 8800and 4% on properties selling for
more than that?)

® See Hills J and H Sutherland, 1991, “The Prop@mahcil Tax' Fiscal StudiesNovember.
" See Capital Gains Tax, Inland Revenue Table TA.7
www.inlandrevenue.gov.uk/stats/capital _gains/00@phten

8 See Tax receipts and tax payers, Inland Revenble T4..4
www.inlandrevenue.gov.uk/stats/tax_receipts/g_tOdtnmi

° See Tax Rates and Allowances for 2001/02

www.hm-treasury.gov.uk/budget/budget _2001/presscewbud bud01 pressallow.cfm
¥ See Rates of Stamp Duty, Inland Revenue, Tabl® TA
www.inlandrevenue.gov.uk/stats/stamp_duty/00ap tab.h
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2. Simulation of taxes and benefits in EUROMOD
2.1  The scope of EUROMOD

Not all the taxes and benefits mentioned in theviptes section are simulated by
EUROMOD. Some are beyond its scope entirely apchaither included in the EUROMOD
database nor in its output income variables. Otheesnot possible to simulate accurately
with the available data. They are included in tatgadase and may be chosen as components
of output variables, but the rules governing theaymot be changed by the model. Table 2.1
classifies each of the main tax-benefit instruméatel some minor ones introduced above)
into one of these three groups and provides a brplanation as to why the instrument is not
fully simulated if this is the case.

2.1.1 Structural changes since 1998

As well as changes in the level of taxes and bendfie following are the main structural

changes in the UK system since 1998:

(&) Introduction of the pensioner’s annual winter falkbwance - one payment per
household containing someone aged over 60.

(b) Children’s tax credit - a non-refundable tax credflacing the Married Couples
allowance (except for elderly) and Additional Peracallowance.

(c) Tax relief on mortgage interest is abolished.

(d) Introduction of a national minimum wage.

(e) Income Support for the elderly (now called Minimimeome Guarantee) has higher
capital limits than for other claimants.

()  Switch from trigger to slice structure in ERSICs. .

(g) It is worth noting that the Working Families Taxe@it, introduced in 1999, is not
actually a structural change. It has the sametstrei@as Family Credit.

2.2 The order of simulations in the 2001 system
The following table shows the order in which theimalements of the UK system are

simulated. This table, and others like it thatex&racted from EUROMOD parameter sheets
are shaded in grey. This is extracted from thetsipée_uk_2001.

Section |Policy Description Main output

2.3 Wages_min_UK Minimum wage introduced in 1999 coempy

2.4 EESIC UK Employee Social Insurance Contribution cO_gen_eesic

2.5 ERS|C_UK Employer Social Insurance Contribution co_gen_ersic

2.6 iben Ue_UK Job Seekers Allowance (contributory unemployment benefit) |uk_iben_UE

2.7 sben__h eatin g_UK Pensioner's annual heating allowance uk_sben_heating

2.8 IT_UK Income Tax co_nat_inctax

2.8.1 IT_chTered_UK Children's tax credit co_nat_inctax

2.9 SBEN_CB UK Child Benefit uk_sben_CB

2.10 SB EN_FC _UK Working Family Tax Credit uk_sben_FC

2.11.3 SB EN_Virt_ IS UK Preliminary IS used for the nondependent deduction uk_IS_temp

2.11.2 Sben_ﬁond_ ep:d ed_UK |Nondependent deduction uk_sben_nondep_ded
2.11.1 |SBEN_IS UK Actual Income Support uk_sben_IS

2.12 sben h b _UK Housing benefits co_sben_hb

2.13.2 sben_ctb_ ndd UK Council Tax Benefit Nondependent deduction uk_sben_ctb_nondep_ded
2.13.1 sben:ctb:UK - Council tax benefit uk_sben_ctb
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Table 2.1 UK 2001 tax-benefit instruments and theitreatment in EUROMOD

BENEFITS

Treatment in
EUROMOD

Variable name(s) Why not fully simulated?

Job Seeker’s Allowance (contributory)

Incapacity Benefit
Retirement Pension (basic)
Widow's Benefit

Maternity Benefit

Child Benefit

Attendance Allowance
Disability Living Allowance

Severe Disablement Allowance

Invalid Care Allowance

Industrial Injuries Disablement Benefit
War Pension

Job Seeker’s Allowance (means-tested)

Income Support (including Minimum Income
Guarantee)

Housing Benefit

Council Tax Benefit

Working Family Tax Credit

Disabled Persons Tax Credit

Social Fund
Winter fuel allowance

Partly simetht

Included
Included
Included
Included
Simulated

Included
Included

Included
Included
Included
Included
Simulated
Simulated
Simulated
Simulated
Simulated

Included

Excluded
Simulated

uk_iben_ue No data on contribution history
(ukBENunb not used)
ukBENinc Inadequate datdemgth of sickness spell and contribution history
ukBENpen No dateomtribution history or retirement date
ukBENwid No data on deceabadband’s contributions or date of widowhood
COMATERY No data on pregogulates, contribution conditions, previous earsing
uk _sben_cb
(ukBENchb not used)
ukBENatt Insufficientdmmation on disability
ukBENdsc+ Insufficient information on disability
ukBENmMob
ukBENsda Insigffit information on disability
ukBENica Insufficianformation on disability
uksRd Insufficient information on disability
ukBENwar Insufficient information on injury
@ sb Simulated as part of Income Support
(ukBENins not used)
uk_sben_is
(ukBENins not used)
co_shen_hb

(ukHB not used)
uk_sben_ctb
(ukBENCctb not used)
uk_sben_fc
(ukBENfcr not used)
ukBENdwa Insigfficinformation on disability; scheme substanyiatiodified
since data year and insufficient cases in data (@ar
- No data; cannot model local discretion
uk_sben_heating

....continued

14



.... Table 2.1 continued

TAXES Treatment in Variable Why not fully simulated?
EUROMOD name(s)
Income tax Simulated co_nat_inctax Some exemptions and smalilalices are ignored.
Children's tax credit Simulated €O_hat_inctax Parhobdme tax
National Insurance contributions Simulated Co_gericees Special schemes for small groups are ignored.
(COEESIC not used)
Value Added Tax Optional -
Customs and Excise duties and levies Optfonal -
Corporation tax Excluded - Not a personal tax
Business rates Excluded - Not a personal tax
Council Tax Included UukLOCTAX No data on property value or colitex band; no location information
below standard region.
Stamp duties Excluded - No suitable data; small numbers
Capital gains tax Excluded - No suitable data; smathbers
Inheritance tax Excluded - No suitable data; small ners
Other taxes and royalties Excluded - No suitable data; small numbers
OTHER INCOME COMPONENTS
Earnings related state pension Included ukbenser Bation history unknown
Student grants and loans Included coEDY Loans replgcmuts since data year; grant information is used.
Statutory Sick Pay Included ukBENssp No data on qyiatif conditions
Statutory Maternity Pay Included COMATERY No data aralifying conditions
Childcare cost benefit/subsidy Excluded - No data
Child Support Included COMAINTY No data on absent pésgsystem changed since data year; old
maintenance payment data used.
Foster allowances Included UKFOST Numbers too small
Training allowances Included ukBENtrn System changednuch to model between data and policy year.

Notes:a These taxes may be simulated from imputed expenadiata. Documentation is provided in Baldinale2001)
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The operation of the Minimum Wage (adjustempy) potentially affects all instruments
which depend on original income so this is caladdirst. The four means-tested benefits (or
credits), Working Family Tax Credit - WFTQk( sben_FC), Income Supportuk_sben_lIS),
Housing Benefit do_sben_hb) and Council Tax Benefituk_sben_ctb) all depend on income
after income taxcdp_nat_inctax) and employee and self-employed contributiaesden_eesic)
have been deducted. They are therefore simulated tae simulation of income taxes and
contributions. The meanstested benefit income tetds take account of Job Seekers
Allowance (JSA - contributory unemployment benefii)_iben_UK) and (with the exception

of WFTC), Child Benefit (k_sben_CB). So these non-means-tested benefits must be
simulated first. Housing Benefit and Council TaxnBét include WFTC in their means-test
and their calculation depends on whether or nobrime Support is received. So this
determines the order of calculation of means-testedefits. Income Support, Housing
Benefit and Council Tax Benefit entitlements depemdwhether there are non-dependent
adults living in the household. The definition afmdependent and the associated deduction
(uk_sben_nondep_ded, uk_sben_ctb_nondep_ded) are calculated before the calculation of the
respective benefits.

Since the definition depends on IS receipt by tlem-dependent, entittement to this
(uk_Is_temp) must be calculated first. There is no interactlmtween contributions and
income tax so these instruments could be simuliateshy order. The Children’s Tax Credit
(uk_it_chtcred) is deducted from income tax so this is calculatedight after the main income
tax calculation. JSA is taxable so must be simdldtefore income tax. In principle Income
Support (IS) is taxable too but a person in recefips all year would have an income too low
to pay tax so this possibility is ignored. (Pararyeecipients may pay tax on their IS but these
instances are not captured by the weekly micro-dség section 3.4.)

Employer contributiongco_gen_ersic) and the winter fuel allowancek(_ sben_heating) do not
interact with any other instruments and could Heutated at any point.

2.3  Minimum Wage (PolicyWAGES_MIN_UK)

A national minimum wage was introduced in April 899 June 2001 it was £3.70 per hour
for employees aged 22 and over and £3.20 for taged 18-21 inclusive. No minimum wage
is applied to children working in part-time jobs tor those aged 16-17 in full or part-time
jobs. There are few other exemptions and theseggaoged. (The main rate was increased to
£4.10 in October 2001.)

The application of the minimum is modelled as fako

— Eligibility is assessed for the two age rangesgisin SBEN el i g

— Earnings taken from the data are updated to 20@&ldeising indexes documented in
section 3.5 of this country report.

— Hourly earnings are calculated by dividing weeldyrengs by weekly hours (note that for
people with more than one job this is done usingl toours and earnings; ideally it would
be done separately for each job). The example showshis is done for the adult rate.

— The hourly rate is compared with the legal minimalepending on the person’s age. If it
is less than the minimum, the 2001 weekly earnarggaken to be the hours given by the
data multiplied by the appropriate legal minimunutip rate.

— (coenpy) is overwritten with the new monthly level of eargs.

The box (overleaf) shows the calculation for empks/aged over 22
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co_M nWage

nmust _be_el i g(0/ 1)
wage_var

wage_i |

hour s_var

H peri od(w ' y)
m nHouR _wage
Nol fl nc_i |

del ta(0/ 1)

out put _var
TAX_UNI T

SW TCH

2.4

UK_2001
1
coempy
n/a
cohours
w
3.7
minWageY
0
coempy
individual
1

(policy EESIC_UK)

Minimum Wage

Employee(and self-employed$ocial Insurance Contributions

Individuals between the ages I6rage) and 64 faxagm (men) or 59 faxagf) (women) are

subject to Class 1 contributions (eesi c_ni c1) on their gross earningsk(u c1_il =

ukNIC1)

Contributions are paid on earnings between a weleklyer limit £87 (ow_Iim and upper
limit £575 ¢op_tin). If earnings are less than the lower limit, nothis paid:* Earnings
above the upper limit are ignored. If the persomas-contracted out of the State Earnings
Related Pension Scheme the rate is 108 €1_rt) . If they are contracted out (and are
paying contributions into a private scheme) thezythay a lower rate of 8.4%w{u c1_rt 2).

If they are married or divorced women and have emet, they pay a lower rate 3.85%
(uknica_rt 3). Which of the three regimes a person contributeger is information provided
in the micro-datauk QUTPEN).

In 2001 the upper limit for contracting out and thgper limit for any contributions were the
same. An additional parameter is availahle_I(im), in 2001 set at the same value as
(top_tim - £575 - which allows the upper limit for all dobutions to be raised while
retaining a limit at a lower level on reduced ratamtracted out contributions. Contributions
on earnings betweenp( i m and (op_I i m would be paid at rateid_rate). This is currently

set at 10%.

uk_eesic_nicl
I fix
up_lim
low_|im
top_lim
up_rate
UKNICL rt1l
UKNICL_rt2
UKNICL rt3
m nage
maxagm
maxagf

ukNI C1_i |

UK_2001

0
575
87
575
0.1
0.1
0.084
0.0385
16
65
60
ukNIC1

Class 1 National Insurance contributions (employees) - semi-trigger structure
rate charged below low_lim if earnings >low_lim

upper limit to band in which contracting-out is possible

lower earnings limit

upper earnings limit - ceiling to contributions

rate charged above up_lim

rate between low_lim and up_lim if not contracted out

rate between low_lim and up_lim if contracted out

rate between low_lim and up_lim if qualifying married woman
min age 16

max age for men 64

max age for women 59

People with self-employment income are subject l@s€ 2 (k_eesic_nic2) and Class 4
(uk_eesi c_ni c4) contributions. In both cases age limits apply Z001 they are the same as

1n 1998 once the lower limit is reached, contribg were charged on all earnings but the rateaonimgs
below the lower threshold was lower and setilby X) which is zero in 2001.
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those for Class 1). Class 2 is a flat paymentpfy) (paid in each week that a person has self-

employment incomeukNi c2_i | = ukNIC2) over £76.061( m).

uk_eesi c_nic2 UK 2001 Class 2 National Insurance contributions (self-employed)

l'im 76.06|threshold below which no payment

pay 2 |flat payment

nm nage 16|min age 16

maxagm 65|max age for men 64

maxagf 60|max age for women 59

ukNI C2_i | ukNIC2

Class 4 contributions are paid on self-employmeobine (kNic4_i1 = ukNIC4) at a rate of

7% (kN c4_rt 1) between a lower limit £87.21dw i m) and an upper limit £575dp_I i m).
No contributions are paid on income below the loWait and income above the upper limit
is ignored. The limits apply to annual income buEUROMOD are modelled on a monthly
basis (and specified on a weekly basis).

There is an annual maximum payment for people whadiable for a combination of Class 1,
2 and 4 contributions. This is equal to the maxiniiass 1 contribution. It is programmed to
apply automatically and cannot, as things standsviseched off using parameters. (This will
be changed in future versions of EUROMOD. In theent version, users should be aware
that policy changes which increase Class 4 liagditwill not necessarily have their full
impact on individuals who have employment as welelf-employment income.)

uk_eesic_nic4 UK 2001 Class 4 National Insurance contributions (self-employed) slice structure
low |im 87.21 |threshold below which no payment

top_lim 575|upper limit (ceiling)

UKNIC4 rtl 0.07/|rate between low_lim and top_lim

m nage 16|min age 16

maxagm 65|max age for men 64

maxagf 60|max age for women 59

ukNI C4_i | ukNIC4

2.5 Employer Social Insurance Contributions (policyERSIC_UK)

The age condition for employer contributions (a@e ith no upper limits) are set using
co_SBEN Elig. If earnings fe_inc1_il = ukNIC1) are less than the lower earnings limit
(Le_inc1_I't) then contributions are not calculated. (Note tha&t earnings definition is the

same for employee and employer contributions.)

Using Base_IL = ukNIC1) as the earnings definition (in 2001 it is the saas employee
contributions), employer contributions are caloetatising §o_schedul e) which allows for
the more usual “slice” schedule (rather than agfer” structure as in 1998). There are two
versions of the schedule, one for those who aréracted out of the State Earnings Related
Pension Scheme (indicated by micro-data variak@TPEN) — this is the version illustrated
below — and one for those non-contracted out. glsinate is charged on all earnings above
the lower threshold for this group. For the nontcacted out group a lower ratea(e2) is
charged between the upperrd2) and lower limits fand1) and the non-contracted out rate
(rate3) is charged on earnings above the upper limit. Therao upper ceiling on UK
employer contributions.
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co_schedul e UK 2001 Not contracted out
must _be_elig 1
nbands 3
band1l 87
band2 575
ratel 0
rate2 0.089
rate3 0.119
out put _var €O_gen_ersic
Base_I L ukNIC1
TAX_UNI T individual
SW TCH 1

For illustrative purposes Table 2.2 shows the egygl@ontributions due at various levels of
earnings in 2000/01.

Table 2.2 Employer contributions by earnings level2001/2002

£/week
Earnings Not contracted out Contracted out
=<87 0.00 0.00
97 1.19 0.89
575 58.07 43.43
1087 119.00 104.36

=43.43+ 0.119*%(1087-575)

Notes: 6 April 2001 to 5 April 2002
Source: Not Contracted Out and Contracted Out contribtifum employers, Inland Revenue. Tables A and D.
www.inlandrevenue.gov.uk/pdfs/emp2001/ca38.pdfwandv.inlandrevenue.gov.uk/pdfs/emp2001/ca39.pdf

2.6 Job Seekers Allowancécontributory unemployment benefit)
(policy IBEN_UE_UK)

The age conditions for receipt of contributory J@&8ed under 60 if a woman and under 65 if
a man) are set usingo( SBEN_El i g).

The other main condition that is used is that therondata show current unemployment
benefit receipt. (Unemployment benefit was the nagneen to the equivalent insurance
benefit in the data year.) This substitutes for alioty contribution conditions. This is done
by setting fenel i g=1) and defining {enel i g_name = ukBENunb) which is recorded benefit

receipt in the micro-data.

A third condition is that hours of work should bes$ than some weekly maximum
(ge_hours_It) — 16 in 2001.

The basic weekly amount of JSA is calculated ugtagsBeN cal ¢c). The basic amount paid
depends on the individual's age alone, with loweeyrpents going to younger workers. There
are no dependants additions. There is no relatipnslith past earnings, beyond the
contribution condition.
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co_SBEN Cal c UK 2001

Si ngPay 31.95
wdr | _rt 1
rep_rt 0
rep_prev_inc_il 0
SBEN ant _max 0
SBEN_max 0
SBEN ant _m n 0
SBEN_mi n 0
cohab=spouse 1
es_agel 1
es_agel nmin 0
es_agel_max 17
es_age2 1.314554
es_age2_mn 18
es_age2_max 24
es_age3 1.660407
es_age3_min 25
es_age3_nmax 130

There are two ways in which the basic benefit camdaluced. First, benefit is reduced £ for £
with any earnings d(sregard_il = earns) after the first disregarded amount of £5
(di sregard_ant). Then any occupational or private pensi@ansfegard_il=pen) over £50
(di sregard_ant) causes the benefit to be reduced £ for £.

co_SBEN Di sregard UK_2001
ge_di sregard 0
| e_di sregard 0
di sregard_ant 5
di sregard_i | earns
cohab=spouse 1
es_htu 1
TAX_UNI T individual
co_SBEN_ Means

Means_i nc_i | earns
TAX_UNI T individual
co_SBEN Di sregard

ge_di sregard 0
| e_di sregard 0
di sregard_ant 50
di sregard_i | pen
cohab=spouse 1
es_htu 1
TAX_UNI T individual

Contributory JSA is payable for 6 months only. ELNOD normally does not take account
of this, but in calculating the equivalent of aninimaome, it is possible to adjust the amount
using €o_mul tiply_out put) with (factor =0.5).sw TcH is set to zero for most applications.

co_mul tiply_out put | UK_ZOOQ

fact or 0.5
TAX_UNI T individual
SW TCH 0
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2.7  Winter fuel allowance (pensioner’s annual heatg allowance)

(Policy SBEN_HEATING_UK)

This is an annual allowance paid to any householgtaining a person aged 60+. It is
intended to cover extra heating costs for eldedggbe during winter months. It replaces

additional payments that were made if the weatheanged in specific ways (ie the
temperature fell below a certain point and stayed for a certain number of days), which
were not modelled (for obvious reasons) for 1998 amount payable in 2001 was £150,
which is translated in the parameter she@itssben_heat i ng) to £2.88 per week.

The allowance is non-taxable and is not taken extoount in any other instrument. In
EUROMOD the default sharing assumption is thatahmunt is shared equally by all those
in the household aged over 59.

2.8 Income Tax (PolicyiT_UK)

The income tax scheduleo(i t _schedul e) consists of 3 bandsdands) and is applied at the
individual level to a tax base defined byiMabl ey_i | = TaxBase).
co_it_schedul e UK_2001

nbands 3|number of bands

t ax_bandl 1880|upper limit of first band

t ax_band2 29400|upper limit of second band

tax_ratel 0.1

tax_rate2 0.22

tax_rate3 0.4

Taxabl eY_i | TaxBase

TAX_ UNI T individual

Investment incomer éd_rate_i |
at the reduced rate of 20%e{_rate). The “standard rate” is defined by settingd(r at eno)

to the relevant band number (=1 in 2001) with thedst band numbered zero. (Note that rate
only applies in the relevant band, not to bandswet regardless of the level of the rates in
relation to the special rate.) It is assumed thaestment income forms the “top slice” of
taxable income. The tax schedule for 2001/02 isvehia Table 2.3.

invrent) which falls within the standard rate band is thxe

uk_it_inctax_red UK_2001

red_rate 0.2|rate on investment income (TaxableY _il)
red_rat eno 1

red rate_ il invrent

Taxabl eY_i | TaxBase

TAX_UNI T individual

SW TCH 1

Table 2.3 Income tax schedule in 2001/02

Upper limit of total taxable
income after personal tax- Marginal rate on taxable

free allowance and other

exemptions (E/year)

earned

investment

income (%) savings (%)

1,800 10 20
29,400 22 20
> 29,400 40 40
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The main personal allowances and credits are suiseadan Table 2.4.

Table 2.4 Personal tax allowances and credits in @0

Allowance/credit

Amount per year £ Value £/year

Single personal allowanc

all individuals
(co_it_main_tfa)

2£4,535 Depends on marginal rate of tax:

min 0; max £1,814

Age allowance Age 65-74

(uk_age_it_tfal)

(50%

£17,600)

£5,990 reduced to £4,539Depends on taxable income and

of income over marginal rate: min 0; max £1,814

Age allowance Age 65-74

(uk_age_it _tfa2)

(50%

£17,600)

£6,260 reduced to £4,353epends on taxable income and

of income over marginal rate: min 0; max £1,814

Married couples age

allowance: Age 65-74 (50%

(uk_marr_age_it_tfal)

£17,600, less any
reduction to personal age
allowance)

£5,365 reduced to £0 Up to £536.5 per couple

of income over

Married couples age
allowance: Age 75+

(uk_marr_age_it_tfa2)

(50%

£17,600, less any
reduction to personal age
allowance)

£5,435 reduced to £0 Up to £543.5 per couple

of income over

The basic tax free- personal allowance is defimedtd_it_min_tfa).
people of working age and younger. Higher allowanapply to people in two older age
groups, defined inuk_age_it_tfal) and (k_age_it_tfa2). The additional amounts are

It (tfa) applies to

tapered awayafeal | ow_t aper ) with income taxabl ev_i 1) over a limit fgeal | ow_i nc). Once
the allowance has been reduced to the basic leyl (ow) there is no more reduction.

co it main_tfa
tfa

age_limt1l
age limt2
TAX_UNI T
uk_age_it_tfal
age_ limt1l
age limt2
ageal | ow_i nc

ageal | ow_t aper
ageal | ow

ageal low_|imt
Taxabl eY_i |
TAX_UNI T
uk_age_it_tfa2
age limtl
age_limt2
ageal | ow_i nc

ageal | ow_t aper

UK_2001
4535
0
64

individual
UK_2001
65

74
17600

0.5
4535

5990
IT_TaxableY
individual

UK_2001
75

120
17600

0.5

allowance
lower age limit
upper age limit

lower age limit
upper age limit

income limit (TaxableY_il) above which age-related addition to
personal allowance is tapered away
taper

regular personal allowance
maximum age-related allowance

lower age limit
upper age limit

income limit (TaxableY_il) above which age-related addition to
personal allowance is tapered away
taper
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ageal | ow 4535|regular personal allowance
ageal low |imt 6260|maximum age-related allowance
Taxabl eY_i | IT_TaxableY

TAX_UNI'T individual

Although the married Couples’ and Additional Perdollowances were abolished by 2001
(and replaced by the Childrens’ tax Credit — sdeviefor taxpayer couples where one or
both is aged over 65 a residual allowance (in factedit) is retained (and further enhanced if
aged 75+). These married age allowance additionslefined in k_narr_age_it_tfa1) and
(uk_marr_age_it_tfa2) and work similarly to the personal age allowandée higher
allowance fageal | ow_| i ni t) IS tapered awayadeal | ow_t aper) according to the individual's
taxable income in excess afgéal | ow_i nc) until it is reduced to the level of the ordinary
allowance fageal | ow) Which is zero in 2001. However, account is takéneductions in the
personal age allowancegéal | ow_Iinit) due to this excess of income so that the income a
which the extra allowance is exhausted is highemfarried people than for single people.
The married age allowance tends to be claimed byhtisband, but unused parts can be
transferred to the wife.

uk_marr_age_it_tfal
age_limt1l

age limt2

ageal | ow_i nc

UK_2001
65

74
17600

lower age limit

upper age limit

income limit (TaxableY_il) above which age-related additions to
personal allowance + married credit is tapered away

taper

ageal | ow_t aper 0.5

ageal | ow 4535|regular personal allowance

ageal ow_ |imt 5990|maximum age-related allowance
mageal | ow 0|regular married tax credit

mageal | ow_|imt 5365 |maximum age-related married credit
tc_rate 0.1 [rate at which credit allowed

Taxabl eY_i | IT_TaxableY

TAX_UNI'T marrcouple

uk_marr_age_it_tfa2

age_limt1l 75|lower age limit

age_limt2 120|upper age limit

17600|income limit (TaxableY_il) above which age-related additions to

personal allowance + married credit is tapered away

ageal | ow_i nc

ageal | ow_t aper 0.5|taper

ageal | ow 4535|regular personal allowance

ageal low |imt 6260|maximum age-related allowance
mageal | ow 0|regular married tax credit

mageal | ow | imt 5435|maximum age-related married credit
tc_rate 0.1 [rate at which credit allowed

Taxabl eY_i | IT_TaxableY

TAX_UNI'T marrcouple

2.8.1 Children’s tax credit (PolicyIT_CHTCRED_UK)

The children’s tax credit is a “true” tax creditdais not refundable. It is allowed to families
who have (a) at least one child aged under 16 ladt (east one parent who pays income tax.
The “family” has the same definition as in mostesttUK policy (couple or single plus
dependent children) but the child definition foe tbredit itself is more restrictive than the
family definition of a dependent child. The crealitly applies if there are children aged under
16.
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The maximum value of the credit in June 2001 is gdOweek per family. It can be less than

this if (a) pre-credit tax liability is less thahi¢ or (b) one or both parents are higher rate
taxpayers (ie have a marginal rate of 40%), in Wwidase the credit is tapered away so that
parents with high incomes receive no credit afkalbwn as “affluence testing”).

The UK income tax system is an individual systeniciwimeans that, in two-parent families
there is an issue about which parent receives riditdif they are both income tax payers)
and how the credit is tapered away if one or bothhagher-rate taxpayers. Effectively, the
credit goes to the parent with the higher tax lighiHowever, it is transferable for couples
where neither pays tax of £10 or more, but both gmaye tax (eg a couple where each had a
pre-credit liability of £5 would pay nothing aftdre credit; where one pays £8 and the other
£5, the latter will be left with £3 liability).

At the top end, the credit is reduced by £1 perkeeeach £15 of taxable income above the
top threshold. So if the top threshold is £29,4@0 year (as in 2001) and one partner has
taxed income (after all other deductions etc) d§,880 then they get a credit of just £2.82 per
week [£10 - ((35,000 - 29,400)/(52*15))].

2.9 Child Benefit (Policy SBEN_CB_UK)

Child benefit is paid to all families with dependlerhildren §Ax UNIT = SBEN_family) in
(co_sBEN El'ig). There is flat rate amount per child of £10.35 pe&ek & ngPay) and an
addition for the first or only child of £5.1%8s( ch_parity1). There is no longer any addition
for lone parent families§_ch_parity1).

co_SBEN Cal c UK_2001

Si ngPay 10.35|amount per child
wdr| _rt 0

rep_rt 0
rep_prev_inc_il 0

SBEN_ant _nax 0

SBEN_max 0

SBEN_ant _mi n 0

SBEN mi n 0
es_ch_parityl 1.49758|extra for first child
es_ch_parityl It 1
es_ch_parity2 1
es_ch_parity2 It 20
es_ch_parityl 0|extra per lone parent family
TAX_UNI T SBEN_ family

2.10 Working Families’ Tax Credit (Policy SBEN_fc_UK)

Working Families’ Tax Credit has the same strucasets predecessor, Family Credit, but is
more generous and is administered differently. Galify a couple or single person must have
at least one dependent child and at least one tpaneist be in employment or self-
employment for 16 hours or more a week. These tiondi are set usingd_SBeN El i g) and
with (Tax_uni T = SBEN_family). A further condition is that the family shouldvealess than
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£8000 worth of capital. The capital rule is setngsiuk_sben_capital _test) with capital

defined asdapital _i| = SBEN_capital) and femax_capi tal _I t) as the capital cut-off.
uk_sben_capi tal _t est UK _200
capi tal _il SBEN_capital
genmex_capital _It 8000 |capital limit — capital over this disqualifies
family
TAX_UNI T SBEN_family

Working Family Tax Credit (WFTC) entitlement is calated using the formula:
WFTC = MAX - (INCOME - THRESHOLD) * TAPER

Maximum entitlement to WFTC (MAX) depends on themner and ages of children (not on
the number of parents). This is calculated do $BEN cal ¢). An extra amount of £11.45
(es_ge_hrs) is added if one parent works 3& (ge_hrs_It) or more hours per week. This
maximum amount is reduced at a rate of 55&oi1(rt) for any income that the family has
over the “starting amount”. EUROMOD treats thisrstg amount (£92.9 per week in 2001)
as a disregard usingo( SBEN_Di sr egar d).

co_SBEN Cal ¢ UK_2001

Si ngPay 54|max amount for family, before adding child amounts
wdr| _rt 0.55|withdrawal taper on incomes above disregarded amount
rep_rt 0

rep_prev_inc_il 0

SBEN_ant _nmax 0

SBEN_nmax 0

SBEN_ant _mi n 0.5|min payment

SBEN_mi n 1

cohab=spouse 1

es_ch_agel 0.48148|max addition per child in age band 1
es_ch_age2 0.48148|max addition per child in age band 2
es_ch_age3 0.49537|max addition per child in age band 3
es_ch_age4 0.49537|max addition per child in age band 4
es_fanmly 1

es_ge_hrs 0.21204|max addition for working at least es_ge_hrs_|t
es_ge_hrs_|It 30(qualifying min hours for extra payment
es_ch_agel_min 0

es_ch_agel max 10

es_ch_age2_min 11

es_ch_age2_max 15

es_ch_age3_nmin 16

es_ch_age3_max 17

es_ch_age4_min 18

es_ch_age4_max 18

TAX_UNI T SBEN_family

co_SBEN Di sregard UK_2001

ge_di sregard 0

| e_disregard 0

di sregard_am 92.9]income at or below which maximum is paid
di sregard_i | fc

es_htu 1

TAX_UNI T SBEN_family
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In assessing family income, all main sources actuded and income tax and contributions
are deductedmgans_inc_il = fc_means) iN (co_SBEN Means). The assessment is based on
weekly income, averaged over a few weeks. The ircassessment calculation is the same as
for Income Support (see section 2.11.1) except @fatd Benefit, Maternity Benefit and
Statutory Maternity Pay are not included. The fipsirts of maintenance payments (£15)
(fc_wai ndis) war pension (E10) ¢_wardis) is disregarded inuk_sben_fc_di sregard); and
income from capital is imputed usingo(SBEN capmeans). The first £3000 of capital is
disregarded usingd_SBEN_Capbi sregar d). Then a tariff income of £1 per week is imputed f
every £250 (or part) of capital. Thus a family wapital of £5001 would have £9 imputed
and added to income. In EUROMOD this is done usingeffective interest rate on capital
above the disregard of 0.04%cafital Ratel) in (co_SBEN CapMeans) Wwhich gives
approximately but not exactly the same resultdict,f£8 in this example).

co_SBEN CapbDi sregard UK_2001
ge_di sregard 0
| e_disregard 0
di sregard_amt 3000
di sregard_i | sben_capital

es_htu 1
TAX_ UNI T SBEN_family

co_SBEN CapMeans UK_2001
Capi t al Threshol d 0
Capi tal Rat el 0.004 |effective interest rate on capital after disregard
Capi t al Rat e2 0.004
Addi ti on 0
Peri od 0
capital _il sben_capital_means
TAX_UNI T SBEN_family

There is a minimum weekly payment of 50 _ant _nin) in (co_SBEN calc). WFTC is
payable for 26 weeks once a claim is granted.ptid regardless of changes in circumstance,
including stopping work, children leaving home ncome increasing due to promotion etc.
EUROMOD does not take account of this “overhangémtitlement.

Enhancements for disability and child care costsnat modelled.

2.11 Income Support (including non-contributory JobSeekers Allowance and
Minimum Income Guarantee)

Income Support (IS) is the main safety-net socssistance benefit. For those eligible, it is
calculated according to the formula:

IS = max (0, (NEEDS - INCOME))

NEEDS is the amount of weekly income that is catad to be necessary for the family unit.
For owner-occupiers it includes the cost of groveit and mortgage interest payments. In
cases where there are other people living in thesémold who are not members of the family
unit (“non-dependants”) fixed deductions are mademf the additions to NEEDS for
mortgage interest. These deductions do not depencctual contributions to payment
mortgage interest, but depend only on the chaiatiter of the non-dependent. One of these
characteristics is receipt of IS. So before theuwation of IS entitlement for the main family
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unit assumed to be paying housing costs, IS emiglé must be calculated to determine the
potential non-dependent deduction level for eactsqe in the household. Section 2.11.2
describes the determination of the non-dependertisstand section 2.11.3 describes the
calculation of IS receipt for this purpose. Theldaing section, 2.11.1 describes the main
calculation of IS.

2.11.1 Actual Income Support (PolicySBEN_IS_UK)

Eligibility is defined by éo_sBeN El i g). The unit of entitlement and income assessmelfieis
family unit (SBEN_family) i.e. single people or couples (including co-heds) with their
dependent children. The claimant groups are lomenps, disabled people and pensioners
(groups not required to seek work) plus the uneggdo In EUROMOD, entitlement to
means-tested Job Seeker’'s Allowance for the ungmaglas calculated as part of the IS
calculations (the rules are the same). Employmesell-employment for 16+ hours per week
disqualifies the family.

Families with no more than £800f{ax_capi tal _I t) capital €apital _i| = SBEN_capital) are
eligible for IS. If anyone is aged 60 or more thmitl is £12,000 demax_capital _I't). The
modules for those in the upper age group are shown.

CO_SBEN Elig UK_2001
first_cond 0
ge_Agel 1
end_cond 0
ge_Agel Lt 59
SBEN el i g_t ype 3
TAX_UNI T SBEN_family
SW TCH 1
uk_sben_capi tal _test

nmust _be_el i g(0/ 1) 1
capital _il SBEN_capital
genmex_capital _It 12000 capital limit — capital over this disqualifies family
TAX_UNI T SBEN_family
SW TCH 1

Table 2.5 summarises the amounts payable (“appiabounts”) for each type of individual
or family. To give some idea of scale, averagetiole gross weekly earnings in April 2001
were £3537

2New Earnings Survey 200Table 1, www.statistics.gov.uk/pdfdir/nes0102.pdf
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Table 2.5 Income support applicable amounts April Q01 £/week

Single, no Lone parent Couple
children
Personal Allowances
Aged under 18 31.95 31.95 63.35 max
Aged 18-24 42.00 50.35 83.25
Aged 25- 53.05 53.05 83.25
Per child aged 0-15 31.45
Per child aged 16-18 32.25
Premiums
Family with children - 14.50
Lone parent famify - 1.40
Disabled child - 30.00
Age 60+ 39.10 - 57.30
Disability 30.00 22.60 32.25
Severe disability 41.55 41.55 41%5
Carer 24.40

Notes:a The additional lone parent premium is only pagdblthose claiming and qualifying before April 899
EUROMOD no longer models the premium.

b Discretionary in special cases: EUROMOD doesmadel this.

¢ Either or both spouses over age threshold. Oméypyemium may be received.

d Per spouse who qualifies as severely disabled.

e Per person cared for.

Family needs are defined ieo( SBEN cal c) and (ik_sben_i s_di sab_needs).

co_SBEN Cal c UK_2001

Si ngPay 50.35(single

wdr| _rt 1 |Withdrawal Rate = 100%
cohab=spouse 1|Cohabiting couples are treated as a couple
es_ch_agel min 0

es_ch_agel_nax 10

es_ch_agel 0.592837 [children 0-10

es_ch_age2_min 11

es_ch_age2_max 15

es_ch_age2 0.592837 children 11-15

es_ch_age3 min 16

es_ch_age3_nax 17

es_ch_age3 0.607917 |children 16-17

es_ch_age4 min 18

es_ch_age4_nax 18

es_ch_age4 0.607917 children 18

es_bot h_agel 1.194156|couple if both aged under 18 (but at least 16)
es_both_agel mn 16|NB: currently people under 18 are not eligible in the model
es_bot h_agel_ max 17

es_coupl e_agel 1.569274| couple if one or both aged over 18
es_coupl e_agel ol dmin 18

es_coupl e_agel ol dmax 200

es_coupl e_agel_youngni n 16
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es_coupl e_agel_youngnax 200

es_AdNoPar t ner _agel 0.791706 single aged 18-24

es_AdNoPartner _agel nin 18

es_AdNoPar t ner _agel_nax 24

es_AdNoPar t ner _age2 1|single aged 25+

es_AdNoPar t ner _age2_mi n 25

es_AdNoPar t ner _age2_nax 200

es_ch_parityl 0.273327 |family premium

es_ch_parityl It 1

es_Ip 0|lone parent premium

es_| p_agel 0.2085402|This is because lone parents get a higher amount when aged 18-24
than non lone parents

es_|Ip_agel min 18

es_| p_agel_nax 24

es_| p_age2 0.607917|This is because lone parents can get income support aged under 18

es_| p_age2_min 0

es_| p_age2_max 17

es_needl 1

es_needl_tu SBEN_family

es_needl il mortint

es_need2 1

es_need2 tu SBEN_family

es_need2_i | needs2

TAX_UNI T SBEN_family

Disability is defined according to receipt of canta disability benefits in
(uk_sben_i s_di sab_needs) USINg (isabyl il = is_disabyl). These are: Attendance
Allowance, Disability Living Allowance, Incapacitgenefit, Severe Disablement Allowance
and Industrial Injuries Disablement Benefit In dtioli, mortgage interest is added to needs in
(co_SBEN _cal c).

One claim for IS is made per family, and entitleindapends on the income of the whole
family unit. The income of other people in the helusld is not taken into account except via
the non-dependent deduction (see section 2.1In2hme is defined bymans_inc_il =
is_means) in (co_SBEN_Means). It includes gross income from employment anélseiployment
and all other main current income souregseptinvestment income (see below) and certain
benefits (Housing Benefit and Council Tax Benefittendance Allowance and Disability
Living Allowance); half the value of private pensigontributions and all of employee and
self employed contributions and income tax are distl

Some earningsdi(sregard_i| = earns) are disregarded iru_sben_i s_di sregard): £10 for a
lone parenti(s_er ndi s1); £20 for a disabled persors(er ndi s2) where disability is signalled
by receipt of certain benefits (see above on entiéint to disability premia) within the family
unit (di sab_i| = disab_is); £10 for couples not qualifying on disability grads and £5 for
others. In addition, small amounts of war pensiod maintenance payments are disregarded
in the same way as for WFTC (see section 2.10gugskisben_f c_di sr egar d).

uk_sben_i s_di sregard

is_erndisl 10(earnings disregard for a lone parent

is_erndis2 20|earnings disregard for disabled person

is_erndis3 0|earnings disregard for a couple

is_erndi s4 5|earnings disregard for single person and each person in couple
di sregard_i | earns

di sab_i | disab_is INCOME LIST OF DISABILITY INCOMES
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es_htu 1

TAX_UNI T ISBEN_famin ‘

Income from investment income is not included disem the IS family income assessment.
Instead, a tariff income is calculated on financipbital i sregard_i | = shen_capital) between
£3,000 (i sregard_ant) and the upper threshold £8,0Q42nfx_capital _I't). The limits for
tariff income for family units containing a persaged 60+ are £6000-£12000. This works in
exactly the same way as the tariff income calooiheiin WFTC (see section 2.10).

2.11.2 Income Support non-dependent deductions (Poji sben_nondep_ded_UK)

Deductions are made from the housing cost elemérthe Income Support Applicable
Amount (“needs”) if there are non-dependent adiritshe household in addition to the
householder’s family unit. The “householder” in 1K is the person responsible for the rent
or mortgage interest. In the UK data they are tfs¢ person in the household, not necessarily
the oldest or highest income person. (In the cdseooples the householder is generally
assumed to be the man.) The size of the deducepertis on the type of non-dependent.
These types are defined ik (sben_nondep_ded). NO deduction is made where the person is
aged under 1&§_ndd_mi nag) or where they are aged under 85 (dd_i sag) and themselves

in receipt of Income Support (IS). To establists taitter condition, IS must be simulated for
each non-dependent. (See section 2.11.3.). Otleen@tions from deduction apply when the
person is a full-time student, where they are bhlordwhere they are in receipt of Attendance
Allowance or the middle or higher rate of the camenponent of Disability Allowance. None
of these cases are modelled. (Note that the firdtthird of these will be modelled in future
versions; the second is not possible because l@gwdis not identified in the FES data.)

Generally, a single deduction applies to each singgrson or couple according to the
following (for couples, the higher deduction appland income is aggregated):

Not in work, or in work and with gross income laken £84 per £7.40 (dd_ded3)
week @b_ndd_i nc1)

Gross income £84 up to £12% (ndd_i nc1, hb_ndd_i nc2) £17.00 fdd_ded1a)
Gross income £125 up to £16® (hdd_i nc2, hb_ndd_i nc3) £23.35 fidd_ded1b)
Gross income £163 up to £21 (hdd_i nc3, hb_ndd_i nc4) £38.20 fidd_ded1c)
Gross income £215 up to £26® (hdd_i nc4, hb_ndd_i nc5) £43.50 fidd_ded1d)
Gross income £269 or morné(ndd_i nc5) 5£47.74 fdd_ded1e)

“Work” means full time work for at least 16 hours (ndd_hrs) and gross income is defined
by (hon_dep_i I =non_dep) which is similar to the income definition used f8 assessment but
is before the deduction of income tax and contrimnst

uk_sben_nondep_ded

first_cond 0

hb_ndd_m nag 18|min age to count as a non-dependent

hb_ndd_hrs 16[min work hours to count as full-time

hb_ndd_i ncl 84|for non-deps in full-time work: individual gross income
threshold - above this deduction dedla is made

hb_ndd_i nc2 125|for non-deps in full-time work: individual gross income
threshold - above this deduction ded1b is made

hb_ndd_i nc3 163|for non-deps in full-time work: individual gross income
threshold - above this deduction dedlc is made
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hb_ndd_i nc4 215|for non-deps in full-time work: individual gross income
threshold - above this deduction ded1d is made

hb_ndd_i nc5 269|for non-deps in full-time work: individual gross income
threshold - above this deduction dedle is made

ndd_dedla 17.00|deductions for those in full-time work

ndd_ded1lb 23.35|deductions for those in full-time work

ndd_dedlc 38.20|deductions for those in full-time work

ndd_dedld 43.50|deductions for those in full-time work

ndd_dedle 47 .75|deductions for those in full-time work

ndd_ded2 7.40|deduction for person on IS above age ndd_isag

ndd_ded3 7.40(|deductions for those not in work, or in work and with gross
income less than hb_ndd_inc1 per week

hb_ndd_i sag 25 [minimum age for IS recipient to count as non-dependent

non_dep_i | Non_dep

TAX_UNI T SBEN_family

2.11.3 Preliminary IS used for the nondependent deation (Policy SBEN_virt_IS_UK)

This policy module calculates IS entitlement fdrfamily units ((AX_uni T = SBEN_family) in

the household except the householder-unit. It doas exactly the same way as in the actual
IS calculation (see section 2.11.1) except thatttdition of housing needs to the applicable
amount is ignored. (By definition, non-dependarmsdt have these needs.)

Note that the parameters for IS in this calculatom specified separately to those used in the
main IS calculation. When making policy changeg tiser should consider whether the
calculations should remain so closely aligned (gahethey should).

2.12 Housing benefit (PolicysBEN_hb_uk)

Housing benefit (HB) covers or contributes to thestof rent for low income families. There
are no conditions regarding working hours: the becevers those in work, pensioners, the
unemployed, the disabled and the unoccupied.dsssimed that the householder-family pays
the rent and claims the benefit.

For families in receipt of Income Support (seeiseck.11) housing benefit covers 100% of
rent, less non-dependent deductions. These nomdeptdeductions are the same as those
operating in Income Support (IS) for housing ne@eg section 2.11.2). For those with higher
incomes (or not in receipt of IS for some reasding, amount of rent (less non-dependent
deductions) that is covered by the benefit is tegparwvay at the rate of 65%f1 _rt).

A similar disqualification applies in HB as in ISthe family has more than a certain amount
of financial capital. In the case of HB the linsthigher: £16,000énax_capital _I t).

The income assessment that is used is very sital#énat for Income Support (see section
2.11). It also includes WFTC and the Disabled Resstax Credit in the income assessment,
and also adds in additions in these benefits forkiwg 30 or more hours per week. The
earnings disregard for lone parents is higher (f2%ad of £10). Since the upper limit on
capital gemax_capi tal _It) is higher, the amount of tariff income that mayibcluded in total
means is higher also.

The needs calculation is also the same, with theWog exceptions:
- the applicable amount for single people aged46Z£42
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- the applicable amount for single parents agecumf is £42
- the applicable amount for couples both aged ufh8eas £63.35

However, the parameter sheets are independenttyfisge When making policy changes, the
user should consider whether the IS and HB calougtshould remain based on (largely)
identical income and needs assessments.

2.13 Council Tax benefit (PolicySBEN_ctb_uk)

The structure of Council Tax Benefit (CTB) is vesiynilar to that of Housing Benefit. Instead

of rent, Council Tax is the element that is rebatedaddition to CTB, there are a number of
other reductions to Council Tax that are not madelhnd are already incorporated in the
Council Tax data in the database. These are

- exemptions for certain people including peopléheiome types of disability

- a reduction of 25% if the dwelling is occupieddgingle adult

There are really two alternative forms of CTB. Ose¢he HB-type benefit. The other is the
“Second Adult Rebate (SAR)”. Only the higher of ttveo benefits is paid. The SAR is
allowable even when the capital limit is exceeded ia payable when there is more than one
adult but only one non-exempt adult. In most cages main CTB is worth more, so
EUROMOD ignores SAR cases and does not model them.

2.13.1 Council Tax Benefit

In the “main” CTB, benefit is calculated in the samay as HB except:

- the taper is 20%r! _rt) in (co_SBEN Cal c)

- personal allowances are the same as IS

- although non-dependants are defined in the saae the amounts of the deductions are
different. These are specified in section 2.13.2.

The parameter sheets for IS, HB and CTB are inddgrety specified. When making policy
changes, the user should consider whether the #atseof calculations should remain based
on (largely) identical income and needs assessments

2.13.2 Council Tax Benefit non-dependant deduction®olicy SBEN_CTB_NDD_uk)

Not in work, or in work and with gross income legben £84 per £2.3 (ndd_ded3)
week (b_ndd_i nc1)

Gross income £84 up to £12% (ndd_i nc1, hb_ndd_i nc2) £2.3 (dd_ded1a)
Gross income £125 up to £163 (hdd_i nc2, hb_ndd_i nc3) £2.3 (dd_ded1b)
Gross income £163 up to £21b (ndd_i nc3, hb_ndd_i nc4) £4.6 (dd_ded1c)
Gross income £215 up to £26® (ndd_i nc4, hb_ndd_i nc5) £5.8 (dd_ded1d)
Gross income £269 or more(ndd_i nc5) £6.95 (dd_ded1e)
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3. Data
3.1  General description

The UK database is drawn from the Family ExpenditBurvey (FES). This is a continuous
household survey based on a random sample andtedllthroughout the year (April-March).
Its original purpose was to collect expenditureadat weights for the (consumer) retail price
index and for National Accounts estimates of coremshexpenditure. Income data are used to
identify "Index households" for the retail pricedéx. The survey is now regarded as a multi-
purpose sourcE. Data have been used for many official and unaffiahcome distribution
analyses and for tax/benefit modellfgA new income survey, the Family Resources Survey
(FRS) has come to be used in its place for inconadysis, mainly because of its larger sample
size. FES remains the chosen database for EUROM®BuUBe (a) it includes households from
Northern Ireland, whereas FRS does not, and (lcitides information on expenditures,
permitting the simulation of indirect taxes. In thaure, the FRS will be considered as an
alternative database for EUROMOD.

In Great Britain, the sampling frame for FES is Bust Office's Postcode Address File (PAF),
small users sub-file (i.e. addresses receiving falvan 25 items of mail a day; intended to
exclude business addresses), using multi-stagifisttaandom sample with clustering at the
final stage. The sampling fraction is about 1,t0P eligible households. In Northern Ireland, a
simple random sample is drawn from the Valuatiod band Agency Lists (these are local
government property registers). (Northern Irelarakes up 2% of the achieved sample of UK
households.)

The sample is of households living at private resiil addresses. Of these, in Great Britain
96.6% are estimated to be covered by the framé, matstrong biases in the characteristics of
households covered by the PAFThe main exclusions are people not living at pevaddresses
such as those in student accommodation, the hasnétexse in nursing homes or hospital (for
more than 1 month) or other types of residentiet,carisoners and people living in military or
police institutions® This limitation on the sample will mean that taxesl benefits and other
income components will be under-represented teettent that they are received (or paid) by
people living in institutions.

There are two databases that may be used with EUBI@M hese date from 1995/96 and
2000/01. Generally the later data will be usedhashiasis for modelling the 2001 system and
reforms to it, but both versions are documented.her

13 For more information, see Office for National &tits, 1996=amily Spending: A report on the 1995/6
Family Expenditure Survey SO:London

14 For example, (1) Office for National Statistid997, “The Effects of Taxes and Benefits on Houkkho
Income 1995-1996'Fconomic TrendsMarch, TSO:London.

(2) Department of Social Security, 199&useholds Below Average Income, 1979-19963r"don: TSO

15 See Foster (1994) 'The coverage of the PAF amplisig frame'Survey Methodology BulletitNo. 34.

'8 For a quantitative assessment of the non-housetugidlation see 'Out for the count: the incomethefnon-
household population and the effect of their exolusfrom national income profiles', Martin EvansSE
Welfare State Programme WSP/111, 1995.
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(1) 1995/96

The 1995/6 FES achieved sample was 16,586 indilgdnas,797 households. The response
rate was 66% in Great Britain and 61% in Northeetahd, calculated as a percentage of private
households at the sample addres&es.

(i) 2000/01

The 2000/01 FES achieved sample was 15,925 indiladn 6,637 households. The response
rate is 59% in Great Britain and 56% in Northemldnd, calculated as a percentage of private
households at the sample addre$$@hree households are excluded, including 13 iddids,
because the internal structure of the householdwasonsistent. Re-weighting (see below) did
not adjust for these exclusions.

A 1995/96 FES household comprised one person lizioge or a group of people living at the
same address sharing living spaw® having meals prepared together and with common
housekeeping. The definition was changed in 200@&03e people at the same address sharing
living spaceor having meals prepared together and with common ekeaping. Thus the
definition has been made slightly less restricime some people in 2000/01 households would
have been excluded under the 1995/6 definitiopraatice the impact of the changed definition
is small®® Resident domestic servants are included. Membérthe household are not
necessarily related by blood or marriage. A houlsetwil consist of one or more benefit units
(or "families"). A benefit unit is a single adolt a couple together with any dependent children.

3.2  Sample quality and weights

3.2.1 Non-response

Non-response bias has been studied through infammndtom the decennial Census of
Population and Housing on the drawn/eligible FE®@a. The most recent study is for FES
data in January-June 1991 (Census in April 199he main conclusions were that response was
lower in Greater London and higher in non-metrdpoliareas. Non-response tended to increase
with age of the head of household up to age 65usklmolds with 3 or more adults, or where the
head was born outside the UK or was classifiednte@thnic minority group were also more
likely than other households to be non-responding.

Separate analyses, using a geo-demographic cogbtens have indicated similar results. The
main problems appear to be lower response ratedder council flat accommodation in inner
city areas; and for younger people in houses winatie been sub-divided into separate
accommodation units or blocks of flats. Non-reggohy these groups appears to be mainly
because of problems in contacting these househdfisal levels appear to be about normal.
Response by higher income households seems tabenaal levels®

7 Office for National Statistics, 199amily Spending: A report on the 1995/6 Family Eqitire Survey,
TSO:London

18 See Office for National Statistics (ONS), FamilyeBding 2000-01,
www.statistics.gov.uk/downloads/theme_social/Fan#igending_2000-01/Family _Spending_2000-01.pdf
9 See ONS, Family Spending 2000-01, Appendix A.

2 Thjs information is taken from Harris G., (1998hcome Distribution Data for the United Kingdom:
Robustness Assessment Report”, Papers and FinattReghe Second Meeting on Household Income
Statistics, Voorburg, The Netherlands, March 9-1Cinberra Group: Expert Group on Household Income
Statistics.
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3.2.2 Weights: 1995/96 FES

No “official” weights are provided with 1995/96 FHEficro-data. Weights have been specially
calculated to adjust for differential response &mpify type, at the same time as grossing up to
population level (58.6 million people in 1995). Thepartment for Work and Pensions (DWP)
provides two sets of population estimates for smemdifferent types of family, one set for
Great Britain and one for Northern Ireland. Thesgpytation estimates by family type are
divided by the number of FES families of each typiee calculations are shown in Table 3.1.
The resulting family unit weights are then combirded multi-family households in such a
way that the aggregate results achieved at theydeviel of analysis and at the household-
level of analysis are identic&l. The control totals are also used by DWP in thein use of
FES data. They make no attempt to adjust for tlrehmusehold population.

No attempt is made to adjust for differential nesponse in other dimensions than family
type. The sample size is too small to support § detailed exercise of this nature without
creating weights that are very large or very snfadl.things stand, the minimum weight is
2810.3 and the maximum is 5281.8 (the ratio of mmaxn to minimum is 1.88). The
(unweighted) household mean is 3679.2.

Table 3.1 Calculating weights for family units in BD95/6 FES

Great Britain Northern Ireland
1. Population 2. FES Weight 4. Population 5. FES Weight
estimate (‘000 sample o5 1/c0l.2  estimate (‘000 sample ¢ 4/c01.5
Category families) count families)
Source: DWP Source: DWP
Couple, 1 child 2072 659 3.1442 60 13 4.6154
Couple, 2 children 2279 751 3.0346 68 9 7.5556
Couple, 3+ children 978 348 2.8103 56 14 4.0000
Single male with children 123 31 3.9677 42 11 3.8182
Single female with children 1512 462 3.2727
Couple, 0 children 5818 1575 3.6940 119 27 4.4074
Single male age 0-29 3389 679 4.9912
Single male age 30-54 2324 440 5.2818 172 19 9.0526
Single male age 55-64 491 124 3.9597
Single female age 0-19 578 147 3.9320
Single female age 20-39 1827 453 4.0331 107 29 3.6897
Single female age 40-59 1085 332 3.2681
Pensioner couple age 65-74 1776 526 3.3764 53 13 4.0769
Pensioner couple age 75+ 867 254 3.4134
Single male age 65+ 908.7 286 3.1773 26 5 5.2000
Single female age 60-74 1647.4 478 3.4464 9 25 3.6000
Single female age 75+ 1724.9 431 4.0021
Total family units 29400.0 7976 793 165

% The method is described in Gomulka, J. (1984pssing up: a note on calculating household weidram

family composition totaldvlicrosimulation Unit Research Note MU/RN/4, Depagtmhof Applied Economics,
University of Cambridge.
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3.2.3 Weights: 2000/01 FES

Weights are provided by ONS for use with the 20007&S. These are calculated in a two-
stage process using a “calibration method”. Stgrtinusehold weights are calculated based
on membership of groups with very different resgonates from the Census comparison
study of 1991 (Foster, 1994). Then these are ajusd that population control totals for

2000/01 are matched for region, age and sex omadeagly basis.

One potential problem with weights calculated irs ttvay is that they may not produce
accurate numbers by family type. For example, usiegweights calculated for 1995/6 in
Table 3.1 we can see that controlling for age axdveould not necessarily result in the right
number of male lone parents (single males age® &4 tare under-represented and would be
given high weights; this would over-estimate thenber of lone fathers since these are over-
estimated). Similarly, while single women over #® ander-represented, couples with one
aged over 75 are over-represented. Controllingafpr and sex alone would not necessarily
result in the right numbers of older women by narstatus. This could have an impact on,
for example, conclusions drawn about pension incangkthe scale of poverty among older
women.

As an alternative we have constructed our own wisifgfased on a number of dimensions
using the official ONS weights as the starting vaesg Also included are control totals given
by the weighted sample totals taken from the FarRigsources Survey (FRS), which is
weighted to correct for non-response by dimensiomgortant for tax-benefit simulation
results (age-sex-marital status categories; fasilgth children; Council Tax band (an
indicator of size and quality of dwelling); housitenure and location in Londoff).This
exercise is limited to Great Britain (because thithe area covered by the FRS): Weights for
Northern Ireland remain as calculated by ONS.

Table 3.2 shows the categories used and the cdotedé using weighted FRS. It also shows
the numbers in these categories using the offiweights in the GB part of the FES. The
minimum official weight is 680 and the maximum 4,296 (the ratio of maximum to
minimum is 17:1). Using the alternative weights thaimum is 680 and the maximum is
13361 (the ratio of maximum to minimum is 20:1).

Not all numbers shown in Table 3.2 are close, sarfach of the remainder of this report we
present results based on 2000/01 FES using batloGeteights.

It is difficult to judge which set is preferable anpriori grounds. The official weights have
the significant advantage of being acceptable t&@Nd are used with the National Statistics
stamp of approval. However, they may not be adegiaatour purpose if family type is not
controlled for. At the same time, the use of startiveights based on historical propensity for
non-response may correct adequately for such diffes. Using a more detailed set of
weights introduces a large range of values andiaa sense guaranteed to improve the
representativeness of the sample in any dimensibnantrolled for (as in Table 3.2).

However, for most types of analysis we recommend ing the official weights.

?25ee DWP, Family Resources Survey, 2000-1,
www.dss.gov.uk/asd/frs/2000 _01/pdfonly/frs_2000 report.pdf
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The official weights are provided as the defautir hformation how to use the alternative
weights (stored in a file calledkwei ght.txt) see the document "Producing Output in
EUROMOD."

Table 3.2 Calculating alternative weights for the @00/01 FES (GB only)

Control totals for FES sample numbers using
“alternative” weights ONS “official” weights

Persons Single men <35 4,171 4,047
Single men 35-64 2,324 2,305
Single men 65+ 1,254 957
Single women <35 3,233 2,884
Single women 35-59 2,539 2,311
Single women 60+ 2,770 3,093
Couples <65 11,246 11,629
Couples 65+ 2,661 2,706
Individuals 57,227 57,227
Male lone parents 138 165
Female lone parents 1,645 1,399

Families Number of Families with children 5,206 5,491

Households  CT Band A 6,556 6,294
CT Band B 4,849 4,791
CT Band C-D 8,540 8,808
CT Band E-H 4,440 4,377
LA renters 3,626 3,657
Private renters 3,919 4,005
Owner occupiers 16,840 16,609
Households in London 3,172 3,037
Households in other regions 21,214 21,233

Sourceof control totals for FRS grossing: personal comivation with DWP analysts.

3.2.4 Representativeness

In order to assess the representativeness of veeigbsults comparisons can be made with
other sources of information on key aspects thatrent controlled for in the re-weighting
procedures. Harris (1998) carries out a compargoamployment status data from FES with
LFS data for the same year. This finds that padteoh individuals employed, “ILO
unemployed” and inactive in the age groups 16-6459 broadly comparable. (E.g. ILO
unemployed for 16- 64/59 is 6.3 per cent from LR8 &.5 per cent from FES.) The proportions
of those in employment with second jobs is slighilyher in the FES (5.9 per cent compared
with 4.4 per cent from the LFS), though the sanspde is smaller and the numbers reported are
fairly small.

Table 3.3 compares the numbers in employment alicersployment from the weighted
2000/01 FES with similar information from the Labdtorce Survey (LFS) for 2000/01.
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Table 3.3 Employment in UK in 2000/01

‘000 Employment FES: Employment status FES: with employment income

(LFSY official weights alternative weights  official weights alternative weights
Employees 24,621 24,655 24,523 22,801 22,676
Self-employed 3,169 2,814 2,770 3,099 3,054

Source: Labour Market Trends October 2001 Table B1:
www.statistics.gov.uk/downloads/theme labour/LMT tdber01.pdf
! Average of 2000/01 3-monthly averages; employrigdefined as any work in the last week,

Employment totals from LFS are based on countseopfe who did any work the previous

week. The FES employment status variable dependshat respondents claim to be their
status. For employment, the FES total is very ctosinat from LFS. For self-employment it

is lower, probably because people who combine eynpémt with self-employment define

themselves as employed in the FES. Using the aligmdefinition of having any income

from employment (in the last pay period) or selfpdmyment (in the last year) the FES counts
are lower for employment (some of the employed wtepaid in the last pay period) but are
closer to the LFS figures for the self-employedingghe alternative weights lowers the FES
estimates somewhat. Generally, the two sources amvell.

3.2.5 Item non-response and under-reporting

Income and household composition data are colldptedterviews with all household members
aged 16 or over. The FES response rules requiadetkinformation on all income components
to be provided by direct reporting: proxy answens ot allowed. If this information is not
provided by all household members aged 16 and ¢iven the entire household is treated as
non-responding. Consequently, no major componeht;icome have item non-response.
However, some missing information is imputed by Cixd it is not possible to assess the effect
of this nor whether the method used is appropftatthe use we make of the data.

Comparisons can be made of weighted income comporieam FES with other sources.
Comparing with income tax records, it is found tbeerall, FES underestimates slightly the
amount of tax paid (by 3% in 1995/96) and overesta® the number of tax payers (by 5% in
1995/96). The distribution of tax payers and taidpn the FES is similar to the distribution
from administrative sources except at the verydbthe income range. The proportion of tax
payers paying in excess of £10,000 income tax b/B% is similar, but the amount of tax paid
is 25% lower in the FES.

Comparisons with administrative records of berrefieipt can be difficult to interpret, because
there are several possible explanations for thierdiices, including: inaccurate recording of
benefit receipt in the FES (particularly where drenefit may be confused with another);
administrative counts including those not in pevhbuseholds (see section 3.1 above); or being
affected by fraudulent receipt including multipteentity fraud. But it appears that low-income
non-pensioners without children - particularly ygusingle adults - and low-income families in
private rented accommodation, are under-representeitie FES. But there is not strong
evidence that the low income population as a wisaleder-represented.

Comparisons can also be made with National Acco(M#s aggregates, although it is not
always straightforward to make adjustments to nthketwo sources strictly comparable. Two
particular sources of income appear to be probiematcome from self-employment and
income from capital. According to Harris (1998 thveighted FES aggregate for the first of
these is 67% of the NA estimate and the figure iflestment income is 52%. These
comparisons are not able to fully take accountiféérénces in timing and coverage in the two
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sources. While there are reasons to believe thatiel' comparison would not show such large
discrepancie®’ it remains the case that there does appear topbebiem of under-reporting of
these incomes, perhaps particularly by high incpeaple. It is also possible that there is under-
representation of the self-employed. (The numbportieng income from self-employment in
FES 1995/96 is 80% of an Inland Revenue figure.)

3.3  Adjustments to variables

The FES data are obtained from the UK Data ArchitvEssex Universit§* Adjustments to
variables are kept to a minimum. There is some milata cleaning that is done to make sure
that the households and relationships of indivislualthin households, are coherent (for
example, that young children are not living alor#).the information on frequency of family
types shown in Table 3.1 does not correspond gx&dth the information that would be
obtained from the original data.

In the 1995/6 FES self-employment income that greed to refer to some previous year is
updated to 1995/6 using an index of average easnifige reported self-employment income
in the FES 2000/01 includes income obtained inpgméod between October 1996 and March
2001. The income that refers to previous yeargtated to October 2000, the midpoint of
the survey, using the monthly Average Earnings xnd@EI) index. The AEI is based on
information obtained from ONS’ Monthly Wages anda®aSurvey (MWSS).

3.4  Imputations and assumptions

3.4.1 Time period

Information on earnings refers to the last payque(week, 4-week, month, etc.). Similarly,
information about pensions and benefits referseteipts in most recent relevant period (e.g.
week, 4-week, month, etc.) before the interviewf-&aployment income is based on the most
recent period (usually 12 months) for which figueee available; in some cases this may be
several years prior to the interview. Investmembime is also based on a 12-month receipt
period.

All monetary amounts in the FES are expressed ieklyeterms. These are converted into
monthly terms for the EUROMOD database. In the EMRID calculations it is implicitly
assumed that income is received at the same nategtout the year. However it should be
remembered that this may not be the case and ticyar that simulated income tax (based
on annual income) does not take account of chathgésnay happen during the year. On the
other hand, it is generally the case that persandlhousehold characteristics are consistent
with the current incomes that are observed, sihey fapply to the same or very similar
reference periods.

3 Estimates fluctuate year by year (e.g. in the@agtars 66%-87% (self-employment); 49%-63% (investt
income)); NA self-employment income is inflated 8% for under-reporting; NA investment income igs
private trusts which are not likely to be includedrES; NA personal sector investment income esalval and
hence subject to a relatively wide margin of error.

24 Data from the Family Expenditure Survey are Cr@apyright. They have been made available by the®ff
for National Statistics (ONS) through the Data Avehand are used by permission. Neither the ONSheor
Data Archive bear any responsibility for the anelys interpretation of the data reported here.
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3.4.2 Gross Income
Gross incomes are imputed using the simple formula:

Gross income = net income + tax + other deductions

FES data include variables on income tax, emplegeal insurance contributions and other
deductions from gross earnings. In general, neinrgcand taxes paid are recorded separately.
For the great majority of people, the quality otadan direct taxes is very good. People in
receipt of regular income are taxed through a payea-earn system and investment income is
paid net of standard rate tax (in 1995/6) or trevifsys rate” of tax (in 2000/01). The difficulty
comes for those whose earnings are irregular,cpéatly the self-employed and, to a lesser
extent, those moving in and out of employment dythre year and higher rate tax-payers with
significant income from investments. In these satfe individuals are likely to make lump sum
tax payments or receive tax refunds. This inforomaits collected in the FES. However, these
lump sums may not be contemporaneous with the tepbarcome. Basing net income on the
reported direct tax, including lump sum paymentn ¢ead to a few households having
disposable income very much out of line with thexpenditure. In future a more elaborate
procedure for imputing gross income from net walldonsidered for these individuals.

3.4.3 Other imputed variables

Other key variables that are imputed are:

* Mortgage interest is imputed for cases where alsirgpayment amount includes both
interest and capital repayment

* Rentis calculated to be gross (in some casestbsnefit has been deducted).

* The regime under which individuals pay Nationaluir@ce contributions (Not contracted
out, Contracted out or “Married Woman’s rate”) isiputed from information on
(imputed) gross earnings and the contribution paynees well as other information about
the individual (age, sex, marital status, whetlmtigbuting to a private scheme).

* FES data include a single variable covering allestgension payments. As well as the
basic state retirement pension, this includes paysnender the State Earnings Related
Pension Scheme (SERPS) and the graduated pendiemeacthat preceded it (under
which some current pensioners receive relativelglspayments). It also includes any
increases due to deferred retirement. This singldable is split into two in the
EUROMOD database. One part is the basic state genshis is imputed by calculating
what it would be for the person in question assgnilrey had made full contributions
and, in the case of married women, also if they imadle no contributions of their own.
(In the latter case a rough judgement is made abibigh situation applied in each case by
comparing the two calculated values with the acpgaision payment.) Then, any excess
is assumed to be SERPS.

For more information about the transformation oSREriables into EUROMOD database
variables see the UK Data Requirements DocumenD)BR

3.6  Updating to 2001/2

The factors that are used to update monetary fasdbom the mid-point of the data year
(October 1995 or 2000) to June 2001 are shown bieTa 4. Where an income source is not
listed explicitly the price index is used for updgt (The control file in EUROMOD also

% Also see Mitton, L. “EUROMOD: UK Database Docunaian”, September 1999 (mimeo) and Gutierrez, R.
“EUROMOD: UK 2001 Update Database Documentatioréc@mber 2003 (mimeo).

40



allows for the backdating of 2000/01 data to 1988 backdating factors are derived from
those in Table 3.4 and the corresponding tablearl®98 Country Report.

Table 3.4 Updating factors mid-1995/6 and mid-2000/to June 2001

Income source/index type name 95/6-01/p  00/1 -01/2 note
Price index P_ind 1.1593 1.0128
Earned income E_ind 1.2735 1.0473
Self employed E_ind, 1.2735 1.0473 =E_ind
Employed: manual male E_ind 1.2136 1.0351
female E_ind, 1.2619 1.0445
Employed: non-man male E_ind 1.2834 1.0454
female E_ind 1.3163 1.0522
Investment income |_ind 1.1587 1.0122
Rent R_ind 1.2134 1.0313
Mortgage interest M_ind 1.2501 1.1442
Benefits ukBENaft B ind 1.184 1.033
ukBENdsc B_ind 1.079 1.034
ukBENdwa B_ind 1.203 1.107
ukBENica B_ind 1.184 1.033
ukBENinc B_ind 1.185 1.033
ukBENind B_ind 1.185 1.033
ukBENmMob B_ind 1.184 1.033
ukBENpen B_ind 1.232 1.074
ukBENsda B_ind 1.186 1.033
UKBENSssp B_ind 1.185 1.033
UkBENTtrn B_ind 1.178 1.069
ukBENunb B_ind 1.142 1.016
ukBENwar B_ind 1.257 1.033
ukBENwid B_ind 1.232 1.074
council tax by region:
1 North T ind 1.465 1.0495
2 Yorks&Humberside T ind 1.431 1.0642
3 North West T_ind 1.419 1.0516
4 East Midlands T ind 1.488 1.0587
5 West Midlands T ind 1.488 1.0707
6 East Anglia T ind 1.539 1.0700
7 Greater London T ind 1.433 1.0809
8 South East (not GL) T ind 1.525 1.0651]
9 South West T_ind 1.486 1.0592
10 Wales T_ind 1.810 1.0601
11 Scotland T ind 1.568 1.0016
12 N. Ireland T_ind 1.1593 1.0128 =P_ind

Sources:P_ind RPI all items weighted mean of 1995 and 1996 ahaverages (3/4 of 1995 and ¥ of 1996) to
1998 or 2001 annual average (as of 11/01 2001 ekersige of April-SeptlLabour Market Trendsable H14.
E_ind Average earnings index weighted mean of 19951886 annual average to 1998 or 2001 annual average
(as of 11/01 average of May-August 20Q1gbour Market Trendsable E1E_ind; to E_ind: Mean of April

1995 and April 199@New Earnings Surve3000 Table A28; projected NES estimates (to JaB8land April
2001) fromLabour Market Trendgable E11; increase from April to June 2001 maireix = 1.0031.

E_ind7 and E_ind8: statistics changed in 2002-ongér produced using manual-non-manual classifinati
R_ind:RPI element for rent October 1995 to June 199&ne 2001 Labour Market Trendtable H12 (Sept
1998 and Aug 2001) and 6.2 (Dec 1995).

M_ind: RPI element for mortgage interest October 199%ute 1998 or June 200Labour Market Trend&ble
H12 (Sept 1998 and Aug 2001) and 6.2 (Dec 1995)wwstatistics.gov.uk/STATBASE/Product.asp?vink=868
B_ind; to B_ind;: actual uprating of main benefit components (V@sisources).

T_ind: Regional updating factors calculated from averagellia payments from relevant year using data from
CIPFA.
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No other updating adjustments are employed. Thaglistribution of characteristics (such as
employment status and demographic variables) ak asethe distribution of each income
source that is not simulated remain as they wetlearata year 1995/6 or 2000/1.

4. Validation
4.1  Aggregate Validation
4.1.1 Method

While many sources of original income are difficutt validate because of lack of
independent sources of information, this does pptyato earnings from employment. Table
4.1 compares aggregate earnings in EUROMOD witimasts from non-FES sources. The
distribution of earnings is compared with that frdme New Earnings Survey for 2001.

Then, in Table 4.2 statistics on benefits and tdkas are not simulated by EUROMOD are
compared with external sources. This provides aesssnent of the quality of the database
and also provides some useful background informafar the validation of simulated
components of income which may depend on or becagsd with the non-simulated
components.

Validation of simulated elements of income is @riout both in relation to independent
external sources and in relation to output from thmtional UK tax-benefit model
POLIMOD.?® The POLIMOD estimates are based on 1995/6 FESaamdhus comparable
with one set of EUROMOD results. Updating factoos 2001 are slightly different. (In
particular POLIMOD updates employment earnings tfgintial factors depending on sex
and earnings level; EUROMOD distinguishes by sekrmanual/non-manual occupations.)

Comparisons with POLIMOD provide a check on the-llaxefit routines in EUROMOD.
Comparisons of both model outputs with externalrsesl provide a check on the model
database and on the method as a whole. Compatstvween EUROMOD estimates based
on the two databases shows the extent to whichgusiore up-to-date sources brings the
EUROMOD estimates closer to the external infornmatibhe EUROMOD estimates using
the two sets of weights for the 2000/1 databasawalls to judge whether the choice of
weighting system has any important effect.

POLIMOD usually assumes some degree of non-takefigimulated means-tested benefits
(Working Families’ Tax Credit, Income Support, HousBenefit and Council Tax Benefit).
EUROMOD currently assumes 100% take-up. POLIMODultssfor these benefits are
provided both ways, so that comparisons can be made

Table 4.3 shows comparisons of the number of benafipients and tax and contribution
payers. Table 4.4 shows the aggregate annual eitpendr revenue from each instrument.

% see Redmond G, H Sutherland and M Wilson, 198, arithmetic of tax and social security reformuser's
guide to microsimulation methods and analy€§iambridge University Press.
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4.1.2 Earnings

Table 4.1 Average earnings in 2001

£ monthly NESa) EUROMOD
1995/6 data (b) 2000/1 data
official weights (c)  alternative weights (d) b/a cla d/a
All 1,606 1,421 1,513 1,513 0.88 0.94 0.94
Working 38 1,925 1,739 1,777 1,773 0.91 0.92 0.92

hours or mork

Source: New Earnings Survey (NES) April 2001, tafkem Table 2, Labour Market Trends, March 2002orithly earnings
estimates relate to full time employees whose pay unaffected by absence during the survey pefibd.New Earnings
Survey is based largely on a 1 per cent samplenpi@/ees who are members of Pay-As-You-Earn (PAYEYme tax
schemes! Monthly earnings of employees that worked morentBa hours a week and have a positive income from
employment. NES is GB; EUROMOD is UK.

Table 4.1 shows that average earnings across afletlwith positive earnings in the
EUROMOD database is somewhat lower than the avevafige from NES, across all

employees whose pay is not affected by absence.idlE®wn to under-represent those with
low earnings. A second comparison, of full time kes only, shows that the 2000/01
EUROMOD database underestimates earnings for tioispgby slightly more than for all

employees. There is very little difference betwdba estimates using the official and
alternative sets of weights. Figure 4.1 shows tktidution of earnings for all employees by
sex, comparing NES with the 1995/6 and 2000/04idjaffweights) databasés.

Figure 4.1: Earnings distribution by sex (full time employees): comparing EUROMOD
databases with New Earnings Survey
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This shows that, compared with NES, there are npe@ple (particularly men) with low
levels of earnings but that the largest shortfalini people — both men and women — with
earnings in the upper-middle range. There does se@m to be a particular under-
representation of high earners (at least as ineticat the 99 percentile) compared with
NES, however. Use of the later FES data slightlgromes the fit with NES, across the whole
distribution for both sexes compared with the olB&S data, and particularly improves on
male high earnings.

4.1.3 Taxes and benefits in FES data

Table 4.2 calculates the ratio of EUROMOD (updatéeHS using official weights)
expenditures and numbers of recipients to estimdt@an from administrative statistics for
some of the main social security benefits that reoe simulated by the model, as well as
Council Tax. Table Al in the appendix compares Itestor 2000/01 FES using the
alternative weights.

Expenditure on most benefits is under-estimateds dse number of recipients. This is in
spite of comparing a UK dataset with statistics@Goeat Britain (i.e. excluding the N. Ireland
population which makes up about 2.8% of the UK)heTexception isontributory JSA
(unemployment benefit): the data appear to contam many recipients. One possible
explanation is that respondents confuse contrigud®A with income-tested JSA. Another
factor is falling unemployment. This is illustrateg the reduction in numbers of recipients
between 1995/6 and 2000/01 and a further reductiag have occurred by the following
year.

In nearly every case estimates based on 2000/Gi mform better than those based on
1995/96 data. This is not surprisirBasic Retirement Pensias quite well captured — 97% is
included after allowing for the payments made tonspeners living abroad in the
administrative total. No allowance has been madepémsioners living in institutions (and
also not covered by the FES) and so there might dlght overestimation of basic pension in
EUROMOD.

Many of the disability benefits are under-estimatdéa the case ofSevere Disability
Allowance(SDA) this is thought to be explained by respondemfusion between SDA and
the disability premia in the Minimum Income GuaemtMany claimants of one of these
receive both and may not report the actual sitnatiocurately when asked in the survey.
Attendance Allowance and Disability Allowansere in the process of reform in 1995 and
had become more generous and with a wider covena@@00/01. Thus the figures based on
the later data are better. There is no obviousaegtion for the shortfall inWar Pension
although it is quite likely that recipients may e residential care rather than living in
households.

Comparable statistics dbouncil Taxare not easy to find. The numbers of householgisga
Council Tax correspond well to the numbers of diwgl for which charges are liable (once
households from N. Ireland are deduced from the BMRD estimate). However, these
include second homes and empty properties whichnatecaptured by the FES data,
suggesting that EUROMOD slightly over-estimatesrthmber of payers.
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Table 4.2 Tax-benefit instruments that are includedut not simulated by EUROMOD: comparison of aggregtes with external statistics
for 2001

Recipients/payers (thousand) Expenditure/revenue £ihyear
External EUROMOD Ratio External EUROMOD Ratio
source source
BENEFIT FES 1995/96 FES 2000/01 (2)/(1)  (3)/(1) FES 95/96 FES 2000/01 (5)/(4)  (6)/(4)
(1) @) 3) “) (5) (6)

Incapacity Benefit 1,520 1,708 1,532 1.12 1.01 6,749 8,319 6,236  1.23 0.92
Retirement Pension (basic) 10,214 9,388 9,927 0.92 0.97 33,773 30,686 32,788 0.91 0.97
Widow’s Benefit 256 281 287 1.10 1.12 1,099 1,006 885 0.92 0.81
Contributory JSA 165 360 246 2.18 1.49 470 975 700 2.07 1.49
Attendance Allowance 1,290 759 950 0.59 0.74 3,124 1,772 2,156 0.57 0.69
Disability Living Allowance 2,240 1,273 1,941 0.57 0.87 6,580 3,089 5,055 047 0.77
Severe Disablement 367 251 304 0.68 0.83 1,040 738 873 0.71 0.84
Allowance

Invalid Care Allowance 406 346 403 0.85 0.99 932 788 835 0.85 0.90
Industrial Injuries 280 258 212 0.92 0.76 778 641 443 0.82 0.57
Disablement Benefit

War Pension 273 193 197 0.71 0.72 1,231 593 672 0.48 0.55
Disabled Persons Tax Credit 31 9 13 0.29 0.42 50 65 40 1.30 0.80
Council Tax (out-turn) 23,0f0 24,098 0.96 1.00 15,306 17,285 18,326 1.13 1.20
Council Tax (chargeable) 24,050 16,932 1.02  1.08

Sources:See notes to Table 1.1 unless otherwise specEid&ROMOD: version 21A

Notes: EUROMOD figures are for UK and use official weighExternal figures are all for GB not UK, with tBrception of Council Tax which is for GB only;

2 Excludes 853 thousand recipients living oversésar¢h 2002)° Expenditure reduced proportionately to accounpfamsioners living overseas.

® Total local tax excluding 636K paying rates frdinireland;® Excludes 640K an estimate of number of N. Irelaate payers; Budget Report March 2008iM Treasury,
www.hm-treasury.gov.uk/budget/bud_bud03/budget ntépad _bud03_repbc.cfrh Excludes N. Ireland rates (about £2309<E>(cludes N. Ireland rates (estimated as

£230K);h Chargeable dwellings England, Wales and ScotldfdF&www.cipfastats.net/general/counciltax/commentary?gear=2001-02#s0Pables 5 and 9;
Chargeable dwellings x average charge (weightethgeeof England and Wales and Scotland).
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The external estimates for the revenue associatédGeuncil Tax are shown in Table 4.2 on
two different bases. The first (“out-turn”) is thevenue actually collected. This allows for
discounts and exemptions (in the same way as thRAOD estimate does) but also
captures the effect of evasion or arrears or paymehich EUROMOD does not. The
EUROMOD figure using 2000/01 data is 20% highentkize out-turn, It is also higher (by
8% after allowing for N. Ireland) than the otheverue estimate, based on the number of
chargeable dwellings multiplied by the average géaiThis takes no account of discounts
and exemptions and hence one would expect the EUBDHigure to be smaller, not larger.
Generally we can conclude that EUROMOD over-essi&ouncil Tax to some extent.

4.1.4 Simulated Income tax
POLIMOD and EUROMOD estimates compare well (Tablé dnd 4.4), with differences
within the range that can be explained by differgrdating factors.

Compared with tax statistics, the number of incdase payers is under-estimated but the
extent of this is relatively small when using th@0@/01 data (3 per cent). The later data
capture the increase in numbers of people withnreeabove the tax threshold. However, the
amount of income tax collected is much more selyouader-estimated: by 15% using the
later data. Possible explanations for this arettiatdata contain too few people with high tax
liabilities or that people under-report high incane

Table 1.4 showed that there were 3.00 million tgeps paying tax at the highest marginal
rate in 2001/02. Using 1995/96 data POLIMOD esteaghe number to be 2.01 million. It

estimates that the amount of tax collected fronse¢hpeople was £14.5 billion, with the

remainder (£60.8 billion) being collected from tayprs with the standard rate (or lower) as
their marginal rate. The official estimates fronx tstatistics for these amounts are £56.4
billion (higher rate taxpayers) and £50.6 billiahg restf® Thus using 1995/96 data updated
to 2001/02 the shortfall in total income tax revemsimore than accounted for by the shortfall
amongst higher-rate taxpayers: tax collected freéamdard-rate taxpayers is in fact over-
estimated. This confirms that there is an undamedgé of people with high incomes but also
suggests that there is some under-reporting ofmesoof people who are estimated by the
models to not be liable for tax at the higher mzagrate.

Using 2000/01 data in EUROMOD the number of higlate taxpayers nearly matches the
administrative statistic for 2001/02: 2.87 milliofhe amount of tax collected from them is
£24 billion with £67 billion being collected frorhdse with lower marginal rates. So although
the representation of higher rate payers is beierg later data, the size of their incomes is
still under-represented and there are still sonsélpms with the distribution of tax collected
from lower-rate taxpayers (too much is collectés tould have a number of explanations).

4.1.5 Simulated National Insurance Contribution$Gds)

Both EUROMOD and POLIMOD contain too few employgxs/ing NICs (the shortfall is
about 20% using 2000/01 data). At least part of éxplanation lies in the basis for
calculation of the external total: this is the nianbf people making any contribution in the
year. The estimates based on survey data pickage thaying contributions at any one point
in time: a number that is bound to be less thanefpral to) the annual figure. Table 3.3
showed that the EUROMOD data do not under-represkat number of people in
employment, compared with LFS estimates althoughniimbers with current earnings are

2 |nland Revenue, Income Tax Liabilities 2001-02bl€a3.4
www.inlandrevenue.gov.uk/stats/income_distributio@hu-by-year.htm#34
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about 10% lower than this figure. Thus the mis-mabdé time period between the NIC
administrative figures and the FES reporting pesedms to be the main explanation for the
apparent shortfall in contributors. Indeed, thaltatnount of contributions from all sources is
estimated quite well (a 3% shortfall using 200043ta) although the balance between the
types of contributions may not correspond so pedgisvith the allocation shown by the
official statistics. .

4.1.6 Simulated Child Benefit

Both POLIMOD and EUROMOD produce estimates veryselto the administrative figures.
Given the universal nature of the benefit and &t that the weights control for families with
children (in 1995/96 data), this is not surprisifgny discrepancy is partly due to the
exclusion of Northern Ireland from the administratistatistic. (N. Ireland makes up
approximately 2.8% of the UK population.) It is rhte to demographic changes between the
1995/96 or 2000/01 and 2001/02: the administrafigare for the number of families in
receipt in all three years is very similar.

4.1.7 Simulated Working Families’ Tax Credit

The estimate based on 1995/96 data of the numbeeagbients corresponds well to the
external estimate for 2001/02 when take-up is assuto be 100%. However, it is well-
known that the take-up rate is less than 100% arestimated by the Inland Revenue to be
between 71% and 74% on a caseload basis in 2061¥0Ren these proportions are applied
on a random basis in POLIMOD, the number of recifidoecomes 64% of the administrative
figure. There is no conclusive explanation for thirtfall. One possible contribution to the
under-estimate is the fact that once entitled, liasmreceived WFTC for 6 months regardless
of change in circumstances. We cannot model tbierhang” because we do not have
information on the previous 6 months nor on thartgrof the claim. However, in calculating
their take-up estimates the Inland Revenue acdourthe overhang by inflating the numbers
they estimate to be entitled non-recipients. They the proportion of claimants who do not
successfully renew their claim at the end of the mionth period as a measure of the
proportions of claimants who become non-entitledenim receipt. The factors they apply are
1.135 for couples and 1.0978 for lone parents lfgead Revenue, 2003; page 15). Deflating
the administrative total of WFTC recipients by mple average of these two factdrbrings

it closer to the POLIMOD partial take-up estimateliable 4.3 but does not fully account for
the shortfall. Thus the overhang partially accodotghe modelled shortfall in recipients but
does not fully explain it.

2 Inland Revenue, 2008Vorking Families’ Tax Credit: Estimates of Take-tdpes in 2001-02London: Inland
Revenue Analysis and Research; Tablevivw.inlandrevenue.gov.uk/stats/wftc/witc-take-upd2e02.pdf
%9 The numbers of couple and lone parent recipiefTC are roughly equal.
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Table 4.3: Numbers of recipients/payers of benefiteaxes in 2001/02: EUROMOD simulations compared wlit external statistics

Thousands Unit External | POLIMOD FES 1995/96 EUROMOD full take-up Ratio | Ratio
source” | partial take-| Full take-up| FES 1995/96 FES 2000/01 (/@) | (€)/(@)
(a) up (b) (c)

Income tax Individuals 28,600 24,840 24,840 25,641 27,766 0.90 0.97
Households 16,705 17,193 18,344

SIC employers Individuals 25,620 18,118 18,118 18,389 20,568 | 0.72 0.80

SIC employees Individuals 25,620 18,118 18,118 18,389 20,568 0.72 0.80

SIC self employet Individuals 2,630 2,434 2,434 2,594 2,454 0.99 0.93

Child benefit Children 12,744 12,776 12,776 12,776 13,058 1.00 1.02
Families 7,066 7,246 7,246 7,256 7,341 | 1.03 1.04
Households 7,227 7,292

Working Families’ Tax Credit| Families 1,258 804 1,178 0aQ 1,380 0.80 1.10

Income Support (I1S) including Families 4,629 5,427 6,656 6,736 6,124 | 1.46 1.32

means-tested JSA and MIG | toseholds 6,165 6,240 5,689

Hous?ng benef?t: onlS Households 2,588 3,099 3,873 5,032 4.383 135 113

Housing benefit: not on IS Households 1,975 1,862 1,328

Council tax benefit Households 4,686 6,483 7,413 7,416 610, 1.58 1.41

Winter Fuel Payment Households 11,702 8,294 8,294 8,295 8,480 0.74 0.76

Notes:*Sources: Tables 1.1 and 1.4 unless otherwise sucif
PAnnual Abstract of Statisti001/02, Table 10 ®ww.statistics.gov.uk/downloads/theme compendiaD®d2AA2004.pdf:

“External and POLIMOD figures include people withptoyee as well as self-employed contributions; EWRID figures show people with self-employed conttibos
only. d Split between those on and off IS (67i83pken from DWPStatistical Summargeptember 200Ivww.dwp.gov.uk/asd/asd1/Stats Summary Sept2001.pdf
®Work and Pension Statisti2®01/02, page 96, tablevsww.dwp.gov.uk/asd/asdl/workandpens/2002/WPS_20®2This is the figure for recipients. Payments may be
split among qualifying people within householdseTtumber of recipients is somewhere between thébaunf households and number of individuals beimefitalso
Includes back-dated payments to men aged 60-Gdréaious years, following EU ruling.

EUROMOD: version 21A
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Table 4.4: Revenue/cost of taxes/benefits that asemulated in EUROMOD: a comparison with external satistics for 2000/01

External | POLIMOD FES 1995/96 EUROMOD full take-up

£ million / year source” [ partial take Full take-up| FES 1995/96 FES 2000/01) Ratio | Ratio

@ up (b) (c) (b)(a) | ()/(a)
Income tax 108,100 75,257 75,257 74,980 92,1217 0.69 0.85
SIC employer§ 53,786 27,486 27,486 27,639 31,878
SIC employee$ 21,262 23,553 23,655 26,321
SIC self employed 1,891 2,291
Total SIC 55,677 51,039 51,039 51,620 54,265 0.93 0.97
Child benefit 8,795 9,071 9,071 9,092 9,075 1.03 1.03
Working Families’ Tax Credit 4,927 2,277 3,352 3,272 3,564 0.66 0.72
'rgggrr?se tigt%%og'[sgsg:lr&cu%ng 16,237 18,068 20,423 20,738 18,941| 128 | 1.17
Hous?ng benef?t: passported 11.589 8,365 10,224 13,207 11.393 114 0.98
Housing benefit: tapered 3,693 2,286
Council tax benefit 2,686 3,407 3,763 3,696 3,263| 1.38 1.21
Winter Fuel Payment 1,681 1,242 1,242 1,244 1,272 0.74 0.76

Notes:?Sources: Tables 1.1 and 1.4 unless otherwise &u:Ci2001/02, National Insurance Fund Account 2001401 2,

www.nao.org.uk/publications/nao_reports/02-03/0B®Adf;“£278 million for childcare credit deducl;e%includes back-dated payments to men aged 60-6drémious

years, following EU ruling.
EUROMOD: version 21A
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Another possibility is that FES under-represerkslyi WFTC recipients. It is quite reasonable
to suspect that low-income families combining paidrk with responsibility for children
would be less likely to be available to completevey interviews than parents in general. We
have no direct evidence about non-response pattdr&FTC recipients. However, the
weighted number of recipients in the survey datat timland Revenue use for take-up
estimation in 2001/02 - 973 thousahd is lower than the administrative figure for 2¢@R:
1,258 thousand.

Ideally, both the overhang and non-takeup shoulchbdelled. Simply assuming 100% take-
up and getting roughly the right number of recipsels not adequate. It would not capture
two important features of WFTC: that there are feamiwho are entitled but do not receive it;
and that there are families who receive it whogeetis income or circumstances would make
them ineligible. Both these groups are relativalgé and should be identified if possible.

Take-up rates on an expenditure basis (Table 4ethat so low: between 80% and 85%
(Inland Revenue, 2003; Table 2). This implies thatilies with large WFTC entitlements are
more likely to claim than those with small entitients. No account of this is taken in the
POLIMOD incomplete take-up results. One would thene expect the expenditure shortfall
to be greater than the recipient shortfall and ithigertainly the case - the POLIMOD ratio is
64% compared with a recipient ratio of 68%. Howetbe shortfall in expenditure is also
large if take-up is assumed to be 100% - the iat&B% using 1995/96 data and POLIMOD
and 72% using 2000/01 data and EUROMOD. This agaggests that to simply assume
100% take-up, thereby achieving a recipient coaintyf close to the administrative figure, is
not the right approach. Even accounting for thetsbin recipients, simulated entitlements
are too small, on average by a factor of nearly thirel. The families simulated to receive
WFTC must have earnings that are too large, toodeidren or too much other income or
capital compared with actual WFTC recipients. Thigygests under-representation of the
WFTC population.Overreporting of incomes to FES seems unlikely, algtownder-
reporting to benefit authorities, or careful timioigbenefit claims are both possibilities.

4.1.8 Simulated Income Support

Comparing both 100% take-up estimates with therpatdigure we find too much Income
Support (IS) in both models using 1995/6 data (6328% on an expenditure basis and 44-
46% on a recipient basis). This is due to thre¢ofac First, clearly, non-takeup should be
accounted for in some way. DWP (2003; page 1l)nedéis IS caseload take-up rates for
2001/02 to be between 86% and 95% for non-pensoaed between 63% and 73% for
pensioners? POLIMOD estimates using these take-up proporti@msain too high. This is
partly explained by the second factor — the faat the proportion of people qualifying for IS
has fallen since the 1995/96 data were collettddsing 2000/01 data gives rise to lower
estimates of IS entitlement, closer to the 200@@ministrative statistics for receipt (there is
a 17% over-estimate on an expenditure basis andddR&cclaimant basis). This indicates that
combining the use of recent data with the modellaignon-take-up would give rise to
estimates close to those provided by administratata. However, a third factor may also be

31 Family Resources Survey — see Inland Revenue (220 16)

%2 DWP, 2003)ncome Related Benefits: Estimates of Take-up@i2002:
www.dwp.gov.uk/asd/income_analysis/V2pubfinal01@2.p

3 In fact it rises again after 2000 but this is hessaof increased generosity — a factor which isured in the
modelled estimates. See DWHRatistical Summargeptember 2001:

www.dwp.gov.uk/asd/asdl/Stats Summary Sept2001.pdf
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important. Table 4.1 showed an under-estimate ofesbenefits that EUROMOD does not

simulate. To the extent that this under-estimaisodue to under-reporting then this could be
an explanation of the inflated level of IS entitlemit IS is a general safety-net top-up benefit
that fills the gap left by the absence of otherdfiéimcome.

4.1.9 Simulated Housing Benefit

The number of Housing Benefit (HB) recipients isepestimated by about the same
proportion as with Income Support if full take-up assumed. If DWP take-up rates are
applied using 1995/96 data (as in the POLIMOD est@as) then the numbers of families on
IS receiving full HB match exceed the administratiigure by 20% but the numbers on
“tapered” HB remain even higher (46% too high). ndsithe full take up assumption the
number of households simulated to receive taperm@dattuallyfalls to a level not too far
from the administrative figure. This is becausangishe partial take-up assumption some
households not taking up their entittement to 18 simulated to claim tapered HB instead.
This is of course something that happens in redie extent of it is unknown.

The EUROMOD estimates based on the later datautidiake-up over-estimate the number
of recipients of both types of HB (combined) by 13&@ain, this suggests that modelling
non-take-up of HB would improve the results. Hoer this would need to be carried out in
conjunction with a take-up model for .

The expenditure estimates for HB are too low itipatake-up is modelled (84%) and slightly
too high if 100% take-up is assumed (by 3%) usi@§5196 data. This suggests that the
EUROMOD average HB payment is too low. This is ¢stesit with lower entitlements being
subject to a greater degree of non-take-up. Usitey data and assuming full take-up results
in a slight under-estimate on expenditure grou@és)(

4.1.10 Simulated Council Tax Benefit

Comparisons for Council Tax Benefit (CTB) are sanilo those for HB except more extreme.
Using 1995/96 data the number of recipients is -@atimated by 58% on a 100% take-up
basis and still over-estimated by 38% if DWP ndtetgp estimates are used in modelling.
The over-estimation of expenditure is somewhat 1€88% using 100% take-up and 27%
using incomplete take-up. Average payments arenagailer-estimated. Using later data the
results improve because numbers entitled to CTE lhaen falling over the period. However,
expenditure is still over-estimated by 21% andpecits by 41%.

4.1.11 Simulated Winter Fuel Payment

There are no comparable external sources for theuammof Winter Fuel payment or the
number of recipients. Official statistics includae@unts paid in arrears after a European Court
ruling which allowed retrospective claims by mere@d@0-64 not in receipt of MIG. These
payments and (all) their recipients are not coube&UROMOD which simply assumes that
all households containing anyone currently agedra@ore are entitled.

4.2 Income distribution and poverty estimates

There are two main official published sources of ldbKome distribution estimates. The first
is the annual article published by the Office fatinal Statistics ileconomic Trends The

% However, this is not at all straightforward. SeantockR., S. Pudney, G. Barker, M. Hernandez and H.
Sutherland, 2004, “The Take-Up of Multiple Meanssieel Benefits by British Pensioners: Evidence fthen
Family Resources SurveyBiscal Studiegforthcoming).
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Effect of Taxes and Benefits on Household IncomEETBHI). The second is the annual
Households Below Average Income (HBAI) statistjggblished by DWP. Comparisons with
statistics from 2001/02 from both sources are madie EUROMOD output for 2001/02,
based on 1995/06 and 2000/01 data.

TETBHI is based on a later survey of the same datace as EUROMOD (the Family
Expenditure Survey is re-named as the ExpenditndeRood Survey — EFS — in 2001/02).
HBAI is based on a different survey — the Familys®e&ces Survey.

The HBAI (before housing costs) income definitiensimilar to that used on a regular basis
in EUROMOD outputs, although differs in some mietails. TETBHI incomes have been
annualised approximately and the statistics refehduseholds, not to individuals within
households. Both UK sources normally use the McE@las equivalence scale whereas the
EUROMOD estimates use the modified OECD equivalestade. These are compared in
Table 4.6. The McClements scale uses the couptleeasase and weights a single person by
0.61. Equivalised incomes have been multiplied Iyl 0n Table 4.5 to put them on the same
basis as those using the OECD scale (which usesinigke person as base). This adjustment
does not alter the fact that use of the McClemesoéde will cause households to be ranked
differently than if the OECD scale were used. Intipalar, families with young children are
given a relatively small weight in the McClementsale and will appear higher up the
distribution than under the OECD scale.

Thus most of the statistics shown in the two paft§able 4.5 are not fully comparable. One
would not expect the results to be the same andahwarisons are provided simply to give a
preliminary and basic assessment. However, HBAI poavide some limited relative poverty
statistics using the modified OECD scale. Compassof these with EUROMOD statistics
are also shown.

Most differences in results could be explained bg tifferences in the calculations or
underlying data. The Gini coefficient (Table 4.%®)jower in EUROMOD - one part of the
explanation could be the 100% take-up assumptionmfeans-tested benefits reducing the
number of EUROMOD households with very low incomidewever, experience also shows
that the Gini tends to be 1-2 percentage point&tomhen incomes are simulated, even when
non-take-up is modelled, compared with incomesrtakesctly from survey responses. The
lower measured inequality is consistent with somawlower poverty headcounts using
EUROMOD (Table 4.5b). Mean unequivalised househottbmes (in 2001/02 prices) are
higher using the 2000/01 survey than the 1995/96esu This would be consistent with
EUROMOD updating procedures not capturing in fb growth in some (or all) incomes,
combined with the fact that employment has grower dlie period.
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Table 4.5 Income distribution and poverty comparisas using EUROMOD and official
UK sources for 2001/02 (a) household level companiss

Equivalised £ per year unless otherwise stated EUROMOD 2001/02 TETBHI
FES 1995/96  FES 2000/01 EFS 2001/02
Gini coefficient 0.30 0.31 0.36
Decile points i 5,375 5,611 5,011
2" 6,415 6,790 6,317
3 7,372 7,837 7,540
4" 8,468 9,181 8,949
5 10,074 10,822 10,479
6" 11,716 12,588 12,145
7™ 13,678 14,818 14,452
g" 16,391 17,654 17,366
o" 21,045 22,652 22,628
Decile group means 1% 4,518 4,544 3,559
2 5,904 6,218 5,683
3 6,901 7,299 6,933
4" 7,904 8,499 8,223
5" 9,246 9,998 9,716
6" 10,897 11,675 11,270
7™ 12,693 13,695 13,211
g" 14,948 16,199 15,794
o" 18,313 19,783 19,640
10" 28,921 31,831 36,814
Mean: Unequivalised 19,165 20,777 22 925
Mean: Equivalised 12,022 12,971 13,085

Notes and sources:
TETBHI (The Effect of Taxes and Benefits on Household tnepfor 2001/02 is published by the Office for

National Statistics iteconomic TrendsMay 2003.
www.statistics.gov.uk/articles/economic_trendskffetaxes_benefits_household_income_01-02/revig&diLrevised_final.pdf

It uses Expenditure and Food Survey (EFS) data@0d./02 which have been annualised, approximateyS
has replaced FES.) All calculations are on a haalddbasis (not weighted by household size) andhese
McClements equivalence scale. Equivalised incorags heen multiplied by 0.61 to put them on the shasts
as those using the OECD scale. Data are takenTaite 14 and Table 27 (Appendix 1).

EUROMOD estimates are based in 1995/96 and 2000/01 FESuddated to 2001/02. Household Disposable
Income (HDI) is equivalised using the modified OE&g&ale (1, 0.5, 0.3) and is calculated on a peséloold
basis (ie the same basis as the TETBHI estimatéiR@EIOD monthly income output has been multiplied by
12. EUROMOD version 21A
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(b) individual level comparisons

Equivalised £ per year EUROMOD (OECD scale) HBAI (FRS 2001/02)
FES 1995/96 FES 2000/01 McClement's OECD
scale scale
Gini coefficient 0.30 0.31 0.35 0.3%
Decile group medians 1% 4,953 4,980 4,060
ond 5,964 6,282 5,678
3 6,985 7,384 6,820
gth 8,048 8,644 7,993
5t 9,432 10,147 9,262
gth 10,977 11,749 10,594
7t 12,707 13,744 12,149
g 14,752 16,099 14,211
ot 17,811 19,250 17,573
100 25,041 27,644 25,535
Mean 11,986 12,971 12,180
Median 10,217 10,891 9,864
% below 50% mean 15.8 17.2 19.0 19.0
% below 60% median 17.2 17.8 17.0 19.0
% below 50% median 6.9 8.2 9.0 10.0
% children below 60% median 23.1 21.0 21.0 23.0
% children below 50% median 7.4 8.4 10.0 11.0

Notes and sources:

HBAI Households Below Average Income for 2001/02 is istield by the Department for Work and Pensions,
www.dfwp.gov.uk/asd/hbai/hbai2002/contents.aspséudata from the 2001/02 Family Resources Survey.
The calculations use the McClements scale and whigsehold incomes by household size. Top incares
inflated using information from the Survey of Perablncomes. The same adjustment by 0.61 as in FETRS
been made to re-scale equivalised incomes to the basis as the OECD scale. HBAI incomes are phelisn
weekly terms and here have been multiplied by $#2ld&n are defined as aged under 16 or aged u8l#rnin
full-time non-advanced education. Data are takemfihe Income Distribution Chapter, Table 2.
www.dfwp.gov.uk/asd/hbai/hbai2002/pdfs/Chapter 2.piBAI also published figures using the modified
OECD scale. Data taken from table 5.2 in Appendmbv.dfwp.gov.uk/asd/hbai/hbai2002/pdfs/Appx5.pdf
EUROMOD estimates are based in 1995/96 and 2000/01 FEESugdated to 2001/02. Household Disposable
Income (HDI) is equivalised using the modified OE&&ale (1, 0.5, 0.3) and households are weightetidiy
size. Poverty headcounts are of individuals in bbo&ls with equivalised income below the povemg.li
EUROMOD monthly income output has been multipligdlB. Children are defined as aged under 18.
EUROMOD version 21A.

a. This figure is calculated by the Institute fisdal Studies. See Brewer et al (2004; Figure %.4).
b. This figure is kindly supplied by Andrew Shepdhaf the Institute for Fiscal Studies (see footrbldan
Brewer et al (2004)).

% Brewer M., A. Goodman, M. Myck, J. Shaw and A. giterd, 2004Poverty and Inequality in Britain: 2004,
IFS Commentary 96.
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Table 4.6: Equivalence scale relativities: McClemds and modified OECD

McClements McClements Modified
(BHC) adjusted to single=1 OECD
First adult 0.61 1 1
Spouse of first adult 0.39 0.64 0.5
Other second adult 0.46 0.75 0.5
Third adult 0.42 0.69 0.5
Fourth + adults 0.36 0.59 0.5
Child aged 0-1 0.09 0.15 0.3
Child aged 2-4 0.18 0.30 0.3
Child aged 5-7 0.21 0.34 0.3
Child aged 8-10 0.23 0.38 0.3
Child aged 11-12 0.25 0.41 0.3
Child aged 13 0.27 0.44 0.3
Child aged 14-15 0.27 0.44 0.5
Child aged 16-18 0.36 0.59 0.5

4.3  Summary of “health warnings”

This final section summarises the main findingtemms of particular aspects of the UK part
of EUROMOD or its database that should be borrmaiimd when planning appropriate uses
of the model and in interpreting results.

» The sample is relatively small. Care should benakenterpreting results for small sub-
groups.

* The weights do not control for differential nonfease according to any dimension
except family type (1995/96 data) or age, sex agtn (2000/01 data). No adjustments
are made for structural changes in the charadteyist the population between the data
years and the simulation year (2001).

There are many instances where 2000/01 data pelfettar in representing 2001/01 than do

data from 1995/96, in spite of updating procedurésisit is recommended to use the

2000/01 database unless there are good reasons to do otherwise.

» There is a shortfall in people with higher incoraesl in self-employment income and
investment income. It is likely that the main plis a shortfall of high income people
with these sources of income or an under-recordirtbese sources for high income
people.

» The model contains too few families entitled to Wing Families Tax Credit. It is
possible that there are too few people Wit earnings.

* Neither non-takeup nor receipt of benefits basedast circumstances are modelled. It is
effectively assumed that entitlement is based ereaticircumstances and that entitlement
leads to receipt. This has the effect of (a) imigthe incomes of families who do not
receive these benefits and reducing the numbeeapblp in very poor families, (b)
inflating the cost of these benefits and the cbstaking them more generous, (c)
diminishing the relative impact of benefits thatraui have problems of non-takeup.
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Appendix

Table A1 Comparison with external statistics for 201/02: using FES 2000/01 and
official and alternative weights

Recipients/payers (thousand)

Expenditure/revenue £ihyear

External EUROMOD Ratio Externa EUROMOD Ratio

source | source
BENEFIT/TAX Official Alternative (2)/(1) (3)/(1) Official Alternative (5)/(4) (6)/(4)

@ ws@) wis(@3) @ wis(5) wts (6)
Incapacity Benefit 1,520 1,532 1,525 1.01 1.00 6,749 6,236 6,190 0.92 0.92
Retirement Pension (basic) 10,214 9,927 9,795 0.97 |0.9¢/73 32,788 32,240 0.97 0.95
Widow's Benefit 256 287 312 1.12 1.p2 1,099 885 967 0.81 0.88
Contributory JSA 165 246 247 1.49 1]50 470 700 695 1.49 1.48
Attendance Allowance 1,290 950 903 0.74 0.70 3,124 2,156 052, 0.69 0.66
Disability Living Allowance 2,240 1,941 1,941 0.87 0}{87,580 5,055 5,065 0.77 0.77
Severe Disablement 367 304 299 0.83 0.81 1,040 873 857 0.84 0.82
Allowance
Invalid Care Allowance 406 403 404 0.99 1,00 932 835 845 00.0.91
Industrial Injuries 280 212 208 0.76 0.74 778 443 428 0.57 0.55
Disablement Benefit
War Pension 273 197 196 0.72 0(72 1,231 672 661 0.55 0.54
Disabled Persons Tax Credit 31 13 14 0.42 0.45 50 40 41 00882
Council Tax 24,050 24,098 24,841 1.00 1.03 16,932 18,326 ,53r8 1.08 1.09
Income tax 28,600 27,766 27,648 0.97 0.97 108,100 91,127 ,9591 0.84 0.85
SIC (total) 28,250 22,465 22,339 0.80 0.79 55,677 52,642 ,3Z2 0.95 0.94
Child benefit (children) 12,744 13,058 12,688 1.02 1.00,798 9,075 9,332 1.03 1.06
WFTC (families) 1,258 1,380 1,413 1.10 1}12 4,927 3,564 28,70.72 0.76
Income Support (households) 4,629 5,689 5,750 1.23 1.24 16,237 18,941 19,708 1.17 1.21
Housing benefit (households) 3,863 4,383 4,392 1.13 |1114589 11,393 11,563 0.98 1.00
Council tax benefit 4,686 6,610 6,660 1.41 142 2,686 3,263 3,276 1.21 1.22
(households)
Winter Fuel Payment (hholds) 11,202 8,480 8,383 0.765/0.1,681 1,272 1,257 0.76 0.75

Sources:See notes to Tables 1.

#Families

1,4.2,4.3 and 4.4.
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