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PREFACE

THis study is primarily a quantitative investigation into the redistribu-
tion of incomes through public finance in this country before the war.
1t 1s not concerned with answering any of the wider questions involved,
- although it was impossible to avoid raising them. ‘The two most
important questions which remain unanswered concern the adequacy
of the British system of public finance as a whole, and the choice
between redistributive finance and other methods of social policy.

It has been found that,/¢onsidering the total etfect of taxation and
public expenditure, the pre-war system of public finance was on the

“whole progressive throughout the entire range of incomes; that is, the
greater the income the greater was the proportion of taxation paid, or
the smaller the income the greater was the proportionate benefit de-
rived from public expenditure. But attention is also drawn to the fact
that the system of public finance was not adequate from a number of
other viewpoints, which are outside the scope of this book: in par-
ticular, the distribution of taxation between large and small families
was not equitable..

A study of redistributive finance as a method of social policy also
leads us outside the scope of this book; but it is evident that Britain’s
social aims could have been attained by means more direct and more
effective than redistributive finance. This study is designed as a
factual analysis on which opinion, and future action, concerning the
wider issues can be based.

But inevitably any study of this nature leads to the discovery of
great economic inequality, both of income and of wealth; it can be
inferred that most social evils, such as want, ignorance, disease, and
even involuntary idleness, are to a farge extent due to cconomic
inequality. It can be said, therefore, that the fight against these social
evils cannot succeed unless economic inequality in its extreme forms
is also attacked.

This book is the result of research carried out at the London School
of Economics. Among my teachers I am particularly indebted to Mr.
Nicholas Kaldor, who first suggested to me the idea of this inquiry,
and who greatly helped me by discussing with me meost points of
economic interest at each stage. Several of my arguments were
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written under the influence of the works of Professor J. R. Hicks on
the national income and allied sub_]ects forwhich it was impossible to
give specific acknowledgement in every case,

Aly thanks are due to the Univ ersity of London for the Gerstenberg
and another studentship, and to the London School of Economics for
the Leverhulme Research Studentship and a grant, which enabled me
to undertake this inquiry.

Finally, T am indebted to Marie Barna for help at every stage in the
preparation of this book.

T. B.
CAMBRIDGE
March, 1945
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INTRODUCTION

‘It is their maxim that the weight of taxes must he calculated not by
what is taken, but by what is left,” EMERson, English Traits.

Since the middle of the nineteenth century the activities of the
government have covered an ever-widening field.! In 1913 the
revenue and expenditure of the government was 1z per cent. of
the national income. After the war, in 1924, the revenue or expendi-
ture of the government came to 24 per cent. of the national income
. and never since has it fallen below that proportion.

The liabilities of the Exchequer greatly increased as a consequence
of the First World War. There was a great expansion in the national
debt and interest was paid at high rates. A great number of war
pensmners had also to be prov:ded for. Yet, at the same time, the

contmued at a rate greater than_the contraction of interest on_the
national debt and expenditure on war pensions. By 1937 social
expenditure constituted about half of the total government expendi-
ture, and its ratio to the national income was equal to the ratio of total
public expenditure to the national income in 1913. 1.7,

In the expanded system of taxation, direct taxation expanded not
only in its amount but also as a proportion of total revenue."MBocial
expenditure as a means of redistributing income from the rich to the
poor was successful because it was financed by taxation falling mainly
on the rich. The rate of indirect taxes on necessities (for instance on
sugar) was lowered after the First World War and other duties (such
as the duty on tea or on petrol) were abolished for a time. The
"thirties, how ever, saw the return of these duties and also of protective
tariff duties. Whe importance of indirect taxation has grown during
these years, and 1ts complexity, because of preferential rates and
hidden duties, became formidable, B

wAe incidence of taxation was kilown to be regressive in the lower
ranges of income affected by indirect taxes only; but it was progressive
in the higher ranges of income where the incidence of income tax and
surtax fell. The tax curve was known to be U-shaped with the lower

middle classes getting off rather lightly.? Each increase in taxation,

' Government, as explained in Ch. 11, is meant to include all public authorities.

? Cf. diagtam in U. K. Hicks, The Firance of British Government, 1920-1936,
P. 270.

4839 B



2 INTRODUCTION

aimed at (probably for political reasons) increasing the yields of both
direct and indirect taxation almost proportionately, raised both arms
of the U-shaped tax curve but left the dip unaffected.+An attempt to
eliminate the dip was made for the first time during the war when,
since the budget of 1940, the income-tax exemption limit was lowered
and the proportion of direct taxation in total revenue raised.’

“"After the First World War the obligations of the government and
its expenditure were regarded as being more or less given; attention s
was concentrated on the means of raising the revenue necessary to
finance the given amount of expenditure and, especially, on the distri«
bution of taxation between the various classes, In 1919 Lord Samuel
read his presidential address to the Royal Statistical Society on ‘The
Taxation of the Various Classes of the People’, comparing the distri-
bution of most taxes at various levels of income before and after the
war.? The calculation was repeated in great detail by the Colwyn
Committee and the figures were brought up to 1925.% Finally, in
1942 the National Institute of Economic and Social Research pub-
lished an inquiry into the incidence of taxation in 1937-8 and during
the war.4

None of these inquiries discussed all taxes, and the expenditure
side of the government accounts was completely ignored. Siﬁere
was no_attempt _to answer the question _how far were incomes re-
distributed by the government and how much was transferred from
the rich to the poor. .
"It 1s necessary tg regard the whole process of redistribution as s
something integral { Marshall stressed the point that all taxes should
be considered together;® since that time government expenditure

' Cf. Economic Journal, June-Sept. 1043, p. 201,

* Journal of the Roval Statistical Society, 1919. Previous to that the rate of
income tax and death duties was estimated offictally in 1906, 1914, and 1918. Cf.
pp. 109 ¢t scq., below.

3 Report of the Committee on Natinnal Debt and Taxation (1926). Papers in the
Fournal of the Royval Statistical Soctety by D. Caradog Jones (1927) and M. Sandral
(1931) are based on the calculations of the Colwyn Committee.

o G. Findlay Shirras and L. Rostas, The Burden of British Taxation (1942},

® This is not to suggest that the authots of these inquiries were not aware of the
limitations of their methad, since 1t was made clear that certain taxes (notably
rates) were omitted and the effect of public expenditure ignored. But, as argued
befow, it might be better to make an hypothetical allowance for any tax or expendi-
ture than to omit it if we want to gain a balanced view,

® 'Onerous taxes. imperial and local, must be treated as a whole. Almost every
onerous tax taken by itself presses with undue weight on some class or other; but
this 1s of no moment if the inequalities of each are compensated by those of others,
and variations in the several parts synchronise. J{ that difficult condition is satisfied,
the system may be equitable, though any one part of it regarded alone would be
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conferring divisible benefits has expanded so much that it is necessary
to consider the whale system of taxation and expenditure togethel?
* {{Lhe term ‘burden of taxation’ should be avoided as far as possible.
We can only speak of the burden of taxation when comparing two
alternative systems of taxation yielding the same revenue (given the
pattern of public expenditure), or two different patterns of expendi-
ture spending the procaeda of a given _vstem of taxation. It is mis-
Teading to use this expression to imply that the nation’s welfare is less
than what it would be with a less expanded system of government
finance (and lighter taxation), unless this proposition is explicitly
stated and proved. It is not possible to speak of the ‘burden of taxa-
tion’ without considering, at the same time, the benefits of expendi-
ture_made out of this taxation.) Inquiries into the_distribution_of
taxation alone cannot serve practical purposes or be used in political
arguments, It is not so much a matter of explicitly stating the omis-
sion of government expenditure, when inquiring into the distribution
of taxation, but a matter of correctmg that omission." |

The xquestion which the present inquiry seeks to answer has so far
been asked by Mr. Celin Clark only.? Though his chapter does not
aim at any very precise formulation of the question, or the attainment
of exact results, its conclusions seem to be broadly true, ‘In 19173 it
appears that the working classes contributed more than the cost of
the services from which they were direct beneficiaries, leaving a sur-
plus contribution to general revenue. In 19z5 working-class taxation
contributed 8 5 per cent. of the cost of these specified beneficial
expenditures; in 1935, 79 per cent.’?

inequitable’ (Memorandum on Imperial and Local Taxes, C. 9528, p. 113). We
should substitute for ‘onerous tax’, ‘the redistributive effect of any kind of tax or
expenditure’.

! A conspicuous case occurs when luxury goods are taxed and, at the same time,
necessities subsidized. In that case it would be misleading to talk of the ‘burden of
taxation’ on low incomes without taking into account the subsidics. In The Burden
of British Taxation, for instance, the duty on sugar in 1p41-2 is elaborately distri-
buted while the subsidy on sugar, off-setting most of the duty, was ignored. The
‘burden’ of sugar duty on a standard family with low income was given as 4 per
cent. of the income, whereas the correct figure should have becn less than z per cent.

* National Income and Qutlay, ch. vi.

? Ibid., pp. 147-8. “The net effect of taxation and local rates in 1935 can be
described as a redistribution of £g1 millions from the rich to the poor in the form
G_l' services, other than those provided for from the proceeds of working-class taxa-~
tion. The £685 millions paid by the rich in indirect and direct taxation provides
£263 millions of services beneficial to themselves, Lot millions for transfer as
aqu'c, and the whole cost (£331 millions) of general administration and of public
saving not covered by miscellancous revenuc.” (The dividing-line between rich
and poor is taken as an income of £256.)
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This book is divided into two parts. Part I deals with problems of
general interest, mainly in the field of public finance and the national
income. The central problem here is the exact definition of the scope
and nature of this inquiry which is discussed in Ch. I. The govern-
ment accounts are analysed in Ch. 11 and the national accounts in
Ch. TI1. To conclude Part I, the initial distribution of incomes is
obtained in Ch. IV.

The questions discussed in Chs. II-1IV are closely relevant to the
central theme but deal with subjects which would be, strictly speaking,
outside the scope of this book. Their discussion was necessary partly
for lack of published information and partly to adapt published infbr-
mation for our purpose. All appendixes at the end of the book refer
to Chs. II-1V and are of a similar nature. S

Part 11 deals with the actual measurement of redistribution of in-
comes in 1937. Chapters V-X VI follow a logical order, dealing with
transfer expenditure, direct taxes, indirect taxes specifically on con-
sumption, subsidies, indirect taxes on production in general, and,
finally, public expenditure on goods and services. The length of the
chapters is not at all proportional to the importance of the various
taxes or expenditures but is related rather to the possibility—both
theoretical and practical—of obtaining accurate measurements. The
results are summarized and the conclusions given in Ch. XVII.

It is necessary to warn the reader that most of the conclusions are
drawn after certain arbitrary assumptions have been made and that
these assumptions are conditional to some, though not all, of the
conclusions. The interpretation of the results, at the end of Ch. XVII,
is of course largely a matter of opinion, and the results obtained might
yield different interpretations in the hands of others.




PART I

I

REDISTRIBUTION OF INCOMES THROUGH PUBLIC
FINANCE

i. THE SUBJECT OF THE INQUIRY

I~ this book I shall discuss and measure quantitatively the Redistribu-
tion of Incomes through Public Finance in 19 37 in this country. Asa
first approximation the title conveys its meaning; there are everyday
references to the fact that the rich pay more in taxation than their
share and the poor are made less poor by the social expenditure of the
government. The purpose of this chapter is to define the problem in
exact terms which would make a quantitative analysis possible.

Put very briefly, the problem to be discussed can be described as
follows.

ﬁn most modern communities incomes are Jdistributed in a very|
unequal manner. There are rich and there are poor, but while the
number of the rich is few, the poor are many. Yet the total of incomes
accruing to the rich is well comparable with the total of incomes
accruing to the poor. '

But side by side with the inequality of incomes thete is in modern
communities a growing recogmtlon that,since the needs of all aré the
same, equal distribution is the social 1deal] The student of p_onllt_cs
argues that for the proper working of democracy equality of incomes
is essential, { The economist argues that given the total national in-
come batlsfactmn is maximized with an equal dxstnbutlon of income.
marginal utility of i 1nc0me, and, on the other hand, on the ag_ggr_npt_lon
{(based on the postulates of political democracy rather than economics)
that persons with the same income possess the same capacity of enjoy-
meﬁfﬁﬁ addition, the currently accepted economic doctrine denies
that there is virtue in thrift (made so much easier by the existence of
high incomes) so long as there is unemployment, and thus the main
traditional justification of inequality falls awdy.

One way of changing the distribution of incomes which can be
brought about within capitalist society is to redistribute incomes
through public financg;] It is obvious that the activities of the govern-
ment alter the distribution of incomes. That this is so is clear from
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the simple consideration that the same pattern of government expendi- :
ture can be financed by different systems of taxation yg‘rhose effect on -
the distribution of incomes will be totally different. In common
language we speak of taxation being more or less progressive, or
more or less regressive, relative to a given pattern of expenditure,
accordingly as it is deemed to change the distribution of incomes in
one direction or the other.

It 1s necessary, before anvthmg else, to deﬁne income in exact terms,
suitable for the quantitative analysis that is to follow. Section 1 is
a digression on income which takes us into the field of economic
theory.

Having defined ‘income’, it is necessary to put into exact terms
what is meant by a redistribution of incomes. To assert that incomes in
a particular year have been redistributed is possible only with refer-
ence to some standard of ‘neutral finance' under which the system of
taxation and the pattern of ex expenditure are so designed as to cause
no redistribution of incomes. The digression on ‘neutral finance’ is
contained in §iii. This section is in the field of the theory of public
finance, and to bridge the gap between theory and statistical measure-
ment certain arbitrary assumptions have to be made. These assump-
tions and the alternative statistical measurements they vield are set
out in Ch. XV, §iv.

It is also necessary to discuss the incidence of taxation and, in a
similar way, that of government expenditure. ¢ is here assumed that
the incidence of direct taxes is an the taxpayer while indirect taxest
are shifted to the ultimate consumer. Similar considerations apply
to transfer expenditure and subsidies. The justification of this general
assumption is expanded in § iv, and the assumptions as they affect
particular taxes or expenditures 1s further discussed in some of the
relevant chapters. It is desirable to point out that the assumptions
relating to incidence are of a nature quite different from those
relating to ‘neutral finance’ and the arbitrary element in them is far
smaller.

The different methods and processes of redistribution are discussed
in §§ v-viii, where it is stated that ouﬁmmary concern is the vertical |
redistribution of incomes (that is, redistribution between different’
income or social classes), and where redistribution through public
finance is defined so as to distinguish it from other kinds of redistri-
bution on the one hand and from the activities of the government

not deemed to fall within the scope of public finance on the other
hand. }
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ii. DIGRESSION ON INCOME

. The central concept of income is well defined by Professor Hicks:

- The purpose of income calculations in practical affairs is to give people ’
an indication of the amount which they can consume without im-
poverishing themselvesZ] This central concept can be approximated
by three different definitions, each of which has its own merits and
demerits and each of which can be considered both ex ante and ex post.

(1) Income is defined as the maximum that can be consumed while
maintaining the capital value of prospective receipts in terms
of money_intact.

(2) Income is defined as the maximum that can be consumed whiie
still allowing the consumption of the same amount in terms
of money in the future.

(3) Income is defined as the maximum that can be consumed while
still allowing the consumption of the same amount in real terms
in the future.

It can be seen that the first and second definitions are identical if
rates of interest are not expected to change, and that the second and
third definitions are identical if pricés are not expected to change.
All definitions are identical if neither prices nor rates of interest are
expected to change. [t can be also seen that all possible definitions of
income could be reduced to one of these three definitions.

When translating the economist’s concept of ineome into terms
suitable for quantitative measurement two difficulties arise. The first
one can be treated briefly. Ex-ante incomes, based on expectations,’
are not suitable for measurement and hence the ex-ante concept of
income must be rejected as being unsuitable for our purpose. The
statistically measurable ex-post concept of income consists of con-
sumption and capital accumulation.

The second difficulty arises because of the problem of human
capital. Since the value of human capital cannot be measured and
would be very difficult to impute (not speaking of ethical abjections
to such an approach in a non-slave society), only changes in physical
capital are taken into account. The consequence of ignoring human
capital is that as regards the reward of personal exertion receipts are
taken as equal to incotne.?

-t J. R. Hicks, Value and Capital, p. 172 and ch. xiv, passim.

* For instance, no allowance is made for extra strain on labour detrimental to

future productivity. The income-tax earned income aHowance could be regarded

88 & type of maintenance allowance given on human capital corresponding to the
wear-and-tear allowance for machinery.
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Corresponding to the three definitions of income given above, there
are three statistical measurements of income. In all cases income con-
sists of consumption and capital accumulation. On the first definition
capital accumulation is the increase in the money value of assets over
a period. On the second definition capital accumulation is the in-
crease in the money value of assets if rates of interest, current and
expected, had remained unchanged. On the third definition capital
accumnulation is the increase in value had both rates of interest and
the expected money returns of the assets remained unchanged,’ that
is, the value of capital assets produced over the period less the value
of assets used up. On this third definition capital accumulation is
equal to the value of the increase (rather than the increase in value)
in the stock of capital. *

" In practice the choice is between the firsg and third definitions.
The third definition is doubtless much nearer Yo a definition of income
appropriate for purposes of national income measurements than the
first one, ¢ Henccévc_s_llz_lu_dﬁ_ﬁ income as the amount an individual
(or a nation) could have consumed while maintaining the real amount:
oZ Ais Eaiat stock intacty)

In measuring investment we take account of all goods for which a
depreciation account is kept in practice (instead of all goods for which
a depreciation account ought to be kept). Thus it is conventional to
include private motor-cars in consumption and lorries in investment.
It is also conventional to include armament expenditure in consump-
tion.? '

+ 'The national income has three different aspects: E_\et Eational n- -
rgome? is the sum of the net income of all individuals and corporate
m%%]fes, avoiding duplication;inet national output is the sum of the!

‘value added by production by each firm { pet national expenditure is
the sum of amounts expended on consumption or saved. If these
terms are properly defined, they should by definition be equal. The .
problem of making natienal income, output, and expenditure equal
1g one of logic and not of economics, '
Net national income can be measured either at factor cost or at»
market prices. It is preferable to value output at factor cost, that is,

T It can be said for the first definition that under it the measurement of income
is straightforward since no correction for price changes is involved. On the other
hand, the third definition is nearer to the theoretical ex-ante definition because it
ignores windfall changes in capital values. * Cf. p. 35, below,

¥ Net national income includes net additions to the stock of capital, whilst gross
national income includes the gross output of investment goods including those
produced to replace existing goods.
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include only costs which form the incomes of factors of production
and exclude indirect taxes accruing to the State. \JFhe reason for this
is that the national income at factor cost is independent of the way in
which taxation is raised, whilst national income at market prices is
influenced by any change from direct to indirect taxatiofi, or vice vérsa.

National income includes those goods and services which are usually
sold for money. Thus the imputed rent of ownet-occupied houses is
included. But certain important services are usually omitted, of
which housewives’ services are the most important. It should also be
noted that national income here always refers to the income accruing.
to residents in this country and not to income produced in this
country.”

As can be seen, the definition of the national income 1s arbitrary,
in the whole as in detail, and must necessarily be so. It is, however,
passible to find 2 definition which is most suitable for one particular
purpose. The definition of the national income is to some extent a
matter of convention, and therefore our starting-point will be the
definition most often used at the present, that of the official estimate.
This definition, measuring nef national income at factor cost, can be-
considered as satisfactory for our purposes if certain modifications
are made as regards the valuation of investment in working capital
and stocks (to make it consistent with the valuation of investment in
fixed capital) as regards the definition of government income (tomake
it consistent with the definition of private incomes); and as regards
several smaller points, all discussed in Ch. III.

So much for definition. As regards methods of measurement the
casiest way is to measure the national income by the adding incomes
method ; this is so because income-tax data cover about three-quarters
m'ﬁat:onal income,? and because these data after certain adjust-
ments can be considered as satisfactory, The concept of ‘actual in-
come’, as defined for the purposes of income tax, is the nearest equiva-
lent to the economic definition of income.3

* The difference consists of income from oversea assets.

? Incomes not assessed for income tax either evade tax or are exempt from
assessmnent.  Exempt incomes include personal incomes under the income-tax
exemption limit and the income of the Crown and non-profit-making bodies
{charities, churches, schools, hospitals, and friendly societies). The income-tax
definition of income could of course be applied to all these categories.

® The most important differences between the Inland Revenue’s and the econo-
mic definition of income are the following:

(i) Net national income excludes transfer incomes while the income-tax defini-
tion includes some transfer incomes and excludes others, In the case of pensions
paid to employees it would be more correct to include contributions towards the
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J;"‘Consumption by an economic unit (an individual or corporation)x
may either fall short of or exceed his income. In the first case he is
said to save, in the second to dissave. It follows from the central
concept of income that saving leads to an expectation of betterment
in one’s future economic position. This is always so in the case of the
nation, but not necessarily so in the case of an individual. For income
was defined with reference to real capital, and saving-investment was
defined as the value of additions to real capital (and not as the increase
in the value of all assets). This definition is consistently applied to
each economicunit; but certain peculiarities follow from this procedure.

If, for instance, the value of securities held by an individual in-
creases relatively to other values he can realize the increase in value
and consume it without impairing his future position. From the
social point of view he is dissaving, but not so from the private point
of view. At the same time someone else, buying the security, saves
from the private but not from the social point of view.

This point has little significance with reference to the main prob-
lem, but it should be borne in mind that some of the arguments and
conclusions given in the following chapters are directly dependent on
the particular definition of income adopted.’

pension in the yvear they are made as part of the income of that year than to include
the pension when it is paid and make some deduction for the contributions.

(ii) Payments in kind to employees, though part of income, are not assessed
to tax,

(iii) Certain types of income are conventionally under assessed by the Inland
Revenue, notably farmers’ profits, while in other cases certain costs are allowed
which should not be allowed on the economic definition. (The latter concerns
mainly life insurance companies.)

(iv) Direct taxes paid should not be deducted from income when assessing
income, but X.D.C. {though it should be regarded as a direct tax) was deducted.

{vi Although profits (posttive incomes) are assessed, no deduction is made for
losses (negative incotmes) in the year they are made. An aliowance is made in the:
following years when past losses can be set apainst current profits,

(v} Income-tax law ignores changes in the money value of capital (except in
the case of professional dealers) and the treatment of investment in fixed capital
is also largely satisfactory. Though depreciation allowances are at original cost,
this is corrected for replacement cost by the operation of absolescence allowances,
and rherefore the tesults are satisfactory unless rapid changes in prices are asso-
ciated with the non-replacement of assets. But the valuation of investment in
working capital and stocks is entirely unsatisfactory since the change in the value
rather than the value of the change in stocks is taken into account.

! Colin Clark (op. cit., p. 191) argues, for instance, that the rich dissave from
the social but not from the private point of view, that is, the savings of the rich
are positive if capital appreciation is taken into aceount but not otherwise. Thus
the incomes of the richer classes are much greater if capital appreciation is included
n saving than if it 18 excluded, and consequently a given system of taxation appears
to be more progressive in the latter than in the former case.
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iii, IGRESSION ON ‘NEUTRAL FINANQE’

A state in which incomes are redistributed can be regarded as a
deviation from a state in which the distribution. of incomes is left un-
altered by the government. Such a state is not one in which no govern-
ment exists but one with a system of neutral ﬁnaaceI;_‘(l‘ﬁEﬁT?ﬁstem
J’g‘gg__‘ﬁﬁnﬁnd:pubjiq expenditure is one which translates into effect
the voluntary judgments and preferences of the citizens, whatever
they may be."] The neutral system is one from which all deviations
can be measurg@ All items of government revenue and expenditure
can be resolved into two elements, a neutral and a differential
tAbsence of neutrality implies that some are compelled to pay dif-

erent sums in taxation, or to pay in different ways, or to contribute

0 State expenditure on different purposes, from those they would
voluntarily choose.’?

For each given pattern of public expenditure we can find 2 gystem
%@E@mgf Similarly to any given system of taxation we can

nd a neutral pattern of public expendityre. It is obvious that the
possible number of systems of neutral finance is infinite, since there
is one corresponding to every single pattern of expenditure or taxa-
tion. Of these combinations of expenditure-revenue patterns at least
one will satisfy the criteria of an optimum system as developed by
Einaudi's theory and defined by Dr. Benham. ﬁfhe differential ele<
‘ment, according to Dr. Benham, should be measured from that parti-
cular system of neutral finance which is the optimal. There is of
course no reason to assume that the actual system corresponds to the
optimum,;

: Dr. Benham’s optimal neutral system of financg is 3 concept 100
abstract.to serve usefully as the basis of statistical measurement; this
¢oncept_of neutral finance will therefore be rejected on_practical
grounds. ! Instead, another system of neutral Fnance will be chosen,
out of an infinite possible number_of such systems, and we shall
choose that particular system of neutral finance which corresponds
to the nature and scale of the actual system of public finance.

The nature and scale of the system of public finance in the circum-
stances of 1937 was determined rather by the pattern of public ex-
Ecnauure than by the pattern of revenue. Public expenditure was
regarded as given and taxation was adapted to finance that expendi-
ture. We shall therefore choose that particular system of taxation

T ¥. C. Benham, ‘Notes on the Pure 'Theory of Public Finance’, Ecoromica,
1934, P- 436 ¢t seq.
? Ibid,, p. 451.
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which is neutral to the actual public expenditure in 1937 and measure
all deviations from that system.

Each tax or expenditure has an announcement and/or a distribu-
tional_effect. " The differential element consists of the sum of the
‘announcement and distributional effects. .

The announcement effect of a tax has heen defined by Pigou:!

‘In respect of any taxpayer, the damage that results from addressing to
him any given tax formula may be defined as the excess of the satisfaction
which he would have enjoyed had no tax been imposed on him over the
satisfaction which he would enjov if this tax formula were addressed to
him and 3f a sum equal to what is taken from him under it were paid back
to him in a lump.’

Pigou’s definition can be easily applied to government expenditure
as well as taxes. In respect of any beneficiary of government expendi-
ture, the gain that results from addressing to him any given expendi-
ture formula (that is, of the government spending a given sum on his
behalf) may be defined as the excess of the satisfaction he would enjoy
if this expenditure formula were addressed to him, and if a sum equal
to what the service costs (as far as he goes) is taken from him in a
lump, over the satisfaction which he would have enjoyed had he
benefited by no public expenditure and paid nothing. We can assume
‘that{the announcement effect of public expenditure is always opposite
'to_the announcement efect of taxation Jexcept 1n the Imiting case
when they are nil).2

This inquiry is concerned with distributional effects only and
ignores the announcement effects of both taxation and public expendi-
ture. For instance, if a man pays {1 in tobacco duty this is regarded
as being equivalent (from our point of view) to £1 paid in income tax.
Similarly, if a schoolchild receives meals costing £1 this is regarded
as the equivalent of £1 received in cash.

“Government expenditure, as we shall see below,. confers both
divisible benefits which are clearly allocatable to individuals (in-
cluding transfers and subsidies) and indivisible benefits. The neutral
taxation to pay for allocatable benefits is, on the basis of what was
said above, clearly defined} but it must in a number of cases remain
hypothetical. If 2 man receives, for instance, medical treatment free
of charge, the cost of which was £2, the neutral tax payment would

v A Studv in Public Finance, p. 97.

2 This is so even in the case of expenditure conferring divisible benefits because
certain types of services would not be provided by private enterprise at all, while

other services can be more efficiently provided by the government than by private
enterprise,
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clearly be £2. But it would be impossible for him to pay this sum
unless he had the money. He must of course have more than that
sum in order to pay willingly. Thusallocatable benefits are neces-
sarily redistributive and in the ease of non-redistributive finance may
not be provided at all.|} T

Neutral taxation to pay for indivisible benefits, on the other hand,
can always be related to ipcome.[ The monetary equivalent of the
benehits an individual derives from communal expenditure, such as
defence services, can be regarded as a function of income and is pro-
bably a progressive proportion_of income. ] The problem of neutral
taxation to pay for communal expenditure of this kind is discussed
in Ch. XVI, §iv.

iv. [DIGRESSION ON THE INCIDENCE OF TAXATION AND PUBLIC
EXPENDITURE

In the preceding section taxation and public expenditure were dis-
cussed as they affect particular individuals without sayving who those
individuals were.l Ultimately all taxes are paid out of income and all
public expenditure increases income, thus the incidence of particular;
taxes or expenditures falls on the income of particular individuals, "

Two kinds of taxes are distinguished, direct and indirect taxes.
Direct taxes are paid out of the income of the taxpayer and there the'
matter ends; their incidence is on the nominal taxpayer.. Indirect’
taxes, on the other hand, are paid in the first instance usually by pro-
ducers who shift these taxes to their consumers by charging prices
higher than would otherwise be charged; the incidence of indirect;
taxes is therefore on the consumer, ultimately on the consumer of!
finished commodities.

The incidence of taxation was one of the main concerns of classical
economics, indeed it was the mainspring of many of its more general
theories. The question of incidence has still no generally accepted|
solution supported by empirical evidence, and it is admitted that the
above statements are ultimately only assumptions which at best are
only valid as first approximations; yet their general validity can be
proved by indirect reasoning.

That the incidence of what are commonly called ‘indirect taxes is
on the consumer is generally accepted. There is evidence that the
prices of the taxed commodities move with changes in the rates of tax.

Vhe incidence of these taxes is on the consumer if supply is elastic
relatively to demand, and this was the case of almost all taxed
commodities.
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Certain doubts are entertained as regards theincidence of local
rates, which theoretically may fall on the owner or occupier of the
house, on the builder, or others. i But all these doubts are theoretical,
and it is accepted that in the particular circumstances of Britain in
1937 the incidence of rates was generallv on the occupier, that is, on
the consumer.’ .

The incidence of indirect taxes falling on producers’ goods is not so
clear cut and its theory has not been worked out so {fully, possibly
because these are a newer form of tax. 'I'’he problems connected with
their incidence are fully discussed in Ch. XIV, and the conclusion
reached confirms the above general assumption.

Doubts are raised, however, about the incidence of what are
jcommonly called direct taxes, among which income tax-#s the most
important. Two distinct schools of thought can be distinguished
which deny the theory, accepted by classical economists and
generally accepted by Parliament (as reflected in the intentions of
the legislature), that the incidence of direct taxes is on the immediate
taxpayer.

»The first school of thought believes that direct taxes, notably the
income tax, are shifted by producers in the same way as taxes on
_commodities and their incidence is on the consumer(" "The second
“school of thought is entirely different, for it simply maintains that the
‘incidence of taxation cannot be determined, not even in general
ferms, and that thege is no posmblllty of evolvmg 2 technique to
f:mswer the qut:stlomii In their opinion an inquiry, such as the present
one, must remain useless{t/

As against both these schools of thought certain arguments can be
brought up, apart from theoretical arguments,® to prove that the
incidence of direct taxes is on the taxpayer.

First, the distribution of personal incomes in this country has re-.
mained roughly the same for long periods and is also fundamentally
the same in other capitalist countries, though the system of taxation
is very different in each place and at each time. These distributions
refer to gross income, that is, income before the payment of direct

1 Cf. p. 141, below,
= 2 This is the so-called ‘business men’s theory” expounded to the Colwyn Com-
mittee. But it is doubtful whether business men in fact behave in the manner
they say they would under hypothetical circumstances.
3 An example can be found in G. L. Schwartz, “The Significance of Fiscal
Statistics', Yournal of the Royal Statistical Society, 1942, p. 92.
* Cf. evidence by Professor Cannan given to the Colwyn Committee.
j-" For the theoretical arguments cf. D. Black, The Incidence of Income Taxes.
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taxes; thus it seems thatEhangcs in direct taxation do not affect the,
distribution of gross income but only the distribution of net income
{income after the payment of direct taxes), which would indicate that
the incidence is on the taxpayer.

''Secondl.the share of wages In the national income is a fairly con-
stant proportion through time though rates of taxation change; which
implies that a change in direct taxation does not affect the division of
the national income (before payment of taxation) between wages and
profits, and therefore direct taxes fall on wage-earners and capitalists
according as they pay these taxeg

Third, the long-term rate of interest is stable over long periods of
time and this rate of interest is the gross market rate and not the rate
net of tax; if income tax were shifted by business men, a rise in
income tax would raise the market rate of interest

The general assumptions relating to the incidence of taxation are
also applicable to the incidence of public expenditure. As demon-
strated in Ch. II, transfer expenditure is the counterpart of direct
taxes and subsidies that of indirect taxes. Therefore the theories
applicable to the incidence of direct and indirect taxes will be applied
to the incidence of transfer expenditure and subsidies, respectively.
The incidence of government expenditure on goods and services is
discussed in Ch. XVI.

v. QUTPUT AND FACTORS OF PRODUCTION

It was suggested in § iii that a certain initial distribution of incomes
as between income recipients can be postulated which is altered by the.
intervention of the government. The net national income consists of
rent, profits, interest, salaries, and wages; the net national expenditure
consists of expenditure by private individuals or bodies on consump-
tion or.saving, and expenditure by the government on consumption or
saving (where each item should be measured at factor cost); and net
national income is equal to net national expenditure (and both are
equal to the net national output).

. The central idea, in the conception of the redistribution of incomes, is
thal The enfire national output is allocatable to factors of production, the
eilire_national income accries Yo tiditiduals, and the entire national
expenditure benefits individuals) o

All'production 1s carried out with the aid of factors of production,
that is land, labour, and capital, and the national output is the value
of this preduction. The value produced can be attributed to the
factors of production engagegl in producing it and, since all scarce
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factors of production are subject to ownership of some kind, to the
owners of factors of production.

Factors of production are owned individually or collectively; col-
lective ownership may be profit-seeking or not. The ownership of
factors of praduction, and hence the accrual of income, is clear in the
case of individual or collective profit-seeking ownership. In the latter
case the ownership is determinate because all profits are distributed
between the group of individuals who are the collective owners ac-
cording to a fixed formula and the right to a share in profits has a
definite capital value. But this is not so in the case of non-profit-
making bodies. The government, in its aspect as the recipient of
income from property and trading (but not taxation}, can be regarded |
as an extreme case of a non-profit-making body.

Non-profit-making bodies are owned in the sense that they are
controlled. According to the democratic method of control owner-
ship is equally divided between members. But the income of any
member cannot have a determinate capital value because the
number of members can be, in most cases, increased or diminished
without compensating payments. The crucial criterion 1s that on
leaving 2 non-profit-making body no compensation is paid for the
loss of benefit; this is so because rights to benefit are not trans-
ferable.

Two types of non-profit-making bodies will be distinguished,
societies and public charities. To the first category belong Industrial
and Provident and Friendly Societies (including Trade Unions and
Co-operative Socictics), and clubs. In the case of societies benefits
accrue almost exclusively to members, and therefore it may be assumed
that the income of societies should be equally allocated among
members. In the second category of non-profit-making bodies are
charities to help the poor, hospitals, schools and colleges, and reli-
gious bodies {which may be called public charities). The government,
from the point of view of this analysis, might be added to this category,
and the income of the government from property and trading, to-
gether with the investment income of public charities, will be called
public income.

The income allocatable to an individual on account of ownership:
of factors of production will be called producers’ income. Net national
income is equal to the sum of producers’ incomes. Producers’ income
may be either ne? or nominal, according as it excludes or includes
transfer incomes. The sum of nominal producers’ income is the
nominal national income (that is, net national income plus transfers).
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[t may be noted that it is always easier to ascertain an individual’s
nominal preducers’ income than his net producers’ income.

‘The bulk of the national income consists of persenal incomes the
allocation of which is clear cut. All personal incomes are actually
received, except accrued interest on savings certificates.” Income re
ceived may be called actlj;l producers’ income or, if it includes trans-
fe,rs,"'namz'nal actual producers’ income.

The accrual of corporate surplus (business savings before payment
of taxes, including N.D.C.) is similarly clear cut. Such income is;
allocatable to holders of ordinary shares in proportion Meri
of shares and is called imputed producers’ income.>

Similar considerations apply to income on the invested funds of life
insurance companies (ordinary and industrial) which accrue to policy
holders {(and not the shareholders of the companies) in a determinate
manner. This income will also be included in imputed producers’
income. The income of non-profit-making bodies, as far as it is the
imcome of societies, will be allocated to their members and is also
included in imputed income.

This same procedure, however, could not be applied to public
income without making an additional assumption, which can be made
on several alternative lines, as to how it should be attributed. We
shall call the share in public income attributed to an individual his
attributed producers’ income; and we shall therefore distinguish
between unadpusted producers’ income (consisting of nominal actual and
imputed producers’ income) and producers’ income proper which is
the sum of actual, imputed, and attributed producers’ income.

vi. EXPENDITURE AND CONSUMERS

[-Ba:oducers’ income is an individual’s share in the national income
which accrues to him in his capacity as the owner of factors of pro-
duction. Similarly, the individual has a share in the national expendi-1
ture, tn his capacity as a consumer, which can be called consumers’
income. The difference between the producers” and consumers’ in-
come of an individual is defined as the net redistribution of z'm:omel

! Interest on savings certificates, however, can be regarded as if actually received,
Income in kind is of course included,

_" It is sometimes argued that the proportion of eatnings of a company not
distributed to shareholders is determined by the directors without reference to the
shareholders’ wishes, and a greater proportion is reinvested in the company than
Sl_lareholders would wish, and therefore undistributed profits are not equivalent to
distributed profits of the same amount from the shareholders’ point of view. This
argument, however, could only be valid if it could be shown that undistributed
profits are not réflected in increased share values.

4839 c
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concerning that individual. Such redistribution 1s brought about in
two ways; either compulsorily, through the activities of the govern-
ment; or voluntarily, through gifts, life insurance, or betting.

~ 'The activities of the government affect an individual in two ways:
they reduce his income by taxation and increase his income by the
benefits conferred upon him through government expenditure.
‘These benefits in turn are of two kinds: (a) divisible benefits where
the beneficiaries of the government expenditure can be clearly and
unambiguously defined, and (b} indivisible benefits where the alloca-
tion among the different members of the community can only proceed
on the basis of an arbitrarily chosen assumption} In the course of this
inquiry we shall attempt to allocate indivisible as well as divisible
benefits; but since the degree of conjecture 1s different in the two
cases, it is important to keep them separate.

Hence, in an analogous manner to the distinction made above as
regards the different kinds of producers’ income, we shall distinguish
between 'three kinds of consumers’ income., An individual’s con-
sumers’ income will be defined as the sum of actual consumers’ income,
imputed consumers’ income, and aftributed consumers’ income. Actual
consumers’ income is defined as nominal actual producers’ income, as
above defined, less taxation and voluntary transfers. Imputed con-
sumers’ income is defined as (a) imputed producers’ income, as above
defined, less taxation and voluntary transfers plus (b) the value of
divisible benefits (other than transfers) conferred upon hiin by the
government or voluntarily. Attributed consumers’ income consists of
the value (as measured by money cost} of the appropriate share of
indivisible benefits conferred on an individual by the government, as
calculated on the basis of assumptions specified in Ch. XV],

We shall define, in an analogous manner to the above definitions,

unadjustea' consumers’ income as the sum of actual and imputed con-
sumers’ income and consumers’ income proper gs the sum of actual,
imputed, and attributed consumers' income,
CK individual's consumers’ tricome will exceed or fal} short of his
producers’ income accordmg as the net redistribution of income con-
cerning that individual is positive or negatne 'The sum of these
individual differences must add up to nil, since the total of consumers’
incomes must equal the total of producers’ incomes (and both totals
equal the national mcome)

This means that in terms of money the net redistribution of!
income must be nil; this does not imply that in terms of satisfaction
net redistribution is also nil, since total welfare will be affected by it¢
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it can be presumed to have increased when as a result of redistribution
the distribution of consumers’ income is more equals
The above definitions may be summarized in the following way:

Net national income = Producers’ incomes = actual producers’
incomesimputed producers’ incomes+attributed producers’
mcomes = unadjusted producers’ incomes+-public income.

Nominal net national income = Net national income-+transfers =
nominal actual producers’ incomes—imputed incomesattri-
buted incomes.

Net national expenditure — Consumers’ incomes = actual con-
sumers’ incomes-imputed consumers’ incomes--attributed
consumers’ incomes = unadjusted consumers’ incomesin-
divisible benefits.”

vii. THE DIFFERENT METHODS OF REDISTRIBUTION

-

~Redistribggjon of incomes through public finance is but one of the
MMD}_NO doubt the (quantitatively) most impor-
ant kind of redistribution is carried out by means of the familz\, that
1s, by the _sil_a_::iﬂg_gﬁncomes within the family, since all members of
the family are consumers but not all are producers. This particular
type of redistribution, which is not interesting from an analytical
point of view, will be excluded from consideration altogether by
taking the economic family and not the individual as our unit.

We are especially interested in thei redistribution of incomes be-
twegn groups of families. { The grouping of families can be according®
to & number of criteria, such as types of income, size of income,
indgstry, occupation, district, or even refigion; but since mobility,
hetween industries, occupations, districts, and religions is compara-
tively free (at any rate in the long run), we are more interested inj
redistribution of incomes between groups classified according to
slandard of Troimg.” The latter type of redistribution is callecfigg{f_z_f_ﬂ”
redistribution and the former, such as redistribution between families
of different size, horizontal.> Vertical redistribution has an unambi-
guous meaning—redistribution from the rich to the poor—whilst
horizontal redistribution can be defined in a number of ways

The redistributional effect of any tax or expenditure can be split

'§mﬁard of living is a better index of welfare than income, for it eliminates
differeneay due to the size of the family or price differences (e.g. in rent) between
districts}

* The ical distribution of incomes is determir®d by more permanent factors,
such as the distribution of ability, property, social forces, and opportunity.
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into vertical and horizontal effects} of the two we are here interested in
the vertical effect only. TThe distribution between capital and labour
incomes can be regarded as a function of the vertical redistribution,
since the distribution of the national income between capital and
labour is one of the primary factors determining the vertical distri-
bution of income, :

Redistributi be either private or public. Private redistribu-
tion, which 1s voluntary, can be direct—by means of gifts or inheri-
tance—or indirect—by means of life mnsurance or Dbetting.' ' We
shall ignore private redistribution because the wertical redistribution
brought about privately is quantitatively negligible as compared with
the vertical redistribution brought about by public finance. No doubt

but there is no reason to assume that redistribution through life
insurance or betting is correlated with income.?

Private and public redistribution are also distinguished because
the former is voluntary, the latter compulsor}J The kind of services
provided by means of private or public transfers need not be different.
Hospitals, for instance, are provided by both means.3

(Most activities of the government, as expressed in Acts of Parlia-
ment and other laws, have some effect on the distribution of incomes,
even though they do not result in public expenditure. This is particu-
larly the case of economic legislation, such as the Factory Acts and
minimum wage legislation. This kind of redistribution differs from
that brought about by public finance in that it does not give rise to
financial transactions, that is, to transactions recorded in the Govern-
ment Accounts.

In the present inquiry we shall restrict ourselves to redistribution
through public finance thus defined, that is, to those activities of the
government whose financial aspect is recorded in the government
accounts; but we shall interpret government accounts in a broad
sense and include certain items which though not recorded are
‘recordable’, as, for instance, the cost of workmen’s compensation.

The nature of the problem makes this restriction on our inquiry,

' From persons whose length of life is above expectation to those whose length
of life is below expectation (in the case of life insurance), and from losers to winners
{in the case of hetting),

* This follows from the principles of insurance and betting.

? Tt is also obvious that public transfers should be taken net, after allowing for
the reduction in private transfers which might be caused either by the provision
of public services of the nature of substitutes or by taxing away the means from
which private transfers were provided.
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to E%E&IE@S_MW which are compu]__r_'y rather than
volum¥ary and which are effected through public finance rather than
economic lcglslan@ inevitable, But it must be emphasized that the
lines of demarcation between voluntary and compulsory transfers
and those effected by public finance and other government activities
are sometimes arbitrary, ’

Thus a duty on dried fruits comes within the scope of our investi-
gation since it is a tax—a compulsory payment—ryet it can be easily
avoided by not consuming dried fruit; while the expenditure on top-
hats (which may be looked upon as a kind of tax on certain occupations
in so far as in the pursuit of these occupations the wearing of a top-
hat is compulsory) does not. A clearer case is perhaps the comparison
of trade-union subscriptions with social insurance contributions.
The latter comes within our scope being a compulsery payment im-
posed by the government; the former does not although in certain
trades it is just as necessary to belong to a trade union as to be insured.

Similarly{the distinction between government actions secured
through public finance and those secured through economic legisla-
tion sometimes gives arbitrary resulty For instance, Elizabethan law
made the consumption of fish compulsory on certain days of the
week, which is a type of Act outside our scope; yet it is clear that the
same kind of effect might have been brought about by a subsidy on
fish paid for by taxation.

In the circumstances of 1937 most of the difficulties of demarcation
were due to various restrictions on imports. Some of these restric-
tions, such as import quotas or import prohibitions, may have no
financial effect at all; in others (brought about by tariffs) the redis-
tributional effect may be much greater than recorded in the govern-
ment accounts because of the price increase of home-produced goods.
These effects, however, for lack of data and previous inquiries, will
be ignored (except in the case of sugar where the effect of the tax on
price and distribution is measurable and unambiguous). Similar
considerations apply to imperial preference where the tax burden on
the home consumer is obviously greater than the amount received by
the Exchequer, the difference being a hidden subsidy to producers
in the Empire,

viil. THE PROCESS OF REDISTRIBUTION

3 .
Let us ‘ignore all differences between producers’ and consumers’
inco due to causes other than the financial actions of the govern-
ment, \The difference between producers’ and consumers’ incomes
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then arises in the following way: {a) producers’ income is augmented
by transfer payments (unemployment benefits, pensions, &c.}; (b} it
is reduced by the government taking 2 share through government in-
come and direct taxes; (c) it is further reduced through the govern-
ment taking a share in the form of indirect taxes (which are net, that is,
subsidies are set against them) which change market prices relatively
to what they would be otherwise (that is, change prices from factor
cost); and (d) it is augmented by the divisible and indivisible benefits
of government expenditure on goods and services and government
saving. Incomes after adding transfers are called nominal producers’
tncomes;, after deducting attributed income (share in public income)
and direct taxes available incomes, that is, incomes available for con-
sumption and saving, both valued at market prices; after deducting
indirect taxes and subsidies, private consumers’ imcome, that is, con-
sumption and saving, both valued at factor cost; which is augmented
by divisible benefits to unadjusted consumers' income and by indivisible
benefits to consumers’ income,.
This process can be summarized in the following way:

Nominal producers’ income — producers’ income-|transfers =
nominal unadjusted producers’ income-<-attributed income,

Available income == nominal producers’ income—attributed in-
come—direct taxes = nominal unadjusted producers’ income—

+ direct taxes = consumption (at market prices)+saving (at
market prices).

Private consumers’ income = available income—indirect taxes+
subsidies — consumption (at factor cost)+saving (at factor
cost).

Unadjusted consumers’ income = private consumers’ income--
imputed public expenditure = actual consumers' income-
imputed consumers’ income.’

Consumers’ income = unadjusted consumers’ income-attributed
consumers’ income = praducers’ income -+ transfers — attributed
producers’ income-—direct taxes—indirect taxessubsidies{-
imputable public expenditure+attributed consumers’ income.

{ The sum of public income, direct and indirect taxes is equal to the
sum of transfers, subsidies, divisible and indivisible benefits, and
government saving; hence the sum of producers’ incomes is equal to
the sum of consumers’ incomed.

The redistribution of incomes is to be measured:

! Imputed consumers’ income cantains both private and public expenditure.
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Transfers—attributed income—direct taxes—indirect taxes-sub-
sidies—+imputable public expenditure+attributed consumers’
income = consumers’ income-—producers’ income = unad-
justed consumers’ income--unadjusted producers’ income+-
attributed consumers’ income—attributed producers’ income.

The arbitrary elements appear in attributed producers’ and con-
sumers’ incomes only, but not in unadjusted producers’ or consumers’
incomes; hence the difference between unadjusted consumers’ income
and unadjusted producers’ income can be called partial redistribution,
the amount of which is not influenced by arbitrary assumptions. The
sum of partial redistribution, however (unlike that of full redistribu-
tion}, will not be nil but equal to public income less expenditure con-
ferring indivisible benefits.

- The distribution of producers’ income will also be cailed the initial
distribution of tncome and the distribution of consumers’ income the
final distribution of income. The government changes the distribution
of income in two different ways: partly by causing a ditference be-
tween the distribution of initial and final income, partly by influencing
the initial distribution itself. The influence on the initial distribution
can be direct, caused by a change-over from private to government
expenditure, or indirect, caused by the fong-run reaction of the final
distribution on the initial distribution’T}

The purpose of the present inquiry is to discover the difference
between the initial and final distributions of income as above defined.
The crucial analytical problem which emerges 1s that of the definition
of the initial distribution of itcome against which the redistribution
1s measured.] Since the initial distribution of income in a society can-
not be regarded as given independently of the activities of the govern-
ment-—it is obvious that by assuming away the activities of the
government we would assume away the whole existence of our
society—-we must find a definition for the ‘initial’ distribution which
takes the existence of the government and the scale and nature of its
activities as already given. The definition chosen for our purposes is
that which would emerge if the system of finance were neutral;, that
18, if the initial and final distributions were identical, This means
thatiwe define the initial distribution of income as the distribution
which would exist if public expenditure on goods and services were
the same as in the actual case but if the taxation to finance that ex-
penditure were such as to make consumers’ income equal to producers’
income for each unit’} Jrﬂ[

Cf, next section.
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Let us suppose that the government distributes free milk for babies
but taxes away its cost by a corresponding amount of duty on tobacco,
in such a way that tax and benefit fall on the same income classes. Pro-
ducers of milk will gain and producers of tobacco will lose; in so far
as factors of production are specific to the various industries or, even
if not specific, the proportion of labour and capital are not the same in
the two cases, the initial distribution of income will always be altered.
This effect of the activities of the government is analogous to the effect
on the distribution of income of a new invention or a change in con-
sumers’ taste and will be ignored here. We shall arbitrarily choose the
initial distribution which corresponds to the actual public expenditure.

A further complication arises from the fact that the initial distribu-
tion of income is influenced not only by the activities of the govern-
ment {as expressed by its expenditure), but also by the system of
taxation. If the actual system of finance is not neutral this may have
some effect on the initial distribution owing to the fact that instead of
one particular set of individuals another set spends a given amount of
money and the objects of expenditure may not be the same in the two
cases. This latter type of difference may or may not be important
according as we deal with the problem of horizontal or vertical re-
distribution; the distribution of incomes between industries might be
affected, but the distribution between income classes may remain
virtually unaffected in so far as the vertical distribution of incomes in
different industries is not very different. Since we deal with the
vertical redistribution of incomes only, this particular problem may
be neglected and we shall define the initial distribution as the actual
initial distribution of income.

1x. SHORT- AND LONG-TERM EFFECTS OF REDISTRIBUTION

E—T he problem of redistribution is essentially one in comparative
statics, where total income remains unchanged; that is, we are not
concerned with the effects of government finance on employment,
though it is recognized that finance, especially redistributive finance,
does influence employment.

But even neglecting dynamic effects, the short- and long-term
effects of redistributive finance must be distinguished. Given the
system of taxation and expenditure, the measurement of redistribution
is also affected by the period of observation/ "This inquiry is concerned
with 1937 only. In that year contributions to unemployment insur-
ance exceeded benefits paid out, hence a redistribution from the in-
sured classes to others was recorded; but in other years the opposite
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results might be obtained. Alsol if a single year is considered, there
1s redistribution from persons of working age to those below and above
working age, mostly in the form of expenditure on education and old-
age pensions. “Most of this redistribution cancels out if a person’s
whole life is considered-.! 1 These points must be borne in mind when
interpreting the results.)

Inthe above examplesrﬁnemployment benefit and old-age pensions,
in so far as they were financed by social insurance and not state sub-'
sidy, concern the short-term redistribution of incomes only and are
unlikely to have any effects on the long-run distribution of incomes,
Other kinds of taxes or expenditures by redistributing incomes leave,
after a time, a permanent mark on the initial distribution of income.
The type of tax in this category is one which tends to equalize the
distribution of capital and the type of expenditure one which tends
to equalize educational and other opportunities

Death dutiestif they were in existence for a sufficiently long time
and if avoidance by gifts inter vivos were prevented, would be the best
example of such tax. They would mitigate not only the inequality of
income from capital but also, as a consequence of this, the inequality
of labour incomes. ‘Income tax and surtax are perhaps more effective
in this direction in so far as they are paid out of capital and not
income.

Expenditure on education is of course the best influence on the
distribution of incomes in the long run; so are also free health services
and subsidies; on food and housing. Social transfer expenditure
causes mostly horizontal redistribution except in so far as it is sub-
sidized by the Exchequer; but even then the Exchequer subsidy must
be renewed year after year because it has no permanent effect on the
initial distribution of income.
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THE GOVERNMENT ACCOUNTS

i. THE NATURE AND SIGNIFICANCE OF GOVERNMENT FINANCE

Ix this chapter the financial aspect of the government will be surveyed
and analysed.” In theory the government can be regarded as a firm
or as a fictitious entity, not different from the collection of individuals
it represents. But neither of these simplified assumptions will properly
describe the comple\m, and uniqueness of the government’s function.

The economic activity of the government consists of two distinct
categories. In certain respects the government behaves as a private
firm; it produces certain services and sells them to the public on a
business basis. Thus the government produces gas and electricity,
provides tram and bus services, or runs botanic gardens. Other
activities of the government are unique, not because they produce
services different from those privately produced, but because these
services are not sold in the market. For instance, education is both
privately and publicly provided, but the government does not charge
for it according to the market principle; on the other hand, the Post
Office is a unique service but is run as a business concern.

The difference between market sale and other forms of payment is
twofold. In the first place, a price or fee is paid as against no specific
payment. In the case of a price or fee there is a quid pro guo basis,
absent in the case of taxation. Payment is dependent on services
rendered, while taxation is compulsory and no specific services are
rendered for specific taxes, though it is true to say that taxes as a
whole pay for services as a whole. On the expenditure side the same
distinction can be found between ordinary goods and services and
grants.*

Secondly,'there must be no discrimination in the sale of services
by the government as a business; for the same service each should
pay the same price and for the same payment each should obtain the
same service.

Inits capaciw as a firm the government makes profits which should
be included in the natignal income.” But certain cases where the
government has monopolistic position (e.g. the Post Office) and uses

! By government js meant the central government, the various extra-budgetary
funds, and the local government authorities.
* H. Dalton, Principles of Public Finance (gth ed.), ch. xvii.
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this position to extract from the public payments in excess of the cost
of production (including interest on capital} must be distinguished.
The monopoly surplus is best regarded - 334 Lax. The ownership of
property by the government also yields income which should be
treated as the income from property of an individual or firm, Simi-
larly, the government may have a debt, in which cage interest on it
should be treated as negative income.

In the other category of government activity there is no connexion
between particular items of ‘income’ and ‘outgo’. The government
acts as a collection of individuals but with powers of compulsion not
possessed by other associations.” Also, for the same reason, the
government (unlike private individuals or firms) may borrow inter-
nally unlimited amounts without having corresponding assets.?

"Incg;_,n_g_,_a.nd ‘outgo’.in the government sector have not the same
meaning that they have in the private sector of the economy,i The
economic definition of income is applicable only to the income which
the government obtains as a firm, that is, profits, interest, and rent
obtained from trading or the ownership of property. This income is
called the real income of the government. In addition the government,
by its nature as government, is able to raise money by faxation with-
out, at the same time, correspondingly increasing its liabilities. - The
‘income’ of the government consists of its real income and taxation
and is called revenue.

When separating the activities of the government as a firm and as
government, all capital transactions were included in its activities as
a firm, If the government spends on capital account there is a corre-
sponding increase among its assets; or if it has capital receipts there is
an increase among its liabilities. Therefore ‘outgo’ must be restricted
to expenditure on income account and will be called government ex-
penditure. The difference between reverue and expenditure constitutes
saving by the government, that is, the value of the increase of assets
owned by the government. Positive saving is usually called surplus,
negative saving deﬁcxttj‘

¥The économic significance of the government is tested not by the
proponf(TlTBF" real government income t6 the national income but by
the proportion of revenue to national income, of of government
expenditure to national expendlture 1

' This uniqueness is really a matter of degree for dissatisfaction, even with
taxatmn mught cause emigration, Butr while a voluntary association can be left
without joining another, the State cannot.

? Tuis always possible to raise enough by taxation to pay interest, and repayment
can always be effected by a capital levy. 3 See p. 62, below,
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ii. THE ITEMS OF THE GOVERNMENT ACCOUNTS

In the abstract sense the government is unable to consume because,
bemg impersonal, it cannot have satisfaction from consumption. The
term ‘consumption by the government’ must always refer to a collec-
tion of individuals having collective wants which can be satisfied by
the government. “Consum;L'on involves the using up of resources and
factors of _Brodu_cicgu All expenditure by the government involves
ultlmately the using up of resources and factors of production, but
the using up can be either direct or indirect. If the government keeps
officials, trains soldiers, builds battleships, or pays sums to other
governments, a direct using up of resources is involved. These re-
sources ate the services of officials, soldiers, workers in shipyards,
and materials used, and goods or gold sent abroad. On the other
hand, the government pays unemployment benefits, old-age and war
pensions, in which case it transfers the right to consume to others
who, in their turn, use up resources; in this sense the government
consumes indirectly. The part of government expenditure which
involves a direct using up of resources is called real government
expenditure or or government carzsumpzian, the other part which involves

Ao L

an indirect using up of resources is called transfer expenditure. Ulti-
mately money spent on transfer expenditure, if not paid back to the
go&emment in taxiﬁﬁ‘ﬁ 15 c1fher sRent on consumptlon'_ai‘fsav‘a“

The division of government expenditure into real ~and _t&allsfer
expenditure is the counterpart of the division of revenue into real
income and taxation. For the real income of the government is the
direct product of factors of production owned by the government,
while taxation is an indirect product which accrues directly to factors
of production privately owned and is transferred to the government,

In the economic sense the income and consumption of the govern-
ment are equivalent to its real income and real expendﬁure In the
particular sense, appllcable to the government only, ‘income’ is called
revenue and ‘outgo’ is called government expenditure, The former
consists of real income and transfer income (that is, taxes), the latter
consists of real expenditure and transfer expenditure.

Ultimately all taxes are paid out of income and all transfers accrue
to income. But in the technical sense direct and indirect transfers
must be distinguished. Direct transfer involves a transfer of pure
chasing power directly by handmg over part of income. Indirect
transfer has the same effect in that individuals pay for certain com-
modities and services 2 price different from the factor cost of produc-
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tion. One can therefore distinguish direct and indirect taxes, and

direct and indirect transfer expenditure. Direct taxes (for 1nstéﬁ_éE,
income tax) involve a direct transfer of purchasing power to the
government and a direct diminution in the income of the taxpayer.
Direct transfers (for instance, unemployment benefit) involve a direct
transfer of purchasing power by the government to the beneficiary
and a direct increase in the income of the beneficiary. Indirect taxes
diminish the income of the taxpayer by raising the prices of certain
commodities and services, the government receiving the difference
between market price and factor cost. Indirect transfers increase the
income of the beneficiaries by lowering the prices of certain commo-
dities and services, the government paying the difference between
factor cost and market price. It is usual to call indirect transfers
subsidies or price-subsidies.

Direct taxes can be divided into income and capital taxes, as the
tax is paid in the first instance on income or on capital. Similarly,
direct transfers can be divided into transfers to income and to capital,
as they accrue in the first instance to income or to capital.

Indirect taxes can be divided into indirect taxes specifically on
consumption and indirect taxes on production in general. The first
category is levied on, or can be traced to, certain specific consumption
goods and bears a definite relation to the quantity or value of such
goods, while the latter category cannot be traced to final goods and
services in a determinate way and enters into the prices of a great
number of commodities and services. A similar subdivision of sub-
sidies is also possible.’

The government accounts can therefore be set up in the following
wayw It is essential that items on the expenditure side should be

“valued at factor cost.!

Government Accounts

t. Direct taxes on income 10. Direct transfers to income *
2. Direct taxes on capital 11. Direct transfers to capital-
v 3. Direct taxes (142) 12. Direct transfers (10-+11)
4. Specific indirect taxes 13. Specific subsidies
5. General indirect taxes 14. General subsidies
v 6. Indirect taxes (41 5) 15. Subsidies (13+14)
7. Taxes (316) 16, Transfer expenditure {12+ 15)}—
8. Real income 17. Real expenditure
18, Expenditure (161 17}
9. Revenue (71 8) 19. Saving

20, Revenue (18419 = q)

" Not only real expenditure and saving but also transfers must be valued at
factor cost. If the significance of the government in the economic system is
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"Such accounts are usually called Consolidated Government Ac-
counts, the term lmplymg that the government is r_garded asa MIC
economic unit.In practice it means that when the accounts of various
government departments and agencies are summed up, transactions
between different departments (such as, Exchequer grants to local
authorities) should be cancelled. It follows that direct transfers should
be net of direct taxes and all iterns on the expenditure side should be
valued at factor cost.

In addition a Capital Account of the governmept can also be con-
structed, recording receipts and expenditure on account of capital
assets and including a balance-sheet of capital assets at the beginning
and end of the year. The difference between the net assets owned by
the government at the beginning and end of the year constitutes
saving by the government.’

iti, 'I'"HE GOVERNMENT AS A FIRM

In the first place the business activities of the government have to
be separated from its other activities. The most important trading
services have separate accounts set up on the business principle.> For
the purposes of the government accounts the proﬁts on the trading
services must be ascertained, but their total receipts or total expendi-
ture are irrelevant.’

Difficulty arises in cases where government trading services make
abnormal profits or losses as compared to other business. Such
profits or losses can be regarded as 1nd1rect taxes imposed on_or
subsidies given to certain goods and scnlces The Post Oflice can
be regarded as a trading service on w hich the government has
imposed a tax of 25 per cent. Hence the monopoly profits of the
Post Office are a tax, though it is impractical for the government
to call it so. In the same way local government housing services
can be regarded as subsidized trading services. Social insurance
examined, taxes cannot be related to national income because they include taxes
paid out of transfer incomes, nor can government expenditure be related to national
expenditure (at factor cost) because it includes taxes paid out of transfer incomes.

! Saving by the government is not to be confused with capital expenditure by
the government. The latter means either the sum of the expenditure side of the
capital account or investment by the government as entrepreneur but not
necessarily financed by the government.

* e.g. local government trading services (gas, water, electricity, housing, and
transport) and the Post Office, The smaller trading services having separate
accounts are not quantitatively significant.

* That is, the difference between the receipts and expenditure of the trading

services is revenue, while the rest is ‘self-balancing’ and outside the scope of the
government accounts as such.
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could also be regarded as a subsidized service but for its compulsory
nature. *

It can be seen that whether a part of the revenue is regarded as
tax OLP_EO_ﬁi will influence the amount of real government income,

and hence nef national income at factor cost, but will have no effect
on the amount of saving by the government.

" Besides the income and expenditure of the trading services certain
government receipts correspond to certain items of government ex-
penditure and musg therefore be treated as business receipts. These
receipts are of the nature of fees, rents, and so on, and it is convenient
to omit them on both sides of the accounts since they are usually
charged on a cost basis. For example, local authorities undertake
street improvement projects beneficial to private individuals who are
then charged the cost of such improvement. On the other hand,
certain fees are very siumilar to taxes.. For instance, a large amount of
fees is collected by Customs officials for services rendered to merchants
which are of the same nature as protective duties.

iv. THE GOVERNMENT INCOME FROM PROPERTY

It is also necessary to analyse the capital assets owned by the
government partly toascertain the government’s income from property
and partly to separate income and e\pendlture on capital account
from revenue and expendlture " In this connexion controversial ques-
tions arise with reference to interest on the national debt and expendi-
ture on armainents.

The balance-sheet of government property consists of property
owned by the government on the ‘Assets’ side and debt owed by the
government on the ‘Liabilities’ side. The net income of the govern-
ment from the ownership of property consists of the income from
‘Assets’ against which are set issues on account of ‘Liabilities’.

‘Assets’ consist of physical property, either used by the government
ot hired out ta the private sector, and paper titles; *Liabilities’ all
consist of paper titles, Information as to the income (and expendi-
ture} attached to paper titles and property hired out (such as Crown
1aﬂds) 18 readily available, but income attached to property owned
and used by the government has to be estimated. Such property con-
sists mainly of buildings and roads and income from it is not shown
in the published accounts but can be 1mputed The income from
buildings can be imputed on the same lines as income from privately
owned buildings, while the income from roads can be imputed if
certain assumptions are made with regard to the method of valuation
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and the rate of interest used. The imputed income of the government
from property should be included in real government income, and
therefore in revenue, and an equivalent amount should be included
in government expenditure. The amount saved by the government
is not affected by the method or value of imputation.

It should be noted that most government property is owned by the
trading services, such as the Post Office, but such property is not
discussed here. ‘Assets’ exclude trading assets, and ‘Liabilities’ ex-
clude the debt set against them, since the net income from such assets
is already included in the income of the trading services.
~* In the private sector it is usual for debt to be set against certain
pieces of property and for the value of property to exceed the value
of debt, that is, for net assets to be positive. T'o some extent the
private practice is followed by the government. Debt is raised speci-
fically to improve the trading services, debt is raised (by local authori-
ties) to build schools or hospitals, and even debt to cover their deficit
is set against specific pieces of real property.! The central government
raises specific loans to build roads./But this practice on the part of the
government is entirely superfluous, for the solvency of the government
does not depend on its net assets being positive § The internal debt
of the government is always less than the value of pmatelv owned

cm “and the interest charge always less than the total of private
incomes, hence interest can always be met by normal taxation or tHe
debt repaid by capital levy. The solvency of the government lies in
its power of taxation and readiness to honour jts obligations and s
not dependent on the magnitude of its assets. T'hat this fact is not
always realized causes the government to raise specific loans,® which
practice, then leads to certain confusion in the theory of public
finance.

-The arthodox theory of public finance distinguishes productive and
non-productive (consumption) loans. The proceeds of the former are
used to construct something ‘productive’ which will ‘pay for itself’;
the proceeds of the latter are used to finance government consump-
tion, that is, to cover the deficit. Interest on the former is regarded
as interest paid in the private sector, but interest on the latter is
regarded as transfer income.

From the point of view of government accounting or national ac-

Ucounting, there is no difference between interest on productive and

! For instance, town halls are mortgaged.

* For probably the same reason a higher rate of interest is paid on specific loans
than on non-productive loans, such as war loans.
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interest on consurnptmn loans.! The effect of these loans on welfare,

on whlch ‘the distinction has been based is a ready reflected in the
e — v S T viriaf et

natlbnal income.? -

government debt Wthh is due to productive loans from the part due
to consumption loans, since the division into national debt and specific
debts is purely arbitrary? Let us suppose that the government has a
sMGmHWdeﬁcit in the next. There are three methods
by which the government can finance the deficit; it can sell the assets,
purchased on the previous year’s surplus, it can mortgage ‘e these assets,’
or it can raise a debt independently from its assets. In either of the
first two cases the valie of assets owned by the government, less
specific debt set against them, is diminished; while in the last case a
debt caused by consumption loan is created. gHence the present size
of productive and consumptmn loans depends only on the financial
technique of the past, not in the wider sense implying a choice be-
tween taxation and borrowing, but in a narrower sense, The re_]at1yc
size of specific loans and the national debt further depends on’which
type has been more favoured by repayment out of any surplus From
the point of view of the government or of the nation the choice
between repaying part of the national debt or part of the debt raised
to build roads (provided the rate of interest was the same on both) is
a matter of indifference; yet this purely f financial manceuvre deter-
mines the relative sizes of the two types of debt.’

It is therefore impossible to say which part of the existing debt is
due to productive and which part to consumptmn loans, and hence it
is impossible to say which part of the present issues of interest is on
account of productlve and which part on account of consumption
loans. The only value which can be ascertained is that of the net
assets of the government and the corresponding amount of nef income
from government property. f{Government debt, whatever its origin,
is to be regarded as a negative asset belonging to the government and
all interest on the debt as negative government income,

Past and exlstmg practice has regarded interest on specific loans
as suggested here, but interest on the national debt, in so far as it was
an internal debt, has been regarded as transfer engndrture and its
amount deducted from the total of nominal incomes to arrive at the

' Productive loans generally conform to specific loans and consumption loans
to what is called the national debt, °

? The effects of loans on welfare are, however, more complex than assumed.
The simple distinction of productive and non-productive loans is possible.only
under conditions of full employment.

4839 D
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value of the national income at factor cost.| While it is true to say that
interest on the national debt is not real expenditure since no direct
using up of resources is involved, it can be said that such interest is
not transfer expenditure e1ther] It is not government etpendlture
because it is not paid out of revenue but is to be deducted to arrive at
the amount of revenue, The size of the national income is the same
whether interest is regarded as transfer income or as negative govern-
ment income, but the latter procedure seems to be more logical and
also more convenient from the point of view of analysis. It is more
logical because it is based on the analogy of interest on the national
debt to business costs and not to expenditure out of income, and it
becomes more convenient when the national income is divided into
private incomes and government income.

Interest on borrowed capital in business is deducted from income
as the cost of earning such income. Interest on the national debt
is of the same nature. Government expenditure, as explained on
p- 26, has no quid pro quo basis which, howey s_rJ_Ls_Bresent in the case
of interest on_the debt. The lender pays a certain sum for which he
receives interest for a given period and a capital sum at the end of
this period. The government may have an obligation (at any rate a
moral obligation) to maintain certain other services as well, but in
their case the guid pro guo basis does not exist, Moreover, the obliga-
tion to pay interest on the debt has a capital value at which the
obligation can be settled. In no other case is the government’s
annual obligation interchangeable for a capital sum.*?

v. CAPITAL EXPENDITURE

The problem of capital expenditure by the governmentis connected
with the problem of the division of the national product into con-
"sumption and investment goods. It is usual te include ameng invest-
ment goods those goods for which in practice a depreciation account
is kept. If the government acquires capital assets the transaction is

! Except war pensions. which in some cases have been interchanged for lump
sum pavments. But old age pensions cannot be capitalized because the govern-
ment’s obligation is for an infinitc period, it extends to persons not vet living, and
therefore anly the government could assure the continuity of the service with an
absolute degree of certainty.

z A munor peint s that the object of all government expenditure can be expressed
in real terms, and therefare when money values change the money expenditure of
the government will also change. If prices doubled, old- age pensions, unemploy-
ment benefits, or superannuation payments to civil servants would also be expected
1o be doubled in money terms; but interest on the national debt is fixed in terma
of money, and holders of the national debt are regarded as other rentiers, benefiting
or suffering by a change in prices.
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not recorded in the government accounts as such, but a depreciation
account is set up and every year the sum necessary for depreciation
and maintenance is included in government expenditure in order to
maintain the asset or to replace it at the end of its life. The amount
of maintenance and depreciation (that is, interest and amortization)
should be included i1n government expenditure whether the deprecia-
tion is actually made good or not. Inthe ideal case from the accounting
point of view a specific loan is raised against the purchase of the asset
which is repaid during the life of the asset.

Local authorities and all trading services publish separate revenue
and capital accounts on these principles, but it is doubtful if the
principles are followed closely enough. In the first place, interest on
public buildings and so on is not included in either income or expendi-
ture, for which a correction has been suggested above, and secondly,
the amortization quotas usually arrange for a premature repayment
of the debt.! The excess of repayment over depreciation is properly
regarded as saving. '

For the central government the separation of capital accounts is
rather laborious. Certain capital receipts are included in Muscel-
laneous Receipts and in Appropriations-tn-Aid which, if not offset by
capital expenditure, are to be excluded from revenue.

Generally speaking, all expenditure on durable goods is capital
expenditure and therefore excluded.' Difficulty is caused by expendi-
ture on armaments. Armaments are produced by industries producing
investment goods, and the nearest approximates 1o armaments in the
private sector, such as aeroplanes, lorries, or ships, are regarded as
investment goods. Yet expenditure on armaments is customarily
regarded as expenditure on consumption goods. The chief reason s
convenience, since it is impossible to set up depreciation accounts for
armaments. In the first place the types of armaments used change
rapidly and this change cannot be foreseen, neither can their normal
length of life be foreseen; in the second place, the use of armaments
is not continuous, but is at unforeseen intervals. Even if al} technical
factors could be foreseen, it is impossible to set up depreciation ac-
counts without explicitly assuming the expectation of war at regular
intervals which is an ethically and politically untenable assumption.
1t is therefore highly convenient to regard expenditure on armaments
as expenditure on consumption,

' It might be true to say that putting milk into babies or spending on education
1s the best investment, but in cither case onlv an improvement in the service and
rot the maintenance of existing services can be regarded as capital expenditure.
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It is an entirely different question whether expenditure on arma-
ments should be regarded as expenditure out of the national income
or as the cost of maintaining the national income. There are two
reasons why it is preferable to adopt the first rather than the second
method.

Expenditure on armaments is included in or excluded from the
national income according to the purpose for which national income
is measured. Expenditure on armaments may be excluded if national
income is regarded as a welfare concept. Here, however, national
income is treated from the point of view of productivity and therefore
expenditure on armaments is included. This is so because thexreal
resources used to produce armaments could have been used for other
purposes if preferred.

Secondly, it would be highly inconvenient to regard armaments as
the cost of producing the national income. The cost necessary for
the maintenance of the national income 1s not necessarily equal to
actual expenditure on armaments and is depemdent on uncertain
expectations and therefore is not suitable for quantitative expression.

vi. 'T'HE CONSOLIDATED GOVERNMENT ACCOUNTS

The consolidated accounts treat the government as a single unit,
and hence all transactions between various government departments
or agencies are cancelled.! Both logically and statistically three
distinct stages in the process of consolidation can be distinguished.
Payments from one government department to another may be of
three different kinds: they may have the nature of pure transfers
(such as the Exchequer bloc grant to local authorities); they may be
discernible tax payments (that is, direct or specific indirect taxes),
and they'may be indirect taxes on production in general or taxes paid
out of transfer incomes. yAccordingly, first, second, and third approxi-
mations to the rdeal consolidated accounts can be distinguished.?

The first approximation to the ideal accounts, as shown in Table 1,
includes the receipts and expenditure of all government agencies,3

' Either by the cancellation of items of equal amount on both sides of the
account, of by the transference of an item from one heading to another on the
same side.

* Published accounts, e.g."‘C. Clark, National Income and Outlay, Table 59, are
first approximations. '

3 United Kingdom Exchequer, Northern Ireland Government, Road Fund,
I.ocal Loans Fund, Irish Land Purchase Fund, Post Office Fund, Wheat Quota
Fund, Unemployment [nsurance and Assistance Funds, National Health Insurance

Funds, Pensions Iunds, and local authorities in England and Wales, Scotland, and
Northern Ireland.
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excluding trading and capital transactions and excluding the Ex-
chequer contribution to local authorities and extra-budgetary funds.

TABLE 1. The consolidated government accounts in 1937
(first approximation)

(In million £’s)

Revenue ! Expenditure

Inland Revenue duties . . 5039 i Social expenditure . . 520°1
Customs and Excise duties . 335'8 | Economic expenditure . . 1110
Alotor-vehicle duties . . 337 | Defence . . . 2378
Post Office and B.B.C. profit. 11'y | Other common services . 41°1
Rates, &c. . . . . 2006 | Administration . . . 432
Sucial insurance contributions 1070 ' Tax collection . . . 187
Wheat Quota . . . 16 | EXPENDITCRE . . . gBog
. Taxation . . . . 1,145 |

Real income . < 123 BAVING . . . . 91
REVENUE . . R . 1,072 RevEnvE . . . . 1,072

There are two mhain technical difficulties. In the first place, pub-
lished figures refer to receipts or expenditure during the financial
year, while the figures in Table 1 are for the calendar year.! Secondly,
‘Table 1 shows aceruing liabilities and not actual receipts and expendi-
ture, which usually lag behind liabilities.? Liabilities accrued during
the vear {on current incomes at current rates of taxation)® for income
tax, surtax, stamp duties, and National Defence Contribution are
used, instead of actual receipts; on the other hand, certain taxes are
no longer in force but receipts still arise, due to payments in arrears,
which are omitted here. Similarly, for interest on National Savings
Certificates, interest accrued and not interest issued has been taken.
It is likely that there is some lag in all other items of revenue and
expenditure also which has been ignored.

"The taxation figures shown in Table 1 were taken over from Table 2
with the addition of receipts by local authorities from rates and, in
Scotland, tolls, &c., contributions by insured persons and employers
to the three social insurance schemnes and receipts of the Wheat Fund.

! The financial vear ends on 31 March for most authorities. Some accounts
of insurance funds are published for the calendar year. The Exchequer accounts
are published weekly, in broad categories, in the London Gazefte. 1 other cases
figures for the calendar year have heen obtained by interpolation.

* From our point of view the incurring of liability is more important than actual
payment. [f incorne tax is payable one year in arrears of the accrual of income,
ﬂ'_le Fovernment may be credited and the taxpayer debited with the sum in advance.
Thus spending the receipts in advance by the government does not constitute

dissaving, but the spending by taxpayers of the sum necessary fur tax payment does.
? But not necessarily due during the year.

P

a
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From- miscellaneous receipts (shown in Table 2} £3 mn. receipts
on capital account were omitted and £z mn. non-appropriated revenue
set against expenses of general administration, leaving £18 mn. The
income of the extra-budgetary funds (almost all from government
bonds) was £12 mn, and the income of local authorities from trading

T'aBLE 2. The central government accounts in 1937
(In million £’s)

REVENUE FXPEXDITURE
| Receipts Liabil ities Tssues | Liabitities
Intome tax . . . oz2ye2 3042°% *Inmtercst and anagement of :
Surax . . . . 539 ., O6:3° the Marionu] Debr . 2154 z2102M
Estate, &c., duties' | . w3l ' g0 Criher Lonsolidated Fund ex.
Sramp duties' . . . 2h 3 ! 24'5¢ penditure? . . . 31 31
NDpoeo. . . . o'y 18:6%  Nerthern [reland expenditure 123 123
{nher Intand Revenue duties 7 —* ., Defencet . . . 23272 2322
Customs and Excise duties? 3358 | 3338 Civil Yotes® | . . 358 1958
Motor-vehicle duties? 337 337 Cust of tax collection B 20 138
Pase Othee and B.B.C. net 109 ey’ ENFENDITURE . . T Rozy | Ag8a
profits : :
Miscellaneous receipts' . 230 23'0 : Halance . \ . . —212 4300
REVENUE . . - 85112 go82 . REVENUE K512 | goB-2

' Including Northern Treland transferred 1axes and non-tax revenue.
t Excluding payments to Northern Ireland FExchequer,
? Including Local Taxation Licence Duties in England and Wales.

* Including issues under the Defence Loan Act, 1937,

¥ See p. g3, below. ¢ See p. 92, below,
* Receipts lag three months behind linbilities. {1)aniels and Campion, The Distribution of Natianal
Capital, p. 81 P Sce p. o123, below. ¥ See p. 136, below,

Y Conunercial profits taken instead of Exchequer receipts,
' For excess over issues see Minance decounts. (Usually p. 68 n. ar 6gn.)

services £26 mn. Against the visible income of the government
(£36 mn.) must be set the cost of the national debt (£221 mn.). But
the imputed income of the government must be added; £3 mn. rent
can be imputed to the central government (which owns the buildings
used by the extra-budgetary funds),' and L4 mn. to local authori-
ties.> Interest on the value of roads can be put at £35 mn.,* making
imputed government income f42mn.* and all government income
minus {123 mn,

' Estimated from sums paid in lieu of rates.

* Peducting interest on loans mortgaged against such buildings. Estimated from
data in 1}, Campion, Public and Private Property in Great Britain, ch. iv.

# The value of roads can be estimated at about £1,200 mn., against which
L2060 mn. debt is outstanding. (Ibid., p. 8¢, and Stamp, British [rcomes and
Property, pp. 403-4.} Interest is taken at 31} per cent.. common on loans by Jocal
authorities.

* Correspondingly, £35 mn. has been added to economic expenditure and
"7 mn. to the cost of adnuinistration.
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The division of expenditure, unlike that of revenue, is on a
functional basis and obtained on the following lines,

Social expenditure is defined in a wider sense than the one used in
Public Social Services.! "The main items are shown in Table 3. More
information is given in tables on pp. 46-8, below, where the details
shown imply the definition.?

TABLE 3. Social expenditure in 1937
(Tn miilion £’s)

| Transfer I Uther | Administra-, Net
ltem I‘ bemefits | benefits ' tion expenditure

1. Education . . . ' 6o FII°2 58 \ 12279
2, Health . . . . 347 587 6o 994
3. Lunacy . -— 126 o6 132
4. Unemployment . . . 823 | — 110 932
5. Public Assistance . . 234 | 15°3 22 : 408
6. Civil Pensions . . . 92°5 — 21 i 946
7. War Pensions . . . 4178t — ; 1 ! 426
8. Housing . . . . 210 — a3 ‘ 219
9. Miscellaneaus . . L — 3 — o4 o4
ToTar . . . L jo1-8§ 1979 29’5, 5291
Cost of finance* . . . — . — 79 7'9
Granp Torar? . . . _ ‘ — { 374 5370

! Including £1-3 mn. war pensions payable abroad.

2 Cost of financing central and rate fund expenditure. The cost of financing
expenditure out of contributions to social insurance is already included in the cost
of administration of the various services.

1 Excluding workmen's compensation and bencfits paid by societies. With these
the total comes to £558 mn.

Expenditure provided out of taxation or being a charge on taxation
came to £529 mn., but gross expenditure on social services came to
£3573 mn., the difference being provided by fees, contributions,® and
rents. In addition fgo mn. was spent on capital account.*

! Last pre-war publication in Cmd. 5906, 1038, The definition adopted here is
closest 1o the one indC. K. Hicks, The Finance of British Govermment, pp. 36-7.

* Under education, expenditure on agricultural education is included and aise
expenditure on museuwms. Expenditure on pensions and superannuation, and on
the upkeep of public buildings, has been distributed (as far as possible) between the
different services. The administration of old age pensions is included in public
accounts in the cost of Customs and Excise administration. All the relevant items
have been extracted from the various public accounts.

* Other than contributions to social insurance which is a tax.

* All figures exclude voluntary expenditure on similar services by individuals
OT assaciations,
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Economic expenditure was the following:

. £ mn.

Roads and bridges . . . . . . . . 865t
Shipping . . . . . . . . . o4
Civil aviation . . . . . . 17
Other transport and administration . . . . 03
Transport . . . . . 889
Agriculture, forestry, and fisheries . . . . . o153%
Mines Department . . . . . . . . o2
Overseas Trade . . . . . . . . 2-6*
Labour services and training . . . . . 204
Research . . . . . . . , . 1-3°
TOTAI. ECONOMIC EXPENDITURE . . . . . 1110

‘e
Expenditure on defence includes the amount shown in Table 2
except expenditure on civilaviation included in economic expenditure.
Net expenditure on defence included in the civil votes for foreign
and imperial services {£z-1 mn.), on A.R.P., and foed defence plans
(£5-2 mn.) have also been added.
Expenditure on other services commonly provided consisted of the
following items:

£ mn.
Street lighting . . . . . . . b5
Fire brigades . . . . . . . 15
Police . . . . . . . . 281
Local government judicial services . . R
Prisons . . . . . . . .17
"T'oraL COMMON SERVICES . . . . . 411

The cost of general admunistration includes items which it was
impossible to allocate to any of the services distinguished. The cost
of central administration {including Northern Ireland government)
was £10'1 mn.,° of local administration (including the cost of voters’
register) was f152 mn., of imperial and foreign administration
£3-2 mn. ‘To this £28'5 mn. must be added £7 mn. for the imputed
interest cost of buildings, £35-2 mn. expended on Irish services,

! Of the toal actual expenditure ({73 mn.), £4-5 mu. was recovered and £17 mn.
was an capital account, On the other hand, {15 mn. interest on roads owned has
been imputed.

* Inctuding expenditure on administration, land fertility, beet sugar, milk, cattle,
and herring ‘subsidy’, land drainage, forestries, fisheries, and Wheat Quota de-
ficiency payments,

3 Including the cost of the Departinent of Overseas Trade and interest on
Treasury Bills to finance the Exchange Equalization Account,

* Cost of general administration, training and employment services, and special
areas, but excluding expenditure on capital account.

5 Scientitic investigation and agricubtural research.

¢ Afrer Jeducting appropriations-in-aid not allocated to other services.
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chiefly payment of interest on Irish loans,! and £2'5 mn, paid by the
Crown in lieu of rates, giving a total of £43-2 mn. The cost of tax
collection-excludes the cost of collecting contributions for social insur-
ance and the Wheat Fund. 1}-2 per cent. of tax receipts was spent
on collection by any of the collecting departments.

Government saving consists of fs0 mn. saved by the central
government,? £35 mn. by the extra-budgetary funds,? and £6 mn. by
local authorities.

vii. SECOND APPROXIMATION

To proceed from the first to the second approximation to the con-
solidated government accounts, the following adjustments were made.
. Local authorities paid income tax estimated at £g mn. in respect
of their trading profits.* This amount is transferred from Inland
Revenue duties to real government income.

The Crown paid in lieu of rates £2-5 mn. to local authorities.
This sum has been deducted from both rates and expenses of ad-
ministration, The government also contributed £3'5 mn. to social
msurance (£2'7 mn. for employees in the civil and £o0-8 mn. in the
military services),® which has been deducted from contributions to
social insurance on the revenue side and from expenses of admini-
stration and defence on the expenditure side. Another £i-0 mn. is
paid in specific indirect taxes, almost wholly on account of defence
expenditure,”

A further adjustment has been made. Tax collection is not a
government service but a subsidiary to all other government services.
The cost of any government service ought to include the cost of col-
lecting the sum necessary for that service. The cost of tax collection
has been allocated in proportion to the cost of government services,
with an allowance for expenditure covered by contributions to social
insurance and receipts of the Wheat Fund.® The cost of financing
interest on the national debt (£3-7 mn.) has been deducted from real
government mcome.

Finally, account must be taken of government transactions with

' Defaulted by the Eire government.

? The balance in Table z plus capital expenditure included in the table (£18 mn.
by the central government and £7 mn. by local authorities out of sums received
from the central government) less capital receipts in miscellaneous receipts and
appropriations-in-aid ({5 mn.).

* Of which £27'6 mn. was by the Unemployment Fund.

* See p. 93 n., below, § See p. 148, below.

¢ See p. 105, below. 7 See p. 148, below.

§ This expenditure already covers the cost of collecting contributions.
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residents abroad. It is convenient to regard all taxes paid by residents
abroad as real government income and all transfer expenditure going
abroad as negative government income.' In the second approximation
taxes paid directly by and expenditure paid directly to residents
abroad are considered.

Residents abroad paid £11-4 mn. in direct taxes (£8-5 mn. income
tax, [1-3 mn. death duties, £1-6 mn. N.D.C. and stamp duties).?
Against this must be set £7-3 mn. relief for double taxation ({7 mn.
Dominion, &¢., income tax, and fo'5 mn. death duties relief). The
cost of such relief is regarded as being paid by British residents to
the United Kingdom Exchequer in taxation who then transfer it to
governments abroad.? 'I'he net amount of £4 mn. has been deducted
from Inland Revenue duties and added to government income.

Of transfer expenditure £1-3 mn. war pensions were paid to resi-
dents abroad and have been deducted from government income.*

"T'he consolidated government accounts in the second approximation
are shown in Table 4.

TABLE 4. The consolidaled government accounts in 1937
(second approximation)

(In million [s)

Revenue Expenditure

Inland Revenue duties. . 490°5  Social expenditure - . 5358
Customs and Exeaise, Motor” Economic expenditure . - 112°4
Vehicle duties, Post Ollice | 820 ' Defence services . . . 2404
and B.B.C. profit,and Whear 3 (rther common services . 41-8
Quota ) Administration . . . a¥-5
Rates. &c. . - . 1081 ' ExpENDITURE . . . 9689
Contributions to social insurance  103'S  Government saving . . o1

Taxation . . R 8 & XS |

Government income . . o—-1136
REvENUE . . . 1,060 REVENLE . . . . 1,060

viil. THIRD APPRONIMATION

Before coming to the third approximation to the conschdated
government accounts, revenue and expenditure have been classified
as suggested on p. 2g. Direct taxes include income tax, surtax,

¥ Bur taxes paid by British residents to overseas governments or overseas govern-
ment transfers received by them are ignered. The effect of such taxes and transfers
is taken as being given, similarly to the etfect of a given distribution of incomes
and prices. * See p.y3n., p. 106, and p. 123 respectively.

} Both from the point of view of the taxpayer ar of the equity of the tax system
there s no difference between direct taxes pavable at home or abroad.

+ Intervst on the national debt due ta residents abroad and estimated at £8 man.
was already deducted from government income.
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N.D.C., workers' contributions to social insurance,! and stamp duties
en cheques and receipts drawn by private persons?® as falling on in-
come; death duties and stamp duties on the transfer of property? as
falling on capital. All other taxes are included in indirect taxation, of
which, falling on production in general, are employers’ contribution
to social insurance, rates, taxes on motoring, stamp duties, and part
of impart duties and the Post Office profit falling on business.*

Direct transfers include unemployment insurance and assistance
benefits, outdoor public assistance, cash benefits from health in-
surance, contributory and non-contributory pensions for widows,
orphans, and old age, war pensions, and cash payments to students
by education authorities, Subsidies include net expenditure on
housing, medical benefit from health insurance, school meals, and
school medical services.® All direct transfers and subsidies are part
of social expenditure,

Certain payments from one private persen or hody to another are
of the same nature as taxés or government expenditure though, in the
technical sense, they do not pass through the Exchequer.® The
structure of the sugar duty is such that part of it is not received in
taxation but paid directly to growers at home and abroad. On this
account £g mn. has been included in both specific indirect taxes and
real government expenditure.; Workmen's compensation, though
financed by the employers only, is of the same nature as social insur-
ance; on this account £13 mn. has been included in both indirect
taxes on production in general and direct transfers.®2Finally, certain
classes of workers were exempt from compulsory insurance because
stmilar insurance was provided by their trade unions; on this account
£8 mn, was added to both direct taxat:on and direct transfers.®

It is estimated that £25 mn, indirect taxes on production in general
were shifted to residents abroad who, however, benefited to the extent
of £5 mn, from road expenditure. Also {1z mn. of indirect taxes on
production in general feli on real government expenditure and £3 mn.
on government saving.'” Taxes paid by non-residents (or benefits
accruing to them) were added to (or deducted from) government
income, and taxes paid by the government cancelled.

Taxation paid out of transfer income consists of indirect taxation

? See Ch. VII, * See p. 123 ? See p. 106.

i See Ch. XI. 5 See Ch, XIIL $ See pp. 2o-1.

7 See pp. 145 and 200.

See p. 82 and p. 140. Of the £13 mn., the cost of administration (£2°5 mn.}

1% included in real expenditure. ® See pp. 83 and 103,
° See p. 181,
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only. Assuming that the same proportion of indirect taxes has been
paid out of transfer incomes as out of other incomes in the same
income groups, it can be estimated that £34 mn. specific and £11 mn.
general indirect taxes were paid out of them, including an insignificant
armount paid out of subsidies.

The third approximation to the consolidated government accounts
is shown in Table 3.

TaBLE 5. The consolidated government accounts in 1937
(third approximation)

(In million £'s)

Revenue Expenditure

Direct taxes . . . 545 Direct transfers . - - 237
Indirect taxes: Subsidies . . . . 37
Specific . - - 413 ' Transfers . . . 274
General . : «  I4r Real expenditure . . 662
__ 574 (GOVERNMENT EXPENDITURE . 936

Taxation . . . . 1,159
Government income . . —95  Governmeni saving . . 88
REVENUE . . . . 1,024 | REVENUE . . . . 1,024

487 per cent. of the tax revenue came from direct taxes, 38-4 per
cent. from specific and 12-9 per cent. from general indirect taxes.
21-4 per cent. of the tax revenue was spent on direct transfers, 33 per
cent. on subsidies, and 59-0 per cent. on real expenditure, §+5 per cent.
was needed to cover the negative government income, while 78 per
cent. was saved.

£95 mn. of taxation was spent to cover the negative government
income. But it is obvious that taxable capacity, and hence tax revenue,
depends (among other things) on the amount of the government in-
come. Part of the £95 mn. taxation to cover the negative govern-
ment income 1s consequential upon there being a negative, instead
of zero, government income. Had private incomes been equal to the
national income, government saving would have increased by less
than £g5 mn.

Assuming that, in the absence of government income, the size of
the national income and the size and distribution of labour incomes
remained the same and all investment incomes fell in proportion, each
£ 100 increase in government income would cause a fall of £42'5 in
tax revenue.” Hence with zero government income tax revenue would
have been f40 mn. less and government saving £55 mn. more, given

! L1349 in direct, £5-2 in specific, and £2-5 in general indirecr taxation. The
estimate is based on maryinal rates of taxation payable on investment incomes.
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the rates of taxation. Alternatively, rates of taxation could have been
reduced by 51 per cent. so as to yield 55 mn. less.!

ix, THE ADMINISTRATIVE SOURCES OF GOVERNMENT FINANCE

The second approximation to the consolidated government accounts
has been divided according to administrative sources. Revenue is
recorded according to the authority receiving it directly from the
public and expenditure according to the one issuing it directly to the
public. The following division has been obtained:

{In million £’s)

I ‘ ' ‘ . | Intra-

[ | ! ' govern-

| Taxa- : Expendi- | mental

tion  Income' Revenue ture Saving  transfers

Central government . | 851 i —134% | 717 | 400 i 5o 267
Extra-budgetary funds | 1¢5 0 — | 105 183 33 | —113
Local authorities . 199 | 30 . 238 386 6 | —134

ToTat . . . 1,155 —gj3 T 1,060 gho 91 ‘ —

While the central government raises three-quarters of all taxes, it
issues only four-tenths of all expenditure. Certain services are pro- -
vided exclusively by local authorities and any rise in such expenditure
puts an excessive strain on local resources, though it could be
financed easily by national taxation.{{Hence administrative rigidities
set certain limits to the amount of incomes which can be redistributed.
The greater the proportion of centrally collected taxes (though not
necessarily expended centrally) the easier it is to follow any given
financial policy.

! Since the rate of interest on government loans was 2-5 per cent., each 100
saved by the government increased its future income by £2-5 but decreased taxation

by f1-1. The effective rate of interest for the government was, therefore, 1-5 per

cent.
* Interest on the national debt due to the extra-budgetary funds is cancelled.
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Gross social expenditure

{In million £’s)

Ttem I Cenmtral  Rate Fund Contributions! Tatal

1. Education . . . . 650 ' §vo 95 l132'%
2. llealth . . . . 190 314 311 [01°5
3. Lunacy . . . . o 1228 27 159
4. Unemployment . . - 497 ob 130 ' 932
5. Public Assistance . o 17 392 29 437
6. Civil Pensians . . - 630 o6 3o " 936
7. War Pensions . L 326 —- — 426
R, Houstmg . . . . 1773 46 267 486
9. Miscellaneous . . .. o - — - o4
Torarn . . . . 2500 1671 1469 57310
Cost of finunce . . . +8 31 — . 70
GRAND TOTAL . . . 26318 1702 1469 5809

Note. Specific Exchequer grants to local authorities are included in Central, bloc
grants in Rate fund expenditure, Contributions include the excess aof gross over
net expenditure (see Table 3) and cantributions 1 social insurance. (Contributions
by the guvernment as emplovers are included in Central or Rate fund cxpenditure.)

Including workmen'’s compensation and benetits paid by societies, gross expendi-
ture was fboz mn.

The administrative and financial costs of social services
(In millien £'s)

. Otizer

i Transfers bhenefits Total
Education . . . . . L or i w9 85
Health . . . . . . . 6z . o 23
Lunacy . . . . . . o - | 09 o9
Unemployment . . . . C g | — i 11
Public Assistance . . . . L 18 ! 12 29
Civil Pensians . . . . . LI T — 33
War Pensions . . . . R g ! . 19
Haousing . . . . . . o7 l — i o
Aliscellaneous . . . - . — o o4
Workmen's . . . . . . 25 - — 25

Torat . . . . . c] 384 E 11y 3979
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Detatled tables
(In thousand £’'s)

t. FoucaTioN

Elementary education

Salaries 50,050
T.oan charges . 4,960
Administration . 2.300
Medical service . 2,830

feals in school . . . oro
Schools for the blind, &e. . 2,700
Other expenses 19,260
L.ess Fees and comr:butmns — 1,730

Net total 83,320

Higher education
Traming of teachers . . . 5§02

Secundaty schools 12830
Technical schoals 7,660
l.oan charges 2,160
Administration 1,080
Cash benefits to students 1,960
Other expenses 2,560
Lecss Fees and other contnhuhons —3.130

Net tatal 25,110
Agricultural education . . b1o
Crants other than to local authori-

tivs:

FElementary . . . =0
Higher 2.040

Contribution to tea(.hers penswn 2,120
(lash to aid students . . . 230
{irant to universities! . . 2,80
Central administration . . 1,490
Approved scheols (E, & W)* . 950
Aluscums, Libraries, Art . 4,200

ToTAL . . 122,930
2, HeaLtn
Public health
Sewage 12,620
Refuse 8,450
Hospitals . . 17.470
Disease . . . 550
Salaries, not mC| abo»e - 2,440
Maternity 3,790
Baths . . . 2,180
Parks . . . . . 6,380
Public conveniences . . 880
Vaccination . . . . 140
Pores . . . 1o
Welfare of the blmd 1,970

! Contribution by the public £31-7 mn.
! In Scotland included in other educa-
tiun,

Other espenditure on  public
health . r,710
Physical training . . . 260
Net total* . . . 58.746
Health Insurance
Medical benefits 11,010
Other benefizs 29,100
All benefits 314,71c
Administration 6,010
Tntal 40,710
ToraL R R . - 99,450

3. LUnacy anp MENTAL DEFICIENCY

Mental deficiency 3,360
Mental hospitals 9.840
ToraL? 13,200
4. UNEMPLOYMENT [NSURANCE
AND ASSISTANCE
Unemployment Insurance
Benefirs . 42,2b0
Administration . \ 5,B60
Total . . . . . 48,120
Unemployment Assistance
Benefits 36,740
Adminstration 4,680
Total . . . . 41,420
Northerr Ireland 37t
Tartat . - 93,250
5. PUpBLIC ASSISTANCE
Outdoor relief | 23,350
Indoor relief 15,320
Administzation 2,160
‘ToraLt 40,830

* Excluding £2'1 mn. contributed by the

public.

¢ Excluding £2°7 mn. recovered from the
public.

* Excluding £2-9 mn. recovered from the
public.
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6. CrviL PENSIONS
Conlributory

Widows and nrphans
65-70 Pensions
Administration

Total

Non-contributory
(Hd age pemsions
Administration

Total

ToraL

7. War PENSIONS

War pensions! . . .
Merchant seamen's pensions
Irish Constabulary pensions
Administration

Tota.

24,710
21,270
1,500

47,480

45,490
6 50

47. 130
04,610

19,800
270
1,420
1,120

42, boo

8. Housing anp Towx Pranyng
Housing . . . 43,000
Lesy

Small dwellings (aelf balancmg) —2,500

Rents, &c. — 24,200
Central adrmmstratlon . . 200
Town and Country Planning . 350

TotaL 271,900

9. MIscELLANEOUS Sociat, EXPENDITURE

Administration of Friendly Socie-
ties and Charities, Aliens Depart-
ment (Home Office), Inspection
of Factories, Cruelty to Animals, _
&e. . . . . . 3R

+ Of this £1,260,000 was payable to residents abroad.
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THE NATIONAL ACCOUNTS

1. NATIONAL OUTPUT, INCOME, AND EXPENDITURE-

THE nature and significance of public finance cannot be gauged by
looking at the Government Accounts alone. To grasp their im-
portance, in the whole and in detail, the Government Accounts must
be examined in relation to the National Accounts which are compiled
and analysed in this chapter.

The national income for the years between the two wars has been
estimated by Professor Bowley,! but no similarly reliable series of
estimates of national expenditure exists.? For 1938 both the national
income and expenditure have been officially estimated’ and, with the
aid of these and Professor Bowley’s figures, the national income and
expenditure for 1937 can be compiled.

The offictal estimates are difficult to analyse because the details
published are not adequate and are accompanied only by notes in
general terms. An analysis can be made, however, by comparing the
figures with Professor Bowley’s and other estimates.

[National income can be measured in three, largely independent,
ways. Net national income 1s measured as the sum of incomes, net
national output as the sum of net outputs in various industries, and
net national expenditure as the sum of consumption and saving, by
private persons or bodies and the government] The three estimates
are based on a number of different sources (the first mainly on income
tax, the second on Census of Production statistics, and the third on a
variety of data), yet they are not entirely independent.*

' Studies in the National Income, 1942,

* Estimnates of either the national income or expenditure for 1537, published
during or shortly after 1937, are not accurate in view of more thorough estimates
made since.

 An Aralysis of the Sources of War Finance and an Estimate of the National
Income and Expenditure in 1035, 1940 and 1941, Cmd. 6347, 1042. The estimates
are published annuallv since 1941, but changes, as far as 1938 is concerned, were
negligibie since the abave publication. The definition of the national income in
this publication is more in accordance with the one adopted here than the defini-
tions used in 1941 or 1943. Though the sources of informaticn open to the authors
are more extengive than those available to private investigators, it should be
rememnbered that, by the very nature of the statistics involved, these are but
estimates with usual margins of error,

* For instance, the income of private domestic servants must be equal to expendi-
ture on domestic service ot to their net output. It should be noted, also, that

4339 E
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These three different measurements of the national income can,
alternatively, be conceived as the national income analysed according
to three different criteria. “National income can be said to consist
of small particles labelled according to three different criteria; three
labels are attached to each particle, that is, each particle of the national
income has three dimensions.®

Net national income, expenditure, and output are classifications
according to one of the three dimensions, the other two being ignored.
Ignoring one dimension only, national income can be presented in
a contingency table.?

It is possible to add a fourth dimension, classification according to
income groups. Contingency tables can be constructed with income
groups as the first and any of the other three as the second dimension.
The redistribution of incomes can be conceived as being represented
by two contingency tables: one between income groups and income,
the other between income groups and expenditure. Adding up the
contents in the dimension of income or.expenditure, a distribution
of incomes or expenditure, according to income groups, is obtained.
The two distributions are not identical because incomes are spent not
only on goods the income recipients buy for themselves, but also on
goods bought through the government for the benefit of others.

In the next section net national income, expenditure, and output
are discussed and compiled for 1937.

1. NET NATIONAL INCOME

“The best estimates of the national mcome, those of Professor
Bowley and Colin Clark, are based on the adding incomes methed.?
Both estimates cover the period 1924-33 and therefore certain differ-
ences can be analysed. Some differences are due, as shown in Appen-
dix A, to a different definition of the national income, some to
different estimates of the same item.

"I'he definition of the national income, now generally adopted, does
not deduct direct taxes from or add indirect taxes to the total of in-
comes, but excludes transfer incomes. Government income 1s differ-
there are certain similarities between Census of Production and income-tax returns
and any discrepancy due to incorrect definition or evasion is likely to occur in both.

' For example, the amount spent on tobacco out of wages carned in agnculture
is one such particle. .

2 . Clark, op. cit,, in Table 55 sho“s net output transformed into net income.
Such a table is fundamental to the understanding of the mechanism on which the
equations of national income are based.

3 'Their latest works are: A. L. Bowley, Studies fn the National Income, 1942, and
C. Clark, National Income and Outlay, 1937. "
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ently defined by different authors, and the definition suggested in
Ch. IT will be used here. The problem of ‘writing down’ stocks is
either ignored or imperfectly tackled, and an approach believed to
be correct is suggested in Appendix B. Mr. Clark and the official
estimates make an allowance for business losses not deducted from
income-tax assessments, but Mr. Clark alone corrects for evasion of
assessment,’

In differences due to measurement, the difference in the estimates
of agricultural incomes is due to the methods of measurement adopted.?
There is also a fairly large divergence between estimates of the wage-
bill for 1938 by Professor Bowley and the official estimate.

Net national income for 1937 can be estimated on the definition
used in the White Paper,? taking all items from the same sources, but
making two corrections. The estimate given in Appendix B for cor-
rection in the valuation of stocks has been used, and the wage-bill was
taken midway between Professor Bowley’s and the official estimate,
that is, {50 ran. has been added to Professor Bowley's figure.

In addition, three small alterations have been made in the definition
of the national income, each alteration affecting Profits and Interest.
Income on the invested funds of life insurance companies is deliber-
ately under assessed by the Inland Revenue by allowing certain costs
which would not be allowed in other cases.* To correct for this
£20 mn. has been added,

'Thé surplus of co-operative societies is not assessed for income
tax and, therefore, not included in the White Paper's definition of
national income. But, on the expenditure side, consumption is valued
at retail prices, which is inconsistent, There are two possible ways of
bringing about consistency. "The legal argument of ‘mutual trading’
suggests that consumption should be valued at retail prices discounted
for the co-operative surplus. Alternatively, the surplus can be treated
as the income of shareholders. The latter view has been adopted and
£25 mn., the estimated amount of the surplus, added to the national
income,

' It is thought that in recent vears this item has disappeared.

* Mr. Clark substituted the output for the ‘adding incomes’ method.

P Cmd. 6347, 1942,

* In the usual case income tax is paid on the interest income less expenses;
hence the tax expressed as a ratic of the interest income is considerably less than
the standard rate of the tax.

 Against this argument it can be said that prices in co-operative stores are the
sume as elsewhere; hence, the rate of profit is different on different commodities,

vet dividends are paid at the same rate. Moreover, the surplus includes profit
made on sales to non-members.
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Finally, the definition of government income given in Ch. IT will
be used.’ Since this definition of government income accounts for
interest on the national debt, such 1nterest was not elsewhere de-
ducted,

The following table gives the figures:

TasLE 6. The net national income in 1937

{In million £'s)
Rent . . . . 363 ' Private incomes? . . . 4,451
Profits and interest . . L2022 !
Salaries . . . . 1,066 . Government income . . —g5
Wages . . . .oL,728
N ct national income . . 4,356  Net national income . . 4,386

Of the net national income rent amounted to 84 per cent., profits
and interest to 27} per cent., salaries z41 per cent., and wages 394 per
cent.; that is, rent, profits, and interest came to 36, salaries and wages
to 64 per cent. of the national income.

. INET NATIONAL EXFENDITURE

‘Net l@_tLonal e\penduure con'albitg of prwate consumption and
sav mg, and government consumption and saving. Private and govern-
ment sa.vmg are equa] to net investment at home and abroad.’ Since
national income is inéasured at factor cost, indirect taxes must be
deducted in so far as the constituents of net national ggen&1ture are
xalugd at market prices; “Estimates of consumption and investment
are discussed in Appendix C.

Personal expenditure on consumption in 1937 is shown in Table 7,
in accordance with the definitions of government expenditure given
in Ch. II. Health insurance medical benefits are excluded and in-
cluded in government expenditure on subsidies. An explanation of
the sources and methods by which the figures are derived is.given in
Appendix C. .

Net investment at home and abroad for 1¢37 is also estimated in
Appendix C. Home investment, including expenses connected with
investment, has been put at £521 mn. and disinvestment abroad at
4356 mn., making total investment £465 mn.

! The definition in the final approximation. (See pp. 42-4, above.) On the
White Paper’s definition gevernment income was the same in 1937 and 1938, that
15, £63 mn., or £72 mn. gross of income tax on local government trading profits.

* Exclusive of social transfers.

! Net investment and nct national expenditure exclu@e expenditure to cover
depreciation and maintenance of fixed capital.
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TaBLE 7. Private consumption in 1937

(In million £’s)
Food .

. . . . . . . . . I,11D
Dirink . . . . . . . . . 200
Tobacco . . . . . . . . . 160

1. Food, drink, and tobacco . . . . . 1,530
Rent, rates, and water charges . . . . . 420
Coal and coke . . . . . . . 104
Gas, electricity, and 011 . . . . 86
Furniture, homchold textiles, and hard“are . . . 220
IH{ousehold stores . . . . . . . 40
Domestic service . . . . . . . 105

2. Rent, rates, fuel, and household goods . . . 975
Women’s and girls’ wear and dress material . . 230
Men's and hoys' wear . . . . . . 135
Boats and shoes . . . . . . . . 75
f.aundry . . . . . . . . 20

3. Clothing and laundry . . . . . . 460
Private motoring . . . . . . . . 115
Qther travel . . . . . . . . 103

4. Travel . . . . . . . . 280
Bouks, newspapers, periodicals, and stationery . . . 100
Drugs, perfurnery, phaotographic and optical goods . . 40
Sports and teavel goods . . . . . . 30
Other poods . . . . . . . . 43
Medicine . . . . . . . . . 35
Entertainment . . . . . . . . 62
Betting . . . . . . . . 50
Hotels and restaurants . . . . . . . 70
Postal services . . . . . . . . 40
Hairdressing . . . . . . . . 17
Undertaking . . . . . . . . 10
Other services . . . . . . . . 50

5. Other goods and services ; ) . . . T sby
Private expenditure on consumption (at market pricesy . 3,814

Nate. The figures include expenditure on consumption by individuals and
by non-prafir-making bodies. Rent includes the rent of dwellings and
of buildings oceupied by non-profit-making bodies. Food includes con-
sumption by the Forces. (The definition of consumption in Table 68 has
been different on these points.)

Expenditure by the government on consumption, valued at market
Prices, came to £674 mn. in 1937 and indirect taxes paid by residenis
in Britain and the government, less subsidies, to £597 mn.?

' Government consumption, indirect taxes, and subsidies are defined and est-
mated in Ch. II. See pp. 42-4, above.
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Net national expenditure is summarized in Table 8 which can be
regarded as the continuation of the figures given in Table 6.

Of £4,733 mn. private incomes 80} per cent. was spent on con-
sumption (at market prices), 8 per cent. saved, and 11} per cent.
paid in direct taxes; that is, after the payment of direct taxes, g1 per
cent. was censumed and g per cent. saved.

Private consumption in 1937 was 75 per cent. of the net national
expenditure, government consumption I3 per cent., private saving
8 per cent., and government saving 2 per cent. Total consumption
was Qo per cent., total investment 1o per cent., of the national ex-
penditure, ! )

Gross national income in 1937 came to {4,810 mn., of which g} per
cent. was necessary to cover depreciation and maintenance. Gross
investment amounted to 19 per cent. of the gross national income.

1v. NET NATIONAL QUTPUT

Net national output measures the national income by adding the
net output (or value added by preduction) of all firms and industries.
Home-produced output and the output of capital abroad (foreign
. [ . hY
income} can be distinguished, -

No independent estimate of the net national output exists, since
censuses were taken in the manufacturing, building, and mining
industries only. Moreover, certain deductions have to be made from
‘net output’, as defined in the Census of Production, to obtain net
output as the sum of wages, salaries, profits, interest, and rent earned
in an industry.

Colin Clark compiled the net output of various industries for 1911
and 1930 by taking the Census industries and estimating the net out-
put of railways, agriculture, and dwelling houses.? But the net output
of other industries is obtained as 2 residue. Professor Bowley has also
made rough estimates for 1924 and 1935.%

From the Census of Production definition of net output a deduction
has to be made for depreciation not allowed for, rates, employers’

I But capital accumulation came to less, 8—g per cent. only, if allowance is made
for the cost of transferring the ownership of capital which has been included in
expenses connected with investment.

* Op. cit., Tabies 54 and 55.

} Op. cit, pp. 194—5. But the net output of agriculture is inconsistent with
figures given elsewhere in the book, the net output of government services is to
2 large extent Juplicated in the net output of industry, and the net output of
dwellings seems to include the rent of business premises.

The estimates of Sir Alfred Flux {cf. Bowley, op. cit., pp. 128 et seq.) are based
rather on a short-cut expenditure method than on the eutput method.



TaBLE 8. The net national expenditure in 1937

(In million £’s)

A i B | c | D
Privace incomes . 4,733 | Private consump- i Private consump- i Private consump-
Covernment jn- tion 3,814 F tion 1,814 1 tion
come —o5 - Private saving 374 1 Private saving 374 | Government con-
Less . . . . Drirect taxes 545 [ Direct taxes 545  sumption
Transfers ~282 . Prvate cxpendi- J\ Private expendi- ¢+ Net _investment
' ture . 47330 ture 4733 | At home
. Government in-  Government con- i Net investment
. come —g5 | sumption 674 - abroad
| Less | Government sav- | National expendi-
i ‘'Transfers -28z  ing . . 91 ture at market
! Less . . | prices
' i Taxation .= 1,179 Less
i | Add . . Indirect taxes
Subsidies 37| less subsidies
Net national in- | Net nanonal ex- ! Net national ex- | Net national ex-
come at factor penditure  at penditure  at penditure  at
cost 4,356 . factor cost 4350 factor cost 4,356 |  factor cost

E
Private consump-
3.814| tion . - 3247
Government con-
674; sumption 662
| Consumption 3,909
521 private saving 3159
5 ] Government sav-
820 g . . 88
I Saving  (Invest-
. ment) 447
4,053 | -
|
Bt L I
| Net national ex-
i penditure at
4,356 | factor cost 4,356

Note. Transfer incomes, on the definitian used here, include social transfers only. The amount shown is before payment of taxes.
In sectivns B-D the constituents of national expenditure are given at market prices, in section E at factor cost. Direct taxes include

taxes paid by British residents, indirect taxes by British residents and the government.

LNO4LNO TYNOILLYN JLIAN
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contribution to social insurance, expenditure on advertising, postal
and other expenses.

The position of banks and other financial institutions is rather
perplexing. Services are rendered by banks to depositors and bor-
rowers altke but, whereas depasitors receive services free of charge,
borrowers pay in excess of the value of services obtained. The cost
of banking services should be deducted from the net output of in-
dustry.? But the national accounts will still not balance because the
value of banking services rendered to private individuals free of charge
has not been included in their income. For the sake of simplicity the
output of banks has been reduced in accordance with the definition
of the national income. .

The net output in 1935 of firms employing more than 10 persons in
the manufacturing, mining, and building industries has been recorded
as £1,6z5 mn,,? and Bowley estimated the net output of small firms as
£759 mn.,* giving a total of £1,784 mn. Omitting the net output of
railway workshops (£36 mn.) and government departments (£21 mn.),
which are included below, £1,727 mn. are left. 'T'he increase in pro-
duction between 1935 and 1937 was 14 per cent.,* the increase in
prices 6 per cent.,® and hence the increase in value was 21 per cent.,
giving a total of £z,090 mn. for 1937.

From this sum {100 mn. has been allowed for depreciation in addi-
tion to sums already deducted.® Employers’ contribution to social
insurance and the cost of workmen's compensation (£35 mn.), the
cost of advertising, postal and other expenses ({45 mn.) were also
deducted. On the other hand, the value of construction work on
sewage and drainage performed by local authorities (£8 mn.),” the
net output of joo,000 independent workers (£40 mn.),® and the value
of waste products re-worked (£12 mn.)* have been added, giving a
total of £1,970 mn.

! Bank interest (in excess of the costs of banking) is part of the net output of
industry.

* Census of Production, 1933, Final Report. 3 Op. cit., p. 125.

The Board of Trade index, not covering all industries, has shown a rise of
17 per cent. For other indusiries changes in employment have been taken into
account. “T'he increase in the output of small firms was 1z per cent,, assuming
that the Board of T'rade indices for individual industries are valid for small firms.

* Wayge rates have increased by 6 per cent., profits pec unit of output by 4 per
cent, Since salaries and rents must have fallen per unit of output, the average
can be put at & per cent.

° Cf. C. Clark, op. cit., Table 54.

7 Not included in the Census of Production.

8 (1, C. Clark, op. cit., Table 55.

* Cf. Bowley, up. cit, p. 127,
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Included in this sum is the net output of coal ‘mining, £130 mn,”
The net output of laundnes which was not included, can be put at
£25 mn.?> Bowley gives the net output of agricufture as £1g95 mn.,*
of fishing as £20 mn.,* from which £15 mn. has been deducted for
depreciation and other costs, making the net output of agriculture
and fishing f200 mn. 5 .

The net output of railways is obtained by adding the profits of
railway companies (£28 mn.) and wages and salaries ({108 mn.),
which give £136 mn. The net output of road transport, on the basis
of employment figures® and earnings in the industry, can be put at
£120 mn. The net output of shipping, docks, and other transport
similarly at £9o mn.

The net output of commerce, finance, entertainment, hotel, and
other services has been estimated by taking the number employed in
these industries in 19371, divided into operatives, managers (including
employers), and workers on their own account.? The numbers of
operatives and managers, classified according to sex, were analysed
by Professor Bowley distinguishing wage-earners, salaried persons
earning less than £125, and others.® The wage-bill and the amount of
small salaries paid in each industry has been estimated; the earnings
of shop-assistants are shown elsewhere,® This estimate has been
completed by making an allowance for salaries over £125, the earnings
of employers and workers on own account and for rent, and by
bringing the figures up to 1937, taking into consideration changes in
employment and rates of earnings.!®

From the net output of banking £20 mn. has been allowed for un-
paid services rendered to depositors.’” The net output of Rgofeqs:ons
includes £50 mn. profits.’? The net output of private domestic service -
is estimated as private expenditure on domestic service, excluding
employers’ contribution to social insurance.’

' Estimate based on data in the Report of the Ministry af Mines,

? Recorded in the Census of Production, 1924, as £16 mn. Since then employ-
ment and wage rates have increased.

? Op. cit., p. 100, * 1bid., p. 127.

* 'The gross output of railways {passenger and freight receipts) was £164 mn,

® The Motor Industry, 1939, gives 200,000 employed in public service vehicles,
220,000 1n public goods transport (that is, excluding transport in own lorries), and
23,000 1N faxis.

7 Census of Population, 1931, frdustry Valumes.

3 Op. cit,, pp. 70-1. Industrial groups XVII, XIX, XX, XXI, and XXIJ,
excluding teachers and nurses employed by the government and domestic servants.
? Bowley, op. cit., p. 78. ' 1bid., p. 92, for salary rates.

1 Cf. p. 56, above, 12 Cf, p. 62, below,
11 Cf. p. 249, below,
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The rateable value of dwellings can be put at £230-235 mn.,! and
it can be estimated that net rents came, on the average, to 88 per cent.
of the rateable value, that is, £205 mn.

TArLE g. The net national output in 1937

1. Manufacturing, mining (other than coal), and building 1,840
z, Coal mining . . . . . . . . 130
3. Laundries . . . . . . . 25
4. Agriculture and ﬁshmg . . . . . . 200
5. Railways . . . 136
6. Road transport . . . . 120
=. Shipping, docks, and other transport . . . 90
8. Commerce . . . . . 425
9. Banking, finance, and insurance . . . . 110%
10. Professions . . . . . . . . 160
11. Entertainment . . . . R . 55
12. Hotels, restaurants, pubs &c. . . . . . 65
13. Domestic service . . . . . . . 101
14. Dwelling houses . . . . . . . 203
15. Posta] services . . . . . . 63
16, Direct government services . . . . 4z1
17- Net income from investments abroad . . . 210
18.  Home produced net output . . . . . 4,146%
19.  Net national output . . . . . . 4,356%
* Deducting £20 mn. for banking services rendered free of charge.
TasLE 10. The net national output in 1937 (Swmmary)
Lmn. Per cent.
Agriculture and fishing . . . . . . 200 46
Mining . . . . . 150 34
N[anufacturmg and bu11dmg . . . . . 1,845 42-2
Transport and communications . . . . .. 410 94
Commerce . . 423 97
Finance, professmns and peraonai services® . . sio 116
Dwelling houses . 205 47
(overnment services . . . . . . 420 96
Income from abroad . . . . N . 210 48
NET NATIONAL OUTPUT®. . . . . . 4375 10000

(In million £'s)

* Not making a deduction for banking services rendered free of charge,

The net output of the Post Office is estimated from the Appropria-
tion Accounts eliminating engineering output covered by the Census

of Production.

The amount spent by the government and public

bodies on the direct purchase of services is estimated in Table 52.

Income from inv

estments abroad is the Board of Trade’s estimate.

' Based on the estimated amount of rates falling on dwellings, as given on p. 146.
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Net naticnal output is shown in Table g, a summary of which is
given in Table 10. "The output of primary industries {agriculture,
fishing, and mining} is 8 per cent. of the total, of secondary industries
{manufacturing and building), 42 per cent., of ternary industries
(transport, distribution and services) 31 per cent., of property (dwel-
lings and investment abroad) gl per cent., and of services sold to the
government g} per cent.

v. INVESTMENT AND SAVING

Total investment, which includes investment at home and abroad,
must equal total saving, which includes private and government
5av. 1ng €

Impersonal saving} includes the undistributed profits of companies
and {20 mn. for the business savings of private firms or individuals,
It is necessary to include the correction due to the valuation of stocks
causing unintentional saving or dissaving.’Impersonal saving and the
correction due to the vahuation of stocks are called business savmg*
Personal saving has been obtained as a residue, and is shown in
Table 11,

TABLE 11. Investment and saving in 1937 and 1938
(In million £'s)

. e laggzyaezs |l | 1937 | 1938
Investment at home . ‘ 521 | 423 Personal saving .1 28y | 153
| | Impersonal saving . | 185§ 170.
Investment abroad . | —s56 - --33 Correction for stocks | —g3 70
’ ‘ i Private savingt . | 3174 393
o ) I Government savingl. * g1 -z3
INVESTMENT® i 465 J 368 E SAVING . . i 465 368
* CE p. 250, below. T After provision for accrued taxation.

1 Cf. p. 42, above.

Personal saving consists of a number of constituents which, to
some extent, overlap and might include business saving.!, 1}t is possible
o dlStngUlSh certain types of saving, attributed to the workmg and
middle classes, which almost entlrely exclude business saving.

Working- and middle-class savings have been computed according
to various definitions? and are shown in Table 12. Personal saving

7 Tt is impossible to measure saving by Stock Exchange issues or by changes
m hank deposits because of over]appmg and saving by business.

* Cf. E. A. Radice, Sevings in Great Britain, ch. vi, and C. Clark, op. cit.,
Table 86. Both definitions ignore the cost of life insurance. No doubt there is
some duplication, for instance, a friendly society may buy savings certificates.
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consists of working- and middle-class (institutional) saving and other
saving. Obtained as a residue other saving was — £42 mn. in 1937
and — £152 mn. in 1938.!

TaBLE 12. Working- and middle-class savings in 1937 and 1938
(In million {’s)

1937 1938
1. Industrial and provident, and friendly societies,
increase in funds . . . . . 21'0 210
2. Industrial assurance, increase in funds . . . 256 269
3. Ordinary life insurance, incrgase in funds . . 419 280
4. Post Office and Trustee Savings Banks, increase in
deposits . 503 518
5. Post Office and Trustec ba\mgs Banl\s increase in
stocks held for depositors . 22 18
6. National Savings Certificates, increase in amount due
and accrued interest . . R 32 21
7. Building societies, repayment of mortgages . 871 866
8. Building saocieties, increase in amounts due to
shareholders and depositors . . . §1-7 432
5. Cost and profits of ordinary life insurance . . 162 17
1o. Cost and profits of industrial assurance . . . 27 27
ToraL . . . . . . . . 326 305
Tartal (Radice)* . . . . . . 283 261
Total (C. Clark)t . . . . 231 218
Working-class saving (Radme)I . R . 1554 154

* [tems 1-8.

-1 ltems 1-7.

1 ltems 1 and 2, two-thirds of 4, one-third of 5, 7, and 8, one-quarter of 6.
[tern 10 has also been included here,

vi. PERSONAL AND IMPERSONAL INCOMES

Non-personal incomes, as assessed for income tax,? consist of un-
distributed profits (before taxation and before off-setting business
losses), income on the invested funds of ordinary and industrial life
insurance companies, local government trading profits,”income of

! These figures should be treated with extreme caution. Colin Clark {op, cit,,
p. 191} maintains that the rich are, on balance, spending from capital, or spending
the proceeds of capital appreciation, which is dissaving from the social but not the
individual point of view. It is doubtful if this statement is borne out by facts if
the correction for stocks, undistributed profits, and institutional savings were
accurately estimated, and 1t must also be remembered that undistributed profits
are almost exclusively saving by the rich in a form which avoids surtax,

¢ For the last published figures see Inland Revenue Report, igig—zo; also
C. Clark, op. cit., p. 102.
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clubs, &c., andincome to residents abroad, The following estimates
were made for 1937:

£ mn,
Undistributed profits of companies . . . 240
Income on life funds . . . . . . 50
lL.ocal government trading profits . . . .35
Income of clubs, &c. . . . . . . 5
Income to residents abroad . . , . . 35
Non-personal incomes, assessed for income tax . 3bs

It can be estimated that for 1937 £3,330 mn. were assessed to
income tax, of which £2,065 mn. were personal incomes.

Taking into account non-personal incomes not assessed for income
tax and omitting income to residents abroad, the following estimate
of non-personal incomes has been made:!

£ o,
Undistributed profits . . . . . 240
fess Business losses . . . . . .-~ I§
Correction for stocks . . . . . . —95
Net undistributed profits . . . . . 130
National Defence Contribution . . . . 19
Income of life funds?® . . . . . . 6g
Income of non-profit-making bedies, clubs, &c. . by
(Government income . . . . . . —g5
Non-personal incomes . . . . . 190

Personal jncomes amounted, therefore, to £4,166 mn. excluding
and £4,448 mn. including transfers.

vil. INCOMES FROM THE EXERTIONS OF LABOUR AND FROM PROPERTY

The national income in 1937 consisted of [1,565 mn. rent, profit,
and interest and £2,791 mn. salaries and wages. Personal rent, profit,
and interest was £1,375 mn. or 33 per cent. of personal incomes.

The Inland Revenue distinguish earned and unearned incomes.}
Personal unearned incomes came to £780 mn.,* to which must be
added corrections to Schedule A assessments, income from small
property and savings certificates and the surplus of co-operative
societies, giving as pure personal profits of capital £888 mn. Since
salaries and wages are due purely to exertions of labour, mixed income
(due partly to labour and partly to capital) came to £487 mn.5

Typial examples of mixed incomes are incomes of farmers, small

! Before taxation and including interest on the national debt.

* Including costs allowed by preferential treatment for income tax.

* See p. 85 n., helow. + See p. 64, below.

* Farming profits (£50 mn.), earned incomes under 3chedule D ({410 mn.),
and other profits below the income-tax exemption limit (£23-30 mn.).
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manufacturing and building firms, professional men and artisans;
{Of manufacturing, mining, and building profits about £o® mn. was
earncd income,! of which a third was attributable to capital. In retail
trade £ 180 mn. profits were earned, one-fifth due to capital ;2 in other
distribution £10 mn., four-fifths due to capital. Professional incomes
were £ 50 mn., of which not more than £3 mn. can be attributed to
capital.* Of financial and other profits assessed £60 mn. were earned
incomes,* about half due to capital. Of farming profits (£50 mn.)
half was due to capital.® Of other profits below the income-tax limit
not more than {2 mn. wasYerived from capital. Of mixed incomes,
therefore, {150 mn. was due to capital and 337 mn. to labour.®

Incomes due to exertions of labour came, therefore, to f3,128 mn.,
personal incomes from property to £1,038 mn., incomes from all
property (inctuding government property) to £1,228 mn. Incomes
from property formed 23 per cent. of all personal incomes (exclusive
of transfers) and 28 per cent. of the net national income,

viii. THE SHARE OF GOVERNMENT IN THE NATIONAL INCOME

'The share of government in the net national income 15 defined as
the ratio of taxation (excluding taxation which arises in consequence
of the fact that money received in taxation is spent?) to net national
income at factor cost. In Table 5 government expenditure, excluding
all taxes paid directly or indirectly, has been estimated as £ 1,024 mn.
and taxation as £1,119 mn. Of the latter £40 mn. was consequential
upon expenditure to cover the negative income of the government.
Net taxation was [1,07g mn. or 248 per cent. of the net national
income. 152 per cent. of the net national income was directly con-
sumed, z-o per cent. directly saved by the government, 6-3 per cent.
indirectly consumed or saved through transfer incomes, and 1-3 per
cent. through the government income being negative.

It can also be said that the proportion of the private to the govern-
ment sector of the economy was almost exactly 3 to 1.

! 25 per cent. of all profits in *Manufacturing, Preductive, and Mining Industries’
(Howley and Stamp, The National Income, 1924, p. 51 10.),

2 Cf. Stamp, The National Capital, p. z2. 3 Cf. ibid.

* Bowley and Stamp, loc. cit. (obtained as residue).

5 Assuming the vield of farmers’ capital (as estlmated by Stamp, op. ?t p. 1%}
to be 5 per cent. .

¢ The figures are based on calculating the retum an capital had it been invested
in joint-stock companies, rather than estimating the retums on the labour of the
owners had they had no property.

7 Taxes paid out of government expenditure, government saving, and the
negative income of the government.
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THE DISTRIBUTION OF INCOME AND CAPITAL

'T'HE national income has been divided on p. 61 into personal and
non-personal incomes. Personal incores, called actual sncomes, arc
assessed for income tax, except incomes below the tax exemption
limit.  Corrections have to be made, however, for various items re-
garded as actual income but excluded from the Inland Revenue’s
definition of income.

Non-personal incomes consist of imputed incomes, that is, incotnes
which are imputable to persons, and public income which is un-
allocatable except on the basis of arbitrary assumnptions.

In this chapter first the distribution of actual incomes and secondly
the distribution of imputed and attributed incomes is obtained, which
together give the distribution of the whole national income among
producers.

1. THE DISTRIBUTION OF ACTUAL (PFRSONAL) INCOMES

The distribution of incomes can best be obtained from income-tax
and surtax statistics. L'or purposes of income tax, however, the in-
comes of husband and wife are regarded as one and therefore the
distribution of incomes according to income recipients is not available,
Nor is the distribution according to economic families available,’
since the incomes of supplementary earners are not included with the
incomes of husband and wife.? The distribution available refers to
income-tax families, that is, to the joint income of husband and wife,
maintaining husband, wife, children under 16 (or over 16 if continuing
cducation), and persons incapacitated by old age or infirmity.}

According to income-tax statistics there were 10,000,000 incomes
over {125 in 1937, the total amount of which was £2,065 mn. The dis-
tribution of the number and amount of incomes according to ranges of
income has been estimated in Appendix D and is shown in Table 13.

The distribution of actual producers’ incomes and all producers’
incomes was obtained with reference to this distribution. T'he ranges
of income throughout this inquiry refer to incomes assessed to income
tax, but the amount of incomes corresponding to these ranges also
includes incomes not assessed to tax and imputed incomes.

! Economic families are taken as defined in social surv eysthat is, persons living
"Jguher and enjoying a commen standard of living.
* Supplementary earners usually include unmarried sons and daughters above
the school-leaving age living at home.
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TaBLE 13. The distribution of incomes assessed for income tax, 1937

Number of | Amount of | Earmed Unearned | Proportion

Range of tncomes incomes fncome income income unearned
£ | Lmn. | L L mn, .‘ %

125-150 | 2,370,000 315 i 2684 66 | 53 #
150-175 ! 1,960,000 arx | 2913 19°5 63
175-200 | 1,450,000 266 2480 180 | 6-8
200-250 1,570,000 346 | 3194 2606 77
230—300 r 820,000 222 . 1939 2601 11-8
390-400 ! 740,000 250 204'0 460 184
400-500 328,000 ] 144 1069 37-1 257
so0-Ho00 \ 185,000 | 100 690 o 310
6oo-Boo | 190600 | 120 8o0-8 482 3174
800-1,000 g98.goa | 87 493 377 434
' 1,000-1,500 ’ 121,200 ; 145 ~ 762 | 683 471
1,500-2,000 . 55,700 95 465 48:5 s1°0
2,000-2,500 29,000 1 67 | 3t 339 536
2,500-3,000 l 18,900 | s | 221 289 567
3,000-4,000 21,600 75 0 303 | 447 506
4,000-3,000 i 11,800 | 52 200 | 320 615
5,000-6,000 | 7,100 40 ' 149 i 25°1 628
6,000-8,000 \ 8,000 ‘ 54 190 . 350 649
8,000-10,000 ; 4,000 | 16 12°5 235 654
10,000-15,000 [ 4,600 | 35 17°3 377 686
1§,000-20,000 | 1,700 20 83 20°5 707
20,000-39,000 ‘ 1,200 29 83 207 755
39,000-50,000 | oo 24 1 68 17°2 i 717
50,000-100,000 ! 400 24 55 18-5 770
100,000 and over 100 19 [ 23 16-7 : 88 °
TnnL i 10,000,800 ‘ ,96; i 2,185 7800 | 26 3

o | B B Y — .

[25-250 2,350,000 ‘ 1,238 11573 . 8oy | 65
250-500 . 1,888,000 | 616 | 5068 . 1092 1777
300-1,000 ‘ 474,500 | 316 ’ 1957t 1 1169 ‘ 370
t,000-2,000 P 176,900 i 240 1232 | reHB 487
2,000-10.000 ‘ 101,300 ‘} 375 1499 0 2251 6o-o
10,000 and over | 8,600 i 1o : 487, 1313 729

The number of incomes shown in Table 13 refers to the number
of tax returns and not the number of income recipients. F ke
of comparison the number of incomes under £125 should b en
in the same terms, but such an estirnate would be misleading because
the proportion of incomes of women and young persons is far greater
under £125 than 4n the income-tax area, and these persons usually
do not have dependants to be maintained out of the same income.
Moreover, the total number of incomes is a very ambiguous concept
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since it has to be arbitrarily decided whether recipients of social
income should be included or not, and also whether incomes below
a certain limit should be included or not.!

In Appendix F an attempt has been made to construct a distribution
of labour incomes under £2350 in order to supplement the distribution
above £250 as shown by income-tax statistics. But such an attempt
does not yield satisfactory results with the information at present
available. The basic data refer to weekly Full-time w ages from which
it is very difhicult to derive a distribution of annual earnings because,
apart from factors like overtime and short time, the incidence of un-
employment and sickness cause a greater spread in annual earmings
than the spread of weekly wages and it is almost impossible to make
proper allowance for these factors.

Instead of these alternatives, the number of persons in each range
of incomes has been estimated irrespective of whether they were
income recipients or not. For groups in the income-tax area all
members of the income-tax family were included, that is, persons on
account of whom income-tax allowances were claimed, each counted
as one. It was found on p. go that the average number of persons in
the income-tax family was 257 and therefore the number of incomes
in each range has been multiplied by this figure. The number of
persons with incomes under £125 was obtained as a residue, knowing
that the population was 47,300,000 in 1937. The distribution of the
number of persons according to income is shown in Table 14.

In addition te incomes assessed for income tax, the distribution of
actual producers’ income must include interest on saving certificates,
the surplus of co-operative societies, and the correction for under-
assessments in Schedules A and B. Interest on saving certificates
(£18 mn.)was distributed as on p. 266, co-operative surplus ({25 mn.)
in proportion to working-class life insurance premiums paid,? and
the corrections under Schedules A and B (£10 mn.) in proportion to
real property owned as given in Table 77.

The amount of income under £ 125 was obtained as a residue, given
the total amount of actual producers’ incomes, £4,166 mn. The
results obtained are shown in Table 14, and it should be noted that

! It is, for instance, difficult to exclude the number of unemploved persons,
since most of them were emploved for part of the year. Also, if no lower limit
of income is taken a great number of persons, for instance, children with a small
Post Office Savings balance, must be regarded as income recipients.

? An estimate of life insurance premiums paid is shown in Tables 21 and 24.
It is taken that the amount of premiums paid by persons with incomes under {250
is equal to premiums for industrial assurance.

4839 F
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the figures include all income which can be regarded as personal
income except social transfers.

TasLE 14. The distribution of actual producers’ (personal) incomes in

1937*
Range of ' Number of Actual producer's | Average
fHeomes : persons tncomes mcome
{Thousands) £ mn. £ per head
Under f125 21,800 1,159'C 53
125-150 6,050 3204 335
150-175 5,000 316'5 63
175-200 3,700 2713 73
200-250 4,000 353'4 88
250~300 2,060 2247 108
300-400 1,890 253'S 134
400500 836 1458 174
j500~600 471 1013 215
bHoo—8oo 480 130°% 268
8oo-1,000 252 879 145
1,000-T,500 300 146°3 474
1,500-2,000 142 959 675
2,900-2,500 763 675 88y
2,500-3,000 482 51°4 1,070
3,000—4,000 551 756 1,370
4,000-5,000 3001 52°4 1,740
5,000-6,000 184 403 2,230
6,000--8,000 204 544 2,670
8,000-10,000 1072 363 3,560
10,000-15,000 11y 854 4,740
15,000-20,000 43 29'2 6,300
20,000— 30,000 31 292 9,420
30,000-50,000 15 242 16,250
50,000-100,000 1o 24'2 24,200
100,000 and over o3 19°2 64,000
ToTaL - 47,300 \ 4,166'0
AVERAGE . . i . . 88

* Inclusive of interest on the national debt but nat transfers.

In this distribution supplementary earners (mostly unmarried sons
and daughters) are usually put into a lower group than the chief
earner of the family, though they are likely to pool their incomes and
have the same standard of living. By this pooling of incomes the
standard of living of the persons maintained by the chief earner may
rise ar fall according as the supplementary eamnet’s income is more or
less than the income per head in the income-tax family.! This argu-

! For instance, 2 married man with {1,000 has a son earning f200. Average
income in the income-tax family is f50e, in the economic family, £400. Burt if
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ment explains the small difference between average income for persons
in the range under f125 and £125-250, as shown in Table 14.!

A summary is given in Table 15, which alse shows the relative
distribution of the number of persons and the amount of income.

TasLE 15. The distribution of actual producers’ (personal) incomes in
1937 (Summary)

Average income

Raunge of tncomes ‘ Number of persons ; Amount of incomes per head
L (Thousands) | £ mn. £
(r) _ (z) (3)
Under £125 | 21,800 : 1,150 53
125250 [ 18,750 ' 1,262 67
250—500 l 4,316 | 624 130
500-1,000 1,209 l 320 265
1,600—2,000 ‘ 431 ‘ 242 535
2,000-10,000 | 258 378 1,460
10,000 and over 22 ! 181 8,270
Torw .. azae | 466 | B8
Under f250 40,550 ‘ 2,421 bo
()\cr [250 ; 6,750 } 1,745 zbo
‘ . Ratw of average
% % to the national
average
_ (I) (2) (3)
Under £123 ; 46-1 27-8 o6
125-250 396 303 o8
250-500 ‘ 102 ! 150 15
500—1,000 26 777 3o
1,000-2,000 10 58 5-8
2,000-10,000 o' o 18
ra,000 and over 005 43 g6
ToraL : 100°0 10070 io
Under f£250 857 | 581 o7
Over £250 14'3 : 41'9 29

i

One-twentieth of 1 per cent. of the population has disposal over 4 per
cent. of the amount of income, one-half of 1 per cent. over 10 per
cent., 5 per cent. over 3o per cent., and 10 per cent. over 35 per cent.
In other words, one-quarter of the amount of income accrues to 4 per
& married man has an income of £1so and five children, three of whom are at
school, while the others have incomes of [80 and {50 respectively, the average in
the income-tax family is £30, in the economic family £40.

' The reason why average income does not fall within the ranges indicated is

?hat the range refers to the income of the income-tax family and the average to
Income per person and not income per family,
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cent. of the population, one-half to 23 per cent. and three-quarters
to 55 per cent. "

ii. COMPARISON OF THE DISTRIBUTIONS OF INCOME AND CAPITAL

The distribution of actual (personal) incomes can be compared
with the distribution of personal capital, and it will be found that the
distribution of capital is even more unequal than the distribution of
incomes and, in fact, is the main cause of the inequality of incomes,

The distribution of capital is discussed in Appendix E. It was
found that of the total personal capital of £21,000 mn., {20,100 mn.
consisted of 8,150,000 estates of 100 or more. Because a great
numhber of estates are owned by women (a higher propoertion of
estates than of incomes}),’ the number of persons in the family per
estate is less than per income-tax return (which was 2-57), and can be
putat 1-8.2 If this is so, then £20,100 mn. is owned by families which
contain 15,000,000 persons, that is, 31 per cent. of the population.
The cumulative percentage distribution of the numbers and amount
of personal incomes and estates is given in Table 16. The two dis-
tributions, represented by Lorenz-curves, are compared in Figure 1.

TaBLE 16. The distribution of personal tncomes and estates in 1937

Incomes Estates

I
|
i
i

Cumulative number l Cumulative | Cumulative number | Cumulative

of persons ' amount : of persons armount
% T %ol %
001 23 Q01 98
005§ 43 | o006 1833
ob 13°4 : (=3 390
16 9z | 13 | 547
42 269 2'5 658
144 419 84 ! B39
306 56-g 161 [ go-7
540 7z'2 ! 310 | 958
160°0 1000 1 100°0 | 100°0

It can be seen that one-ten-thousandth of the population possessed
10 per cent. of all private capital and one-half of 1 per cent. possessed
40 per cent. 'T'wo-thirds of the amount of private capital were pos-
sessed by 25 per cent. of the population, while two-thirds of the
population possessed only 4 per cent. of private capital.

' See p. 114,

? The fipure may be higher for small estates, but this is balanced by the fact,

suggested on p. 259, that the number of smail estates may have been somewhat
overestimated.
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The index of the degree of inequality® is 0-70 for the distribution
of income and 1-76 for the distribution of capital, thus the inequality
of capital is far greater. No doubt some of the inequality of incomes
is caused by the inequality of capital, but it is difficult to express this
factor in quantitative terms, Assuming that the distribution of labour

e
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Fic, 1. Distribution of personal incomes and estates, 1937,

incomes is not affected by the distribution of capital (which is not the
case), the index of inequality of incomes would fall to o5 if there
were no incomes from capital and to o-4 if capital were equally dis-
tributed.* Taking account of the probable effect of the distribution
of capital on the distribution of labour incomes, the fall in the index
of inequality would be even greater,

' The ratio of twice the area of the segment enclosed by the curve and a diagonal
of the square, to the area of half the square. For an equal distribution, represented
by a diagonal, the index is o, for a perfectly unequal distribution, represented by
wo sides of the square, it is 2.

* Lorenz curves, of the type shown in Fig. 5, can be represented by three
straight lines. It was assumed that there is a considerable overlapping in the
vwnership of large estates and incomes, that 3} per cent. of the population included
3 per cent, of both the largest estate owners and the largest income recipients,
and 28 per cent. of the population included 25 per cent. of both,
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1. IMPUTED INCOMES

The most important kind of imputed income is undistributed
profits. It has been pointed out by Messrs. D. G. Black and R. S.
Edwards that the various calculations on the burden of taxation,
restricted to actual incomes only, present a fallacious picture.” The
error introduced is not a random cne but has a definite bias. Calcula-
tions referring to fully earned incomes are not affected, but the case
of investment incomes is as follows. ©

"Of the amount of profits of a company not paid out in dividends
but put into general reserves, as much is imputable to each ordinary
shareholder as he would receive if all profits were distributed. But
whereas income tax and surtax are paid on dividends at an increasing
marginal and, therefore, an increasing average rate, undistributed
profits are always taxed at the standard rate of income tax. As the
average rate of income tax and surtax on a given income is more or
less than the standard rate, more or less tax would be paid if profits
were wholly distributed.? It follows thatvhe taxation falling on higher
incomes is always overstated, on lower incomes (though not to a
mgmﬁcant extent) understated, and it is desirable that calculatlons
on taxation should take into account undistributed profis.”

"This line of argument can be developed in two directions. It can
be shown that the conclusions of Messrs. Black and Edwards do not
exhaust the subject and that the omission of imputed income from
_ calculations on the distribution of taxation causes a greater bias than
is realized, and also that the concept of imputed income can be
generalized to refer not only to undistributed profits but to all
constituents of the national income not included in actual income.

Undistributed profits pay income tax at the standard rate and some
indirect taxes on production in general (which fall on investment
goods). It can be assumed that undistributed profits are capitalized
together with profits paid out and are reflected in share values. Part
of the capital taxes (death duties and stamp duties on the transfer of
praperty), therefore, falls on undistributed profits and also part of

' ‘British Income Tax and Company Reserves’, Review of Economic Studies,
1937-8. The criticisin does not apply to the calculations on p. 99 of The Burden of
British Taxation.

2 If the standard rate of the tax is 55, in the £ but the marginal rate of income
tax and surtax is 155. in the £ for an individual, of £1 marginal distributed profits
he would pay 13s. in taxation and would be able to reinvest 5s. in the company.
If, however, profits are not distributed, he is able to reinvest 155. and pays ss.
only in taxation.
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N.D.C. ‘Hence the burden of capital taxes is overestimated if related ]
to income paid out only.!} '

Let us consider an individual having £10,000 from dividends on
which the rate of taxation, inclusive of death duties,? is (say) 60 per
cent. If we consider his imputed income also, his total income would
he £15,000, but the rate of taxation on it only 50 per cent., since un-
distributed profits paid tax at the rate of 3o per cent. only. The bias
is, therefore, dependent on the relation of the rate of all taxes to the
standard rate of income tax, with an allowance for general indirect
taxes.

Generalizing the concept of imputed income, business savings
should be considered rather than undistributed profits; that s, a
deduction should be made for losses not allowed by the Inland
Revenue and a correction made for the apparent but not real saving
due to the valuation of stocks. When prices are rising business
savings are less than undistributed profits, when prices are fatling
they are more, and correspondingly business savings pay tax at more
ot less than the standard rate of income tax. Income tax on undistri-
buted profits amounted to £60 mn. in 1937, but should be related
not to £240 mn. undistributed profits but to business savings which
came to £130 mn. only. This is equivalent to a tax of gs. 34. in the £.

N.D.C. has been deducted from profits assesscd for tax and it must
he imputed to the same persons whose profits have diminished. For
practical purposes N.D.C. and business savings could be treated
together, and on this basis £7¢ mn. tax has been paid on £149 mn.
gross business savings, or at the rate of 10s. 7d. in the [.

Life insurance is always favourably treated by the British income
tax. In the first place, income-tax relief is granted on the premiums
paid;? in the second, income on the invested funds of life companies
is taxed at less than the standard rate by giving certain concessions
not granted to other business. If an individual saved, the rate of
nterest at which he was able to accumulate was the gross yield of
capital discounted for the marginal rate of income tax and surtax. If
the gross yield was 4 per cent. and he paid 15s. in the marginal £, his

' Assuming that income has been ecapitalized at yields referring to paid-out
profits only, which is the usual case. The vield of ordinary shares was 44 pet
¢ent, in 1937 and therefore the yield, taking account of undistributed profits, must
hiave been 7% per cent.

* Caleulated by the normal method, that is, with rates of capitalization which
are too low. For this reason no additional death duties are to be taken into account
when imputed incomes are considered, though part of the total should properly
fall on imputed incomes.

* Cf pp. 86 and g1.
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net rate of interest would be 1 per cent. Insurance companies, on the
other hand, were able to offer policies which implied a net rate of
interest of 2 per cent. in 1937. This rate not only covered costs
(which still had to be met by the private investor from the above
1 per cent.) but the life insurance relief made the virtual rate, net of
tax, 2} per cent. With a gross yield of 4 per cent. the return on life
insurance policies was greater than on personal saving for persons
with incomes over {2,500, but less for persons with smaller incomes.

The income of ordinary life funds was £49 mn., on which £11 mn.
income tax was paid, of industrial life funds £20 mn., on which
£1'5 mn. was paid, at the virtual rates of 4s. 6d. and 1s. 6d, in the £,
relgspectively.

"'This income is imputable to holders of life policies in proportion
to the yield of the assets and the cumulative amount of premiums
paid, with an allowance for costs. 'The income of societies and clubs
is similarly imputable to their members.

The allocation of imputed incomes raises certain statistical diffi-
culties, but it 1s theoretically clear to whom the income should be
imputed. The allocation of public income, on the other hand, raises
theoretical difficulties. Several arbitrary alternatives offer themselves.
The State can be treated as any other society and its income imputed
to the ‘members’, an equal amount for each. Or, it could be assumed
{since public income was negative) that the true income of taxpayers
was less by the amount of taxes paid to cover negative government
income. Instead of either of these assumptions a third one was
adopted, namely, that in the absence of government income total
income from capital would be the same,” and that the relative dis-
tribution of incomes from private capital would also be the same (that
is, incomes from private capital would be proportionately less if
public income, instead of being negative, was zero).

1v. THE DISTRIBUTION OF IMPUTED INCOMES

The total of non-personal incomes was £19o mn., which can be
classified in the following way.? Businesssavings, that is undistributed
profits before payment of taxation, less losses not allowed for and
a correction for the valuation stocks, and N.D.C. amounted to
£149 mn. Of this sum £145 mn. can be directly attributed to persollns,

' See also on p. 34. Since the government's negative income was due 1o bor-
rowing in war-time, it is reasonable to assume that the amount of the national
capital would have been the same had the government covered a larger part of its
war expenditure by taxation. On the other hand, private capital would have been
less by the amount of extra taxation. * See also p. 61, above,
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while £4 mn. accrued to life furids, non-profit-making bodies and the
government, on account of their holdings of ordinary shares. The
income of life funds, including part of the above £4 mn., was {71 mn.,
of which £51 mn, accrued to ordinary and £20 mn. to industrial
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TAaBLE 17. The distribution of producers’ income in 1937
{(In million £’s)

Range of

Under £125
125-1350
150-175
175-200
200-250
250-300
100-400
400-500
5o0-600
Hoo-Boo
800-1,000

1,000-1,500
[,500—-2,000
2,000-2,500
2,500—3,000
3,000—4,000
4,000-5,000
5,000-6,000
6,000-8,000
8,000~10,000
10,0001 5,000
13,000—20,000
20,000-30,000
30,000—50,000
10,000—1 00,000

Imputed

11-8

244

Unadjusted
producers’
1come

1,176
328-2
3231
2773
3612
2206
2626
154°1
109°3

| 1433

| 983

i 166z

110-8

=88
6o
Bo-4
6z1
479
640
435
672
357

; 159

l 299

303

L 241

| 4410

L

i |
Earned | Unearned ‘l Public Total
freome | trcome | income income
e ! —_
1,088 a 88 | —42 l1,172
2984! 298 - 14 3268
2916 ‘ 315 —1°5 3216
2480 293 —14 | 2759
3194 418 =20 | 3592
IS0 337 . —1b 2280
' 2040 586 ! —z28 | 235098
% 1669 472 —2-2 151'g
| fbgo| g0'3 ~1g9 | 1074
80-8F 625 | —39 140'3
C493| 490 —23 96-¢
| 767 895 ~43 | 1619
| 465 643 —31 | 1077
s 3rrl ogr7 1 —23 765
227 384 —18 587
| 3031 591 ~28 86+6
l‘ 2000 ¢g227 . —z0 | bot
L z1g9! 330 | —16 | 463
L Ige ’ 459 —22 627
I 125 I gre —15 420
’ 17'31 199 —z4 648
! &5 272 | —r3 344
&2, 276 ¢ —1r3 ; 346
‘ 6-8 I 23-I l —1I'1 L 28-8
55| 298 | —12 | 29%
23 218 —10 | 231
|3,273 0137 | 54 ja3s6

tompanies. The investment income of non-profit-making bodies
and clubs was, together with part of the above £4 mn., £69 mn., of
which £28 mn. accrued to societies and £41 mn. to public charities.?

The negative income of the government was £g5 mn.

Business savings imputed to persons and N.D.C. ({145 mn.) were
distributed in proportion to the value of shares shown in Table 77.

' For the distinction of societies and public charities cf. p. 16, above.
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It was assumed that shares are distributed between income groups
at random, that is, in all income classes the proportion of ordinary
shares to the value of all shares, and the proportion of business
savings out of earnings of ordinary shares, was the same.

The income of life funds is imputable to policy holders; the income
of ordinary funds to persons with incomes over £230, and the income
of industrial funds to persons with less than f250. The investment
income of societies accrued mainly to working-class societies, such
as trade unions, industrial, provident, and friendly societies, and
therefore it can be assumed that £22 mn. is imputable to the classes
under £250 and £6 mn. to those above that level. A total of {42 mn.
was imputed to the classes under 250, and £57 mn. to those over
{250 in proportion to life insurance premiums paid.!

Public income consists of the income of the government and public
charities, giving a negative total of £54 mn. This income was called
attributed income, 1n the sense that an arbitrary assumption has to be
made for its allocation. For reasons given above, attributed income
was distributed in proportion to investment income, inclusive of
imputed investment income.

‘The allocation of imputed income and public income to income
groups is shown in Tables 17 and 18. The tables also show the
distribution of unadjusted producers’ income (actual and imputed
income) and the distribution of total producers’ income. Unadjusted
producers’ income is divided into earned and unearned income.?

The inequality of distribution of all producers’ income is greater
than that of actual producers’ income. The chief reason for that
is the great inequality of imputed income. Of business savings,
amounting to {145 mn., only £3 mn, accrued to the classes under
L250.

The proportion of unearned income rises with income. Itis 74 per
cent. for incomes under £125 and over go per cent. for incomes over
£100,000. The average proportion of unearned incomes was 26 per

P cent. of all incomes, but unearned incomes were two-thirds of all
; incomes above {1,000.

! The income of life funds belongs to policy holders and it can be assumed that
the part belonging to each is proportional to premijums pard, account being taken
of the nature of the pulicy, whether itis ordinary or industrial. It is also assumed
that the distribution of membership of societies is similar to the distribution of
premiums paid, the classes under and over £z50 being considered separately,

? The whole difference between unadjusted producers’ income and personal
incomes assessed for tax consists of uneamned income. Incomes under fiz5 on
the income-tax definition were £1,148 mn., of which £60 mn, was unearned.
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Five per cent. of the national income accrued to one-twentieth of
1 per cent. of the population. 15 per cent. of the national income
accrued to the classes paying surtax (over £2,000), or one-half per
cent. of the population. The classes with £10 a week or more, forming
4 per cent. of the population, had 29 per cent. of the nattonal income.

TasLE 18. The distribution of producers’ income in 1937

(Summary)
| f { Unadjusted . | |
Range of | Number of | Actual | Imputed . producers’ ~ Earned . Unearned  Public -
incames | perions | dincome ! inceme | dncome - dncome  income | income Total
£ | (T'housands) ‘ L mn. | £ mn. Lmn. | Lmn, Lmn. | [mn '
Under £128 zr,800 1,18y 17 1,176 . Tedé .23 —4z 1,172
125-250 18,750 1,202 28 5,290 ., 1,i57 132 —63 11,284
250-500 4,816 624 23 636 i 507 146 1 —66 | bga
500--1,000 ' 1,204 t 320 31 151 | 99 sz | — 7'2 144
1,000-2,000 451 ' 242 35 277 123 ) 154 -4 270
2,200-10,000 258 378 59 447 I50 297 —142 433
10,090 and over 22 | 181 42 ! 223 | 49 ! 74 | —83 ! 2158
Ctotan 47,300 } @166 | 244 | a0 3,073 | rz17 - 542 4,356
N T : T T T T
Urder Laso 40,550 2421 | 45 2,466 2,245 zze - 105 2,456
QOver {230 6,750 | 5,745 | 199 [ 1,944 | Z,028 | 9I7 | —43'7 5901
; l Unadyusted | Unearned ; Crmula-
Range aof | Nwmber of  Actual | producers’  Earned Unearned income in | Total tive
tneoney | persons  income | income | Tncame | income | all income ' income | total
& Lo % T
Under £125 1 465 | 278 26007, 3xz 7 75 . 2609 100°C
125 239 ' g6 303 29-2 | 353§ e . rey 129§ 731
250-500 Coaoez ’ 150 147 15'5 123 | ozze a7 436
300,600 | 26 | 77 . Bo | 61 134 l 43'3 . 79 | 28-p
£,000-2,000 1o 58 63 38 133 552 | bz | 210
2.900-10,000 | o5 [ g1 | 161 | 46 161 6865 | 99 148
12,000 and over ces | 41 \ 50 5 t5:3 1 g4 1 4y | 49
ToTaL tooo | 1oe0 ! 1000 ! 1000 . 10070 258 ! o0e 0 —
Under £z50 857 sB1| 559, 685 193 &g . sbg | —
(her {as0 133 419 4t o315, By | oyrz D oaye ! —

The working classes, that is, the classes under £250, formed 86 per
cent. of the population but received only 56 per cent. of the national
income,

In Part 1I an investigation is made into how far the inequality of
incomes is mitigated by the interference of the government, In the
first place, transfer incomes will be distributed and direCt taxes
deducted from nominal incomes. Later, available incomes will be
revalued at factor cost instead of market prices, that is, ap allowance
for indirect taxes and §ubsidies will be made. Finally, {ovemment
expenditure on goods and services is distributed among the income
groups,

.\



PART 11

v
SOCIAL TRANSFER EXPENDITURE

i. SOCIAL TRANSFER EXPENDITURE

In this chapter social transfer expenditure by the government will be
distributed between income groups, and in the following chapters
payments of direct taxes will be allocated, to arrive at private expen-
diture on consumption and saving, in the various income groups,
valued at market prices.

According to the definition of Pigou government expenditure is
transfer expenditure ‘when no using up of real resources at the order
of the government or of foreigners to whom it makes payments is
implied’.' In the analysis of government expenditure on pp. 39 and
47-8 it has been found that social transfers, apart from subsidies,?
included the following items, giving a total of £264 mn.:

£ mn,
Unemployment insurance and assistance . . Bz3
Public assistance {outdoor retief) . 5 . . 234
Civil pensions . . . . . . . 92°5
War pensions . . . 402
National Health Insurance (cash bcneﬁts) . o231
Education {cash aid to students) . . . ozz

In addition to direct expenditure by the government, the amount
paid for workmen’s compensation ({104 mn.) and benefits paid out
by trade unions and other friendly societies (£8 mn.) have been re-
garded as transfer expenditure. The former is paid in accordance
with express legisiation and is in all but administrative respects a
government transaction; the latter is to a great extent a substitute for
government expenditure,?

The above items of transfer expenditure are distinguished from
other benefits of social expenditure by being, almost exclusively, cash
benefits. With the exception of £1-3 mn. war pensions, not included

' Op. cit., p. 19. But, as argued on pp. 31-4, above, interest on the national
debt is not regarded here as transfer expendlrure but as negative government
income. Hence all transfer expenditure is part of social expendlture and can be
called social transfers.

* Bocial transfers mean direct transfers only. For subsidies see Ch. X1II.

* e.g. railwaymen are excepted from unemployment insurance because similar
benefits are provided by their own unions,



SOCIAL TRANSFER EXPENDITURE 77

above, the items enumerated are paid to residents in Britain. The
cost of administration and finance of social transfers has been regarded
as real government expenditure.’ :

UNEMPLOYMENT BENEFITS

In 1937 the following insurance and assistance benefits were paid
out:

£ ’ooo

Unemployment insurance, Great Britain:
General Account . . . . . . . 33,160
Agricultural Account . . . . . . . 455
Transitional Payments . . . . B,6as
Unemployment assistance, Great Bntam . 3b,740
Unemployment insurance and aspistance, N. Ireiand . 3,265
Torar. . . . . o“? . . . - . Bz2,263

Including transitional payments with assistance benefits? and dividing
pavments in Northern Ireland proportionatelv between insurance and
assistance, a total of £35-0 mn. was paid in insurance and £47°3 mn,
in assistance benefits,

Insurance benefits were payable to persons in unemployment who
had paid 30 weekly contributions in the 2z years preceding the claim;
no bepefit was paid during a ‘waiting period” of 6 days and claims
werf;!\xhausted after 26 weeks. The scale of benefits varied with the

d sex of the insured person, with additional benefits for depen-
dants. Allowances by the Assistance Boards were generally payable
to persons ineligible for insurance benefits, in most cases persons who
had eéxhausted their rights after 6 months of unemployment. It can
be assumed that none of these persons had an earned income in
excess of fr125.

In 1937 of persons registered as unemployed 49 per cent. received
insurance benefits, 40 per cent. allowances, and 11 per cent. no bene-
fits.3 The average period for which insurance benefits were paid was
2 months and, therefore, the number of claims in any year is six times
the average number of claims at any particular time. It can be esti-

' See p. 206, below,

* During 1937 the Assistance Board took over some of the functions of
the insurance Fund. 'The amount of transitional payments shown was issued
before the appointed day (1 April), after which assistance benefits were substituted
for them.

! Tt is difficult to compare the rates of insurance and assistance benefits because
of the great local variation in the latter and the lack of information on the subject.
It can be observed, however, that there was no significant difference between the
@verage rates,
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mated, from the distribution of the number of unemployed according
to age and sex, that the distribution of benefits for insured persons
was the following:

£ mn.

Boys and gitls, 16-17 . . . . . o4
Men and women, 18-20 . .\ . . 16
Adult men . . . . . . . 182
Adult women . . . . . . 52
Torar . ; . . . . . 254

Hence f25-4 mn. was received by mnsured persons on their own
account and £g'6 mn. for their dependants. If the numbers of
dependent adults and children were the same this amount is consistent
with 350,000 adult and 350,000 child dependants; if there were two
dependent children to one dependent adult there must have been
280,000 adult and 560,000 child dependants. Most of these were
probably dependants of adult men claimants whose own benefit is,
therefore, increased by 53 per cent. on account of dependants.

Samples are available showing the distribution of the length of the
spell of unemployment for age and sex groups;’ similar distributions
are available for claimants of allowances, hence it is possible to obtain
a distribution for claimants of benefits. Benefits will be distributed
according to the method described on pp. 282-4.2 The distribution
of benefits and allowances is shown in Table 19.

PUBLIC ASSISFANCE (OUTDOOR RELIEF)
It can be reasonably assumed that the whole amount of benefits
was paid to the income group below f123.

CIVIL PENSIONS
The following amounts of civil pensions were paid in 1937:

£ ‘ooo

Old age pensions— .
Age 6570 (contributory) . . . . 21,270
Age over 70 (non-contributory) . . . . 46,485
ToraL . . . . . . . . 67,755
Widows' and orphans’ pensions {contributory) . . 24,710
ToTat . . . . . . . . 92,465

1 See p. 283.

* For instance, the total amount of benefits for persons suffering a spell of
unemployment lasting 2~3 months has been estimated. The distribution of earn-
ings of these persons was estimated on pp. 282—4, below. Benefits were allocated
in proportion to this distribution and an allowance has been made for benefits 1o
dependants.



TABLE 19. Social transfers

| Unemployment : { ' , Benefits r
Range of ‘ benefits and Public Crril War Hea!rh | Education | Workmen's | by
theames | ah’mmnres assistance | pensions | pensions | beneﬁ!s a!lau'ances | campemaﬁon Total | mnetzes Total
s ' ,ﬂ oog £ 'o00 £'aa0 ‘ Lleoo | Looo ! . {’ooo ‘ £'o00 L7000 \ £ 000 ,5 000
Undwﬁl:s‘ 67,540 23,350 86,170 | 24985 1 15,400 | 270 | 8,350 225,865 | 5710 | 231,575
125-150 5440 — 2,715 I 5,145 2,950 | 190 945 17.385 880 | 18,265
150-175 | 4,810 — 1,300 . 4,225 | 2,28 | 350 650 13,615 680 14,205
175-200 2,370 — 980 | 2z10 1,280 [ 470 275 7,585 380 | 7,965
200-250 1,040 - 1,300 2,170 1,06c | 430 260 7, I6o 320 7,480
250~300 150 — — ‘ 750 80 ' 330 20 | 1,350 20 1,370
300-400 | 20 ! —_ — 930 { 20 ° 160 | — ; 1,130 10 1,140
ToTaL . 82,270 I 23,350 | 92,465 40,215 ‘ 23,070 1 2,220 l 10,500 l 274,000 | 8,000 | 282,000
£ |‘ L mn. £ mn. £ mn. £ mn. ’ Lmn, ' L oom. | £ mn. Lmn.  Loam | L oo
Under L1253 675 234 86z | 248 | 15 ! o 3 i 83 2259 ' 59 231°6
125-250 | 136 - -3 ( 138 76 21 457 | 23 - 480
250-500 | [-3F : —_ —- "7 o ( o0 25 1 oo | z'5
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The distribution ofiold age pensions ‘was the following:
(In million £'s)

Age Men Wamen All

65-70 . . . 1373 80 21°3
70 and over . . 192 272 46°5
ToTtaL . . 32§ 352 678

These pensions were received by the following numbers of old age
pensioners:*

Age Men Weomen Al

b5—70 ooo) . . . 510 303 813
Per cent. . . . 66 34 48-5

7o and over {'ooo) . . 738 1,047 1,785
Per cent, . . . 775 78 77°5

TotaL {("ooo} . . . 1,248 1,350 2,508

Per cent. . . . 72 6o 65

Persons having the right to contributory pensions received ros. per
week between the ages 65 and 7o from the Pensions Fund and the
same amount after 7o from the Exchequer; persons not having the
right to contributory pensions received 105 per week at the age of
70 after passing the means test. On the principle of least eligibility
marginal cases received partial pensions.?

The means test had its full effect up to 1926 while there were no
contributory pensions. Hence it is possible to make a rough estimate
on the basis of data for 1926 that, even allowing for the joint incomes
of man and wife, 85 per cent. of men and g6 per cent. of women
pensioners had less than L1 25} (apart from their pensmns) It has
also been assumed that/all widows’ and orphans’ pensions were pald
to those with less than fi123. 3 The distribution of civil pensions
obtained is shown in "Table 19.

WAR PENSIONS

War pensions issued by the Ministry of Pensions, including Mer-
chant Seamen’s and Irish Constabulary Pensions, amounted to
£41-5 mn., of which £1,260,000 is stated to have been paid to pen-

' Percentages (shown in italics) refer to old age pensioners as proportion of all
persons in a given group.

? There were 29,000 pensions at reduced rates, varying from 15. to gs., as com-
pared to 11 millions full pensions.

} 603,000 widows received contributory, 219,000 non-contributory pensions.
292,000 children received contributory and 12,000 non-contributory pensions.
Contributory widows’ and orphans’ pensions cost £18,810,000, non-contributery
46,005,000,
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sioners abroad and, therefore, £40,215,000 can be regarded as trans-
fer. In March 1937 the following were in receipt of war pensions:

Thowsands Thowsands
Officers . . . . 22 Men . . . . 420
Widows . . . 3 Widows . . 120
Adult dependams . . 4 Adult dependants . . 220
Ch[[d‘ren . 1 Wives and children . . 136
Nurses | I ToTaL . . . . 632

;

Ofhcers’ and nurses’ pensions came to £4-2 mn., men’s to £349
mn., medical treatment and miscellaneous costs to £ I'1 mn.! It was
axsumed thatlall widows receiving pensions had an income, excluding
the pension, of less than ,g 125. Other pensions have been distributed
in proportion to the earnings of adults,> men being treated as wage-
earners and. officers as salaried cmployees, with some allowance
for the possible greater proportion of unoccupied and unemployed
amaong pensioners than among the population in general. The results
obtained are shown in Table 1g,

NATIONAL HEALTH INSURANCE/(CASH BENEFITS)

Insured persons receive sickness benefit for a period of 26 weeks,
after which this is replaced by disablement benefit, usually at half the
rate of the former. Benefit rates are different for men and women
and are also dependent on the period of insurance. In 1937 the
following amounts were paid out in England and Wales:

(In thousand £'s)

Men Women
Sickness benefit . . 6,592 Spinsters . . . 2,097
Married . . . 1,080
Disablement benefit . 3,533 Spinsters . . 1,278
Married . . . 552
Maternity benefit . . 1,034 Spinsters . . . 24
Married . . . 348
Other benefit (mainly dental) (snen and women) . . . . 2,467

1t was assumed that disablement bepefit paid to men and spinsters
accrued to persons with less than £125 since they were ill for at least

' War pensions were one of the few items of government expenditure in which
3 diminishing tremd was noticeable between the two warts, due partly to natural
tauscs, partly to thk payment of lump sums after the last war. These lump-sum
Piyments ought to have been regarded as capital expenditure, In 1924 {71 mn.
was paid in pensions, in 1937 the charge was diminishing by an annual £1 mn,

* Bee p, 283.

4219 G
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6 months and the same assumption was made for maternity benefit
paid to spinsters. It was also assumed that all benefits to married
women were distributed according to the distribution of adult men's
earnings; ‘other benefits’ were divided in the proportion of 2 to 1
between men and women and allocated according to the earnings
of adult men and women. Sickness benefits for men and spinsters
were distributed according to their earnings but allowing for loss
in earnings because of illness.! The whole distribution is shown in
Table 19,

EDUCATION (CASH AID TO STUDENTS)

In 1937 £2'2 mn. was paid in cash to students mainly in secondary
schools. Typical scales of maintenance allowances are published,’
and it is also possible to find the occupational distribution of parents
of children in free and reduced fee places in secondary schools? and
from this the income distribution of parents. On this basis the above
sum has been allocated assuming that no grants were issued to pupils
whose parents had an income of more than f400.

WORKMEN'S COMPENSATION

Workmen'’s compensation is not actually one of the State social
services in the strict sense but is so in practice from both the em-
ployers’ and workers’ point of view. In 1937 all manual workers and
non-manual workers with incomes up to £350 were covered, but the
statistics published by the Home Office deal with seven industrial
groups only where little more than half of the total amount of compen-
sation was paid. The total cost to industry is estimated as £13 mn,,
of which £2-3 mn. was the cost of administration.*

The amount of lump sum compensation and weekly compensation
running for a considerable time and implying a permanent or tem-
porary loss of earnings has been estimated; this part can be safely
attributed to persons with less than £125. Compensation for shorter
periods was allocated in the same way as unemployment and health
benefits, allowing for some loss in earnings,

! Similarly to the allowance for unemployment above. It is implicitly assumed
that there is no correlation between sickness and full-time earnings.

? e.g. L.C.C. scales published in P.E.P. Report on Sacial Sebvices, p. 65.

3 L. Hogben, Political Arithmetic, p. 386 and p. 420,

* An admirable treatment of workmen's compensation is to be found in Wilson
and Levy, Workmen's Compensation. The data are from this work or the Statistical
Abstract.
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BENEFITS PAID BY SOCIETIES

Benefits, similar to those paid by the State, are provided for their
members by trade unions and other friendly societies: In 1937, apart
from unemplovment benefit administered on behalf of the Fund, dis-
pute benefits, political benefits, and benefits paid at death (which are
more like life insurance), these societies paid £o-5 mn. unemployment,
[6:¢ mn. sickness, and £1-1 mn. superannuation benefits, a total of
£8-0 mn. These amounts were allocated in proportion to the distri-
butions of unemployment and health benefits, and civil pensions as
shown in Table 19.

According to Table 19 less than 1 per cent. of social transfers was
paid to those with more than £250 per annum, almost all being pen-
sioned officers or parents of secondary school pupils.

i1, DIGRESSION ON INTEREST ON THE NATIONAL DEBT

‘Though interest on the national debt has not, in this inquiry, been
regarded as transfer expenditure® it would be interesting to examine
its distribution.? Of f£221 mn. interest issued, or accrued on saving
certificates, £8 mn. was due to residents abroad and £16 mn. to the
various government departments.’> Of the remaining £1g7 mn. a
great part was paid to individual bondholders.” Interest on this ac-
count, as can be estimated from estate duty statistics and the average
vield of bonds, came to £g8 mn.¢ It can also be estimated that £29
mn. has been included in the income of life funds and non-profit-
making bodies.5 The remaining f70 mn. is attributable to holdings
by companies, including banks and financial institutions, It has been
estimated that banks and financial institutions received £28 mn. and
other companies (among whom the railways and co-operative societies
are known to be large holders) the residual £42 mn.?

It is possible to allocate interest received on bonds in personal
ownership in proportion to holdings of such bonds,? interest included
in the income of life funds and non-profit-making bodies in propor-

' Bee Ch. 11, p. 344

* If intercst paid to residents in Britain is regardcd as transfer and the calcula-
bons are adjusted, government income should be correspondingly increased. It
should be noticed, however, that though the initial distribution of incomes is
affected, the distribution of private incomes, inclusive of transfers, is not.

1 See Ch. II, p. 32. + See App. E, Table 74.

¢ See Ch. III, p. 61.

® A distribution of the face values of bonds was estimated, for the early twenties,
by Sir W. Layton. (Colwyn Report, § 263.)

? See Table 77.
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tion to such incomes,’ and interest paid to firms in proportion to
holdings of shares.2 The results are shown in Table 20.%*

TABLE 20. Interest on the national debt
4

; Interest ™
Range of incomes | Personal | Other | Total
L P, £ mn. ! £ mn.
Under £125 ‘ 37 42 |79
125 250 10°2 ‘ 72, 1T
250-500 . 164 | 58 0 zaz
500—1,000 148 106 254
1,006—2,000 1 13°2 132 ‘ 264
2,000- 10,000 . 248 284 532
10,000 and over 150 4 19°1 b 341
ToTaL . 981 | 883 1866
Under {250 \ 139 114 25'3
Over fz50 Vo Bgz 771 161°3

Fourteen per cent. of the interest on privately held bonds and 16
per cent. of all interest to British residents accrued to persons with
less than £250. Interest as proportion of incomes assessed to income
tax was less than 1 per cent. for incomes under £ 300, rising to 10 per
cent. at about £1,500 and 24 per cent. for incomes over £100,000.

1 See Table 17.

? See Tahle 77.

* £11 mn. interest to public charities has been omitted.

* This refers to the allocation of interest to actual or imputed bondholders, that
is, persons who in the event of the government repudiating its debt would be
worse off. But if interest were regarded as transfer one should inquire whose
incomes wauld be less if the national debt had never existed, a question not
answered by this calculation.
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INCOME TAX AND SURTAX

IxcOoME tax and surtax are the most important of the direct taxes, and
the main characteristics of the former have not changed since the days
of Pittvffncome tax is assessed under five schedules. The standard
rate i3 announced each year, but in practice the standard rate is
applicable to non-personal incomes only, while on personal incomes
the effective rate' is made progressive by the operation of various
allowances and reliefs. Fo this structure ¢vas added, before 1914, the
super-tax, later known as the surtax, its primary aim being to continue
the graduation of income tax in the higher income groups, where the
usual methods of allowances and reliefs would not achieve’ any signi-
ficant degree of progressiveness. From the economic as well as from
the taxpayers’ point of view income tax and surtax are a single tax,’
though for administrative purposes they are treated separatelﬂ

In this chapter income tax and surtax on personal incomes will be
discussed first and income tax on non-personal incomes later.

1. INCOME TAX ON PERSONAL INCOMES

'The incomes shown in the distribution on p. 64 are in administra-
tive practice called éctual income} aud are obtained by allowing certain
reductions and deductions from gross income.?

In the case of earned incomes® one-fifth of earned income is deducted
as earned income allowance* up to a maximum allowance of £300.

" Effective rate is the average rate of tax per £ of income. Standard rate is the
marginal rate of tax applicable to that part of the income which is above the portion
c\tmpted or charged at reduced rates.”

* The administrative terminology and practice described here refers to 1937.
lhe rates of allowances and reliefs given are also for 1937.

* Income tax is assesséd under Schedule A for income from property, Schedule B
for farming profits, Schedule C for interest on government securities where tax is
deducted at source, Schedule D for profits and other interest, and Schedule E
(divided into two parts) for salaries and wages. nearned incomes include incomes
ssessed under Schedules A and €, while earned incomes are assessed under
Schedules B and E. Schedule D assessments are divided into six categories. Of
these, Raslway profits, Interest on Dominion securities, and Interest om war securities
und otker interest are all unearned, while profits in Manﬂfacfure mining, and other
Productive éndustries, in Distribution other than railways, and in Finance, professions,
and uther profits are earned and unearned according to whether they are made by
individuals and private firms or by joint-stock compames

* Elderly persons with incomes under ,Csoo receive age allowance on all income
similarly to and on the same scale as earned income allowance.
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The remaining part of actual income is called assessable income. From
the latter various personal allowances are deducted to arrive at tatable
income '

Of taxable incomes the first £135 were charged at the reduced rate
(15. 8. in the £} and the rest at the full rate (3s. in the £). Qraduation
is brought about by increasing marginal rates of tax."There is no tax
on the first part of the income (the sum of the various allowances),
tax is at reduced rate on the next part (£133), and at the full rate on
the remainder. Surtax can be regarded as the direct continuation of
this scheme; there is a rate higher than the standard rate on the excess
of income over [2,000, a still higher rate on the excess over f2,500,
and so on. Increasing marginal rate causes the average rate of the tax
to increase ‘'and, though the marginal rate is constant within limits,
the average rate is always higher the greater the income.

On tax payable relief was granted for certain lifd insurance pre-
miums paid on the life of the taxpayer or his wife.> Relief was also
granted for income from overseas, on account of income tax paid in
the British Empire, in order to avoid double taxation: Since from the
point of view of the taxpayer it is a matter of indifference whether
he pays income tax to the United Kingdom or other exchequers,
Dominion income tax relief will be neglected here.?

The figures of incomes and allowances, given on the opposite page,
refer to the calendar year 1937,

'I'he number of incomes above the exemption hmit was 10,000,000,
of which 6,100,000 were entirely relieved by the operation of allow-
ances, whila 3,900,000 paid tax;

For the calculation of the amount of income tax payable in each
income group the number of incomes of each type of family in each

' In 1937 personal allowances were £18¢ for a married couple, £100 for other
persons, {fio for each child under 16 or over 16 If continuing education, {50 for
widower’s housekeeper looking after children, f25 for dependent relatives incapa-
citated by old age or infirmity. In addition nine-tenths of wives’ earned income
was allowed up to a maximum allowance of f45. (It should be noted that the
incomes of husband and wife are added to determnine the amount of tax payable,
though tax on the two incomes can be paid separately.)

2 Relief was given at the rate of 25. 6d. in the [, but premiums were not te
exceed one-sixth of the taxpayer’s income or 7 per cent. of the capital sum insured.
For incomes where the marginal rate of tax was 15, 8d., rebate was given at that
rate but the amount of rebate could not exceed the tax payable. For incomes just
exceeding the limit where the standard rate begins to operate, 2s. 64. was allowed
on part of the premiums equal to the excess of income over that limit; on the rest
relief was at the rate of 15, 8d.

3 It is assumed that all taxation is paid to the United Kingdom Exchequer who
then pive & ‘bloc grant’ to the Dominions.,
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group should be knoewn. Since no data are available, certain assump-
tions had to be made in order to estimate the distribution of the
various allowances and of the amount charged at the reduced rate.!

{In million £'s)

AcTUal INCOME (personal incomes) . . . . . 2,065
Earned income (including age) allowance . . . . 413
ASSESSABLE INCOME . . . . . . . . 2,552
Personal allowances:
Married persons . . . . . . I,D41
Other persons . . . . . . 290
Wives' earned income . . . . . bl
Housekeepers . . . . . . 7
Children . . . . . . . 89
Dependent relatives . . . . . 11 1,445
TAXABLE 1NCOME 1,107
At reduced rate . . . . . . 287
At full rate . . . . . . . 820
Tax chargeable . . . . . . . . . 2288
Life insurance relief . . . , . . . 83
Dominion income tax relief . , . . . 7

The amount of earned income and age allowance was £413 mn.
while £120 mn.* was not eligible for allowance owing to the maximum
iimit of £300 which was reached with a fully earned income of £1,300.
Hence up to £1,500 the calculation of earned income allowances is
straightforward ; it amounts to one-fifth of the earned income in each
group, For incomes over £1,500 the amount of allowances must lie
within two limits, the upper limit being one-fifth of the earned income
in the group, the lower limit being the product of the number of in-
comes in the group, the proportion of the amount of earned incomes
in the group and £300. The upper limit assumes that earned income
is so diffused that not more than £1,500 accrues to any taxpayer; the
lower limit assumes that no single taxpayer has both earned and un-
earned income. It was assumed that the amount of allowances moves
from the upper to the lower limnit as incomes increase.’> The figures
obtained are shown in T'able 21.4

For the calculation of personal allowances it was assumed that only
seven types of incomertax families exist, that is one-person families,

' The distribution of allowances and reliefs for broad income groups was last
published for 1g19-z0.

? Obtained with reference to the estimated distribution of earned income.

' The assumption of the upper limit becomes untenable at about 4,000, The
assumption chosen hardly affects the figures for the higher income groups.

* The correct amount of allowances, £413 mn., was obtained and also the amount
not eligible for relief, £120 mn.



TABLE 21. Income tax on personal incomes and surtax

! : ! o
Actual | Farned  Aisessable

Tuxable rncomes ( persanal) '

Range of facomtes | thcome ' fncomes | Persanal

frReimes (persunal). aliotwances  {personal) | alluwances i Tatal
(1} L T 1 LN 'S R ¢ { TR T (S}

£ j Amn ¢y Lma . Lmn. r Lma. T fmn.
125-150 '35 0 507 | 2353 {9 44
150-175 1:; sxg i 25?-7 zgg-g | 1;'3
17%~200 v ab 49 2164 E 198°1 18:3
200-2850 i 346 ! 639 l zgz-: ‘ 2465 | 356
250-300 | 222 ! 40°2 i iBz-8 ‘ 1455 1 373
300-400 ! 250 | 468 20p°2 ‘ 1431 661
400-500 L 144 214 | 1226 | 663 | 563
500600 | 1o L3 I LI 179 | 483
Goo-Boo I rag 162 112:8 ! 391 o 737
Boo-1,000 | 87 | 9 t ERAL 203 568
1,000-3,500 I 145 153 1297 | 2479 ! 1048
1,500-2,000 98 [ 87 | 867 i 14 I 74'9
2,000-2,500 &7 52 LR} 6z 556
2,500-3,000 51 ] 34 476 30 ! 437
3,000-4,000 75 36 74, 45 | 670
4,000-5,000 52 3| 507 24 43
§,000-6,000 490, o8 392 ! I'5 377
6,000-% 000 54, a-§ 51-2 h | 516
8,000~ 10,000 36 F o4 ‘ asb o8 348
19,000-15,006 | 55 a4 546 | o9 537
15,000-20,000 0 ‘ or | 28¢5 o4 285
20,000-30,000 | 29 | o1 289 | oz | 287
30,000-50,000 24 | o 295 .33 238
£0,000-100,000 24 o0 { 240 | ©1 [ 239
100,000 and over | iy an 9o oo 190
TOTAL . .lo2ubs5 | 4130 2,5520 | 1,445 I 1,106

[ Income tax

e Income tax! Life Life Income tax | and surtax
Charged ut . Charged at | chargeable - insurance = insurance linbility Hability

reduced rate' Jull rate | (personaf) ‘ premiums relief (personal)® - (personal)t

O I 3 T S L 10y ' (n () | (i)

£ mn, | £ mn. {000 ,L L mn, | Fal%T) £'ooo : £."ooo
| S 370 126 47 320 | azo
I 138 — 1,150 10°4 kL3 1,110 ¢ 1,110
L 1525 | &y ‘ 5o 1,475 1,475
I 3ze | 36 3,570 s 238 f 3330 | 3330
| 323 ‘ 59 3,04¢ ! 56 L 250 3,080 1,680
fr2 | f9 1 7,000 95 fs6 l 7,330 7,330
353 | 21a  Baoe 73 ba0 | 7,540 7,540
231 252 8,225 &3 bday 7620 | 1,620
248 ab-q 14,200 Bz 806 ‘ 13,480 13,480
134 434 11,970 56 555 11,415 PI,418
164 | BBy J 23470 o 051 , 22,480 22,480
75 G474 oa747s 0 71 qon 16,775 | 16,775
40 ‘[ 516 13,230 51 sy 12,930 i3,130
26 { 41’1 ' Io4p0 19 383 | 10,110 19,8¢0
PR 641 10,270 47 } 460 ‘ 15,800 18,260
16 ! 464 11,810 28 280 } 11,530 14,330
T'Q 367 I g,260 18 180 ‘ 9,080 \ 12,340
1% $¢5 12,720 23 224 12,500 18,055
} o' ' 3473 B.bzo 15 146 8,470 13,450
: a't §3L | 13,328 21 202 13,125 | 22,838
oz | 283 7,068 16 161 [ 6,000 13,320
oz | 285 7,140 Ie 95 7,045 13,450
o1 237 J 5,030 o6 0 “ 5,870 | 13,135
‘ a1 218 5060 | o 56 | 5,900 11,940
oo wo | amse | o3 st | 40 12,690
2874 | Bigz ; 2284960 | 1308 8,323 | 220,425 , 286480

* Not allowing for Dominion income tax relief,

t+ For surtax see T'able 2z,

a8
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married couples with no children, with one, two, three, four or five
children. For each income group the amount of personal allowances
was calculated assuming that all families are of the same type and that
incomes are either all earned or all unearned; there were thus 14
alternatives.” Next, figures for earned and unearned incomes were
averaged, reducing the number of alternatives to 7.2

‘The correct amount of allowances for married persons can be
obtained by assuming that such persons form 70-8 per cent. of all
taxpayers; the allowance for other persons is obtained by assuming
that they are 29-0 per cent. of all taxpayers.’ Hence it can be safely
assumed that the ratio of married to other persons was the same in
each income group.*s

For the distribution of families according to the number of children
data were extracted from social surveys.® The number of house-
keepers looking after children can be put at 200,000, assuming that
they are evenly distributed in all income groups.” If each house-
keeper looks after two children on the average, children’s allowances
on this account would come to £6 mn., leaving £83 mn. for children's
allowances given to married persons. This sum is obtained if there
were 1,930,000 families with one child, 1,050,000 with two, 440,000
with three, 260,000 with four, and g¢o,000 with five children.?

! e.g. for a married couple with ane child personal allowance was £100. Hence
assuming this family type and unearned incomes, personal allowance was equal to
actual incomes up to an income level of £300 and equal to £ 300 times the numbet
of incomes above that level.

* It was assumed that the ratio of earned to unearned income within any income
group is the same for all family types.

? Percentages obtained by taking ratio of actual allowances to amount obtained
by assuming that all taxpayers belonged to a certain family type,

* The total of the two figures is 998 per cent. It would be 1000 per cent. if
the assumption were perfect.

* It can be extracted from App. XVIII to the Colwyn Report that in the richer
{and also older) groups the proportion of widowers is higher than in the lower
groups, and the proportion of martied persons less. This tendency is also con-
firmed by calculations based on the distribution of wives’ allowances published in
the Inland Revenue Report for 1919-20. None of these sources deals with incomes
suthciently low to cover the complete income-tax area in 1937,

* H. Tout, The Standard of Living in Bristol, and B. 8. Rowntree, Poverty and
Progress (p. 171), give distributions which agree very closely. While in income-tax
statistics the proportion of childless ‘families’ is different from the one in social
Surveys, the interrelation of the proportions of families with children is lrkely to
be the same. The data are for children under 14, but the interrelations of the
proportions needed here are about the same, as confirmed by the New Survey of
Iondon Life and Labour {vol. vi, p, 39).

* In this way the correct total of allowances is obtained.

¥ These figures bear the same ratios to each other as the relevant figures in the

social surveys quoted.
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Hence the following proportions of income-tax families were
obtained:

Per cent.
Persons not married . . . R . . 29-0of
Married persons with no children® . . . 333
' ' ,» onechild . . . ., 193
" " ., two children . . . Io'g
) e i three ¥ - . . 44
. " 5 four . . . 26
. " ,» five or more children , . [-}2¢]
ToTaL . . . . . . . . 1000

These figures imply 17,100,000 adults in the income-tax area
(some of whom employ 200,000 housekeepers to look after children),
and 7,300,000 children under 16, or over 16 if continuing education.
The number of married couples was 7,100,000.

It was further assumed that dependent relatives were distributed
proportionately to the number of incomes on the one hand and the
types of families on the ather. The correct allowance is obtained if
the number of dependent relatives was 1,080,000. This makes the
total number of persons on account of whom personal allowances
were claimed 25,700,000, or more than half of the population.

A similar assumption was made about married women having an
earned income. Their number was estimated as 600,000.3

In 1937 the number of married couples was about 10,000,000. Of
these 71 per cent. were assessed for income tax; this is probably the
best index of the extent of the income-tax area. The number of
children was 11,000,000, of whom &5 per cent. were in the income-tax
area. This is consistent with the known fact that the number of
children in poor families is above the average. The number of
widowers was about 800,000, of whom 200,000 claimed housekeepers’
allowance. The number of persons over 65 was 3,900,000, of whom
1,100,000 were maintained in the income-tax area. It 1s found that
the number of persons per income-tax family was 2-57.4

The distribution of personal allowances is shown in Table 21. The
amount of income charged at the reduced rate was distributed on
similar lines to those followed for the distribution of personal allow-
ances and the results are shown in the same table. The assumptions

' Including 2 per cent. with housekeepers.

* *Children’ as defined for income-tax purposes.

¥ C. Clark, op. cit., p. 289, puts the number of married women earning, including
those below the exemption limit, at $oo,000.

* The number of persons per household in the Ministry of Labour budgets,
1937-8, was 377,
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made as to the distribution of families according to type can hardly
affect the results except, to some extent, in the middle-class ranges.
The amount of income tax chargeable is also shown in Table 21.

From income tax chargeable, hfe insurance relief can be deducted
by a tentative method.! Taking into consideration that some jncomes
pay no tax, some pay at a reduced rate and some at the full rate, the
average rate of relief for each group has been estimated. In 1937
ordinary life companies received in premiums £87 mn., industrial
companies £56 mn., and collecting societies £15 mn. It can be
assumed that persons with incomes under f£z50 paid £71 mn. and
persons with incomes over £250 paid £87 mn.??

The information relating to life insurance premiums paid in differ-
ent income groups is very scanty. For the financial years 1g16-17 to
1919—20 premiums allowed for purposes of relief can be estimated for
certain income groups from official returns. [The average amount of
premiums paid by each taxpayer with an income of {1,000 or more
can ulso be estimated for 1918-19 and 191g-20. Alternatively, the
value of life policies left at death can be estimated from estate-duty
statistics.*

For the higher income groups the figures obtained from estate-
duty statistics can be accepted, for middie-class incomes the 1919-20
tigures were increased in accordance with the increase in premiums
paid, and for the working-classes information can be found in social
surveys.5 It was taken inta account that no relief could be claimed on
about 45 per cent. of industrial policies.®

The estimates are shown in Table 21.

! Tt is necessary to pay attention to life insurance relief because its total effect,
and particularly its effect on certain income groups, is greater than that of many
minor taxes,

* B. S. Rowntree, op. cit., p. 201, quotes expert opinion stating that [ife policies
held by people with incomes under £250 balance ordinary policies held by people
with incomes over £250.

* 3 per cent. of incomes under £z5¢ and 5 per cent. of incomes over f250.

* In the same way as the value of shares or government bonds shown in Table 77.
The total value of policies estimated by this methed is tonsiderably less than the
actual total. The reason can be that there was an enormous increase in Jife
insurance, and estate-duty statistics are representative of the situation 10 to 15 yeats
ago rather than that of the year to which they refer,

§ Cf. G. C. M. McGonigle and J. Kirby, Poverty and Public Health, 1936,
Pp. 222—4. The figures given there show premiums to be a falling proportion of
income. It was stated by Sir J. Burns that 9d. of every £ of wages goes into
industrial assurance, According to Rowntree the poorest families spent 6 per cent.
of their income on life insurance (York, 1936), and in some cases 2o per cent. For
an extensive discussion cf. Sir A. Wilson and H, Levy, Industrial Assurance.

¢ Because policy was not on own or wife's life.
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ii. SURTAX
The average and marginal rates of surtax as percentage of income
have been calculated from statutory rates and are shown in Table 22.
Surtax liability in each income group is also shown in Table 22.* This

table shows surtax as a percentage of incomes assessed and the
relative and cumulative percentage distributions.

‘TABLE 22. Swrtax

| Relative distribubi ~ Surtax as
: Margx'raall Average i | Retatrve @atndution | percentuge of
rate of rate of Surtax ! assessed
Range of incomes | surtax surtax® i latility Graded | Cumulative . income
. @y Gy @ v (5) (6) =
£ % % | fooo % % %
2,000-2,500 55 — 400 o6 100°0 a6
2,500—3,000 [ ! [ 353 ! 720 12 93'4 I's
,000—4,000 e 21 2,460 oo 2 :
i,ooo—;.noo 165 | 43 Z.goﬂ iz 34'5 gi
5,000—h,000 193 [ B 3,260 49 ‘ 903 8-z
6,000—-8,000 220 83 | 5,555 8-3 1 Bs4 10°3
8,000- 10,000 27§ 1z | 4,980 7E 767 r 138
10,000-15,000 303 152 : 9,710 46 by's | 77
15§,000-2C,000 { 330 203 | 6,330 9's 548 ‘ 21-8
20,000-30,000 35-8 234 i 4,310 'z 453 255
30,000-56,000 385 275 7,260 e 341 303
50,000~ 100,000 413 jrg 8,030 121 232 335
100,000 and over| 41°3 366 i 7,370 111 111 3188
ToraL — — | 65340 1000 I —_ (r2:0)t

* Applicable to the Jower ]Jimits of income groups.
1 Related to incomes over £2,000.

It can be seen that 70 per cent. of all surtax was payable by incomes
over [10,000, go per-cent. by incomes over {35,000, and only 5 per
cent. by incomes of £2,000—4,000.'Surtax was payable only by residents
in Britain and only on their actual income, that is, not on undistri-
buted profits, &c.

. INCOME TAX ON NON-PERSONAL INCOMES

/
i Income tax other than on personal incomes is pald on undistributed

.p_l'_QﬁIS, income on the invested funds of life insurance companies,
clubs, &c. These tax payments will be distributed in proportion to

¥ For any group surtax payable is equal to the number of incomes in the group
times the average rate of tax at the [ower limnit of the group plus (total income in
the group less number of incomes titnes lower limit) times marginal rate fof the

group.



INCOME TAX ON NON-PERSONAL .INCOMES 93

the respective incomes {on whlch tax was payable) as they were im-
puted to different income groupg! On £240 mn. undistributed profits
£60 mn. income tax was payable; income tax on life funds of ordinary
companies was £11 mn., on industrial companies £1-5 mn., and other
income tax, paid by clubs, &c., £1-25 mn. Since life funds, &c., were
holding ordinary shares, it can be estimated that only about £232 mn.
undistributed profits were directly imputable to persons; these were
allocated in proportion to the value of shares held,’ as shown in
Table 23. On this amount £58 mn. income tax was paid. Income tax
paid on undistributed profits going to life funds was added to other
taX payable by life funds; and income tax on clubs, &e., to income tax
payable on ordinary life funds.?

The results are all shown in T'able 23. It can be estimated that @f
all income tax and surtax liabilities 76 per cent. was on personal
incomes, 194 per cent. on non- perqonal mcomes, and 4} per cent. on
the government and residents abroad 3

Of personal income tax and surtax, as can be seen in Table 23, over
50 per cent. was paid by persons having £4,000 or more. {I‘wo thirds
of the total liability falls on surtax payers, those with incomes of over
{2,000. 80 per cent. falls on persons with incomes of over {1,000,
another 10 per cent. on incomes between £ 500 and £1,000, and only
2 per cent. on persons with £250 or less.)

Table 23 also shows personal income tax and surtax as percentages
of personal incomes including transfers.* The tax is less than 1 per
cent. for incomes under £250 on the average; it is 10 per cent. for
incomes of about f6c0, 20 per cent. for about £2,500, 30 per cent.
for £35,000, 40 per cent. for £10,000, 50 per cent. for f£25,000, and
6o per cent. for £100,000. 'All income tax and surtax as a percentage
of unadjusted producers’ income, inclusive of transfers, are also
shown. The latter percentages show the same graduation as the
former but they exceed the former up to an income of £30,000 and

' Cf. Table 473.

? Assuming that membership of clubs was distributed similarly to the distribu-
tion of life policies,

* The last item, £17'5 mn., was calculated on £33 mn. local government trading
profits and £35 mn, due to residents abroad. (Tax on the Jatter has been included
In government income and not direct taxation.) It should be noted that Dominion
Income-tax relief was not deducted ; therefore, of total income-tax liability £7 mn.
is due % the Dominion exchequers; liability due to the United Kingdom Exchequer
was £a80.mn. on personal incomes and £370 mn. altogether.

* These include certain incomes on which no income tax or surtax was paid,
€.g. most social transfers, interest on savings cettificates, and under assessments in
Schedules A and B.



TABLE 23. fncome tax on non-personal incomes and all income tax and surtax

-

Cumulative distribution of income

| All income tax
ir Personal income ] and surtax as

Income tax on non-personal ! l‘ tax and inrtax on 4
incomes f ] - tax and surtax | proportion of

| Personal | Al income Non- ! as proportion of | tenadyusted pro-

Range of Undistributed | Undistributed | ' income fax ) ftox and | Personal | personal | persunal incomes | ducers’ incomes

incomes prafits profits Other - Total | and strtax | surtax fncomes | fncomes All !mr!mimg transfers including transfers
(1) (2) (€1] 4} ' (s (6) n (%) @ | (e | (11} i (12)
c £ ma. 900, Looo oo | Looo t {loca S| %o % e, * %
Under L1258 T 270 1770 1,040 i ! 1,840 l1on-0 looa . 1090 _ o
125-150 o's 115 3 355 470, 320 ' 790 Io0-0 98-8 0e7 r oI oz
150-175 o 160 295 455 Lite | 1,5f3 9970 98-0 oS | o3 o5
175-200 o8 145 2350 445 1,475 | 1,920 ] 974 991 i o5 o7
200250 15 180 123 703 1,310 l 4,035 990 g6-8 686 og ! 11
25¢-300 g 470 870 1,340 3.680 | 5,020 | 978 958 ers | 16 ‘ 22
Jed—4uo 40 1,150 L4bs 2,615 . 7330 9,945 I 96°3 440 yb-1 29 ) 18
400500 58 1,385 1,130 2,505 7,540 | 10,055 | 0939 604 933 52 - bs
soo—-foa 62 1,500 a3e 2,540 7,620 10,160 ‘ QI'3 870 ‘ go's g5 ! o3
Hoo—Boo 120 2.995% 1,265 4,200 ’ 13,480 , 17,730 BR-6 | 835 8717 103 12'4
8co—t,000 107 2,675 870 3,545 | IL41s | 14000 [ B3y 777 828 13'a . 152
1,000,590 219 5,350 1,565, 6,015 22,480 | 20,303 " 709 729 78:6 154 177
1,500-2,000 168 4,125 1,006 : 5,220 16,775 21,995 | 721 633 7o' 175 99
2,000-2,500 12K 3,200 785 1 3,088 13,139 17,115 66-3 503 64:3 19°4 21y
2,500~],000 19'§ 2,629 oo . 3,22% 10,890 14,113 G1-7 509 506 z1-2 23'3
3,000—5,000 17t 4,275 735 5010 | 18,260 | 23.270 7y FU i 241 20
4,000 5,000 126 3. 160 440 3.6oo | 14.330 ’ 17,930 518 397 49z | 74 289
5,000-6,000 10°2 2,599 280 z,8z20] 12,340 15,160 463 348 442 306 316
6,000~8,000 145 3,020 350 3,970 [ Boss | zz025 | 423 aro 404 332 339
8,000-10,000 o9 2,483 ; z30 2,715 | 13,450 10,105 360 256 330 371 a7z
10,000~18,000 18 4,193 3ts 4,510 22,835 | 27.345 i 3 219 294 413 . 40°7
T5,000-20,000 1 2.330 160, 2,400, 13,320 | 15810 | 233 158 218 454 44°3
20,000-30,000 98 2,449 180 2,560 14,450 1 17,040 | 187 123 | 74 49'5 47§
30,000-50,000 85 2,113 00| 2,208 ! 13,138 l 15,340 | 37 ! g8 ! 1z'7 533 5173
50,006-100,000 01 2,280 8a | 2,30 | 13,640 16,300 | 91 58 B3 577 538
100,000 aﬂ over 75 1,480 0o - 1,030| 12,090 | 14,020 | 4z 26 I 39 630 582

— [ — X : ! J—
ToTaL 232 57.075% 15,500 ' 71,475 | 286,780 | abe.ass — i - b = (6-5) ! (7-7)
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TABLE 24. Income tax and surtax

© Undistributed

Range of incomes profits
(1} (2)
£ £ mn,

Under {125 t

125-250 3
259-500 12
500~ 1,000 29
1,000-2,000 18
2,000- 10,000 88
10,000 and over 62
ToTaL 233

Life

|
|

Income tax and surtax |

Income tax and surtax
(relative distribution)

Inswrance
premiums
(3}

£ mn,
27
43
22
20
17
22
: |

138

Personal 1 Non-Persanal

(4) (s)
£ mn, | £ mn,
-_— ’ IQ
62 | 21
186 65
325 103
19'3 ‘ 121
106°4 253
B8yg-8 161
2868 734

Total
(6)

039

P3boc3

Personal

Personal income
tax and surtax
as propiortion of
persoral incomes

Al income tax
and surtax as
proportion of

unadjusted pro-

dycer's incomes

Non-Personal | Total linchuding transfersincluding transfers

@ (8) o (10} (rr)

%o Y % % o

- 4 o3 — o1
2z 28 22 o5 oG

b5 i 8-8 70 30 19
14 141 19 10°2 12-2
136 165 | 143 162 186
350 343 349 266 281

_ 33 2t | 2y 496 47's
100'0 1000 . 1000 {6r5) | (77)
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fall short of them above that level.® It can be said that the Inland

Revenue definition of income, as against the definition which includes

imputed income, favours the rich taxpayer and damages the poor.
Summary results are shown in Table z4.%

! This is so because income tax on non-personal incomes is always paid at the
standard rate and no surtax is payable, while on personal incomes the rate is pro-
gressive. The exact level where the two proportions are equal depends, inter alia,
on the rate of income tax on business savings which is determined by the amount
and direction of the correction in the national income on account of stocks, Hence

. the exact level depends on the phase of the trade cycle, but it is always true that
the second proportion exceeds the first at the lower end of incomes and falls short
of it at the higher end.

2 The distribution of income-tax and surtax-liabilities for 1938—¢9 has been
officially published in a table presented to Parliament {cf. House of Commons Deb.,
vol. coclxxxii, No. 93, z3 July 1942). After allowing for the differences in the rate
of taxation between 1937 and 1938 and in the respective income distributions
(cf. p. 64, above) the two sets of figures are perfectly consistent.



VII
CONTRIBUTIONS TO SOCIAL INSURANCE

THERE were three great social insurance schemes in 1937: Unein-
ployment Insurance (General, Agricultural, and Special Schemes),
National Health Insurance, and Contributory Pensions for Widows,
Orphans, and Old Age. The insured persons, the employers, and
the Exchequer were the contributing parties, but from our point of
view contributions by the Exchequer are equivalent to transactions
between government departments and, therefore, contributions by
workers and employers only will be considered.

Besides contributions to the statutory schemes, some trade-union
and friendly society subscription fees (covering benefits paid out
by these associations),’ and the cost of workmen’s compensation to
employers? will also be considered,

/4. 'THE INCIDENCE OF THE CONTRIBUTIONS

7

Though social insurance, with its basic principles of contribution
unchanged, has been in existence for over a generation, the incidence
of contributtons has not been satisfactorily discussed. Recent dis-

cussions in the United States can be summarized as follows.3
According to the classical theory, assumingperfect competition
and an equality between wages and the marginal product, the incidence
of contributions is on the worker, irrespective of whether contribu-
tions are levied on the worker or the employer. This is not so under
- imperfect competition, when some of the burden might fall on profits
oronthe consumer. Further complications are introeduced by the sub-
stitution of capital for labour, or by capital seeking industries where

“ In Ch. V these benefits were regarded as being of the nature of transfer
expenditure. On account of most of the subscriptions in question, exemption from
tantributing to the statutory schemes was granted,

* Though there is no central fund for workmen's compensation, its cost is
compulsorily borne by employers and most of them insure against it. In Ch. V
berefits paid under the Warkmen'’s Compensation Acts were regarded as transfer
expenditure,

* The subject has been more extensivelv discussed in America than here. Social
insurance contributions as percentage of the national income were the same Ih both
countries by 1539: it was probably the sudden increase in contributions in America
which focused attention on the problem. But the discussions yielded no agreement.
The latest summary is to be found in C. Ward Macy, ‘Social Security Taxes in
the War Finance Program’ { Jeurnal of Political Economy, 1943). This includes
2 very good bibliography of the subject.

4819 H
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little labour is used. Moreover, the situation varies greatly from
industry to industry and even from one case to the other.

In this country the incidence of social insurance contributions
was first discussed by D. Caradoé Jones,* when estimating the burden
of taxation. He assumed that“workers’ contributions fall on the
workers® and employers eontributions on the employers who may,
however, shift it to the consumer. But “Mr. Hawtrey thought that
‘the employer’s contribution fell not upon the employer or the
consumer, but upon the’ “workman. It was merely a disguised con-
tribution from wages’.? Employers’ contributions are shifted to the
workers by not increasing wages as much, in the normal course
of long-run increase, as they would be increased in the absence of
contributions.*

? Mrs. Hicks has also discussed the incidence of employers’ con-

“tributions.® ‘It may be that in certain cases the eagerness of labour

for employment is so great that workef% consent to pay the employers’
contributions in the form of lower wages. More normally it should
probably be attributed to the consumers of the final product—or to
the owners of th¢ business. Hence it is very difficult to allot this
tax at all.”)

“Jn national income studies® it has been 1mp]1ed that the incidence
of workers’ contribution is on the worker, i.e. it is a direct tax, and
that lmployers’ contribution has 3 price-raising effect, i.e. it is an
indirect tax on production in general. *This assumption was adopted
in The Burden of British Taxation also, where it was assumed that
the incidence of employers’ contr:butlon is on the consume} 7
v The latest contribution is that of Mr. Kaldor? He admlts that

! “Taxation before and after the War’ { Journal of the Roval Statistical Society,
192%). Mr. Jones did not deal with the distribution of the burden between income
groups, but estimated the net benefit of social expenditure to the working classcs.

* It has nowhere been suggested that the incidence of workers’ contribution can
be other than on the worker. But it is conceivable, if emphasis is laid on the supply
of and not the demand for labour, that this is not always the case.

3 Loc. cit., p. 722. (In the debate following Mr. Caradog Jones's paper.)

¢ Mr. Hnwtrcy thus adopted the same view as that of, what was called abeve,
the classical school in the United States,

S The Finance of British Government, 1920-1536, p. 267.

¢ C. Clark, National Income and Outlay, Table 59, and the official estimates,
Cmd. 6261 (1941), Cmd. 6347 (1942), Cmd. 6438 (1943), &c. (Bowley's attitude
is not clear.)

7 The same assumption was made byvt'olm- . Who pays the Taxes?
(T.N.E.C., No. 3, 1940), with an alternative assumption that the incidence is on
the v.orkers

¥ “The Beveridge Report: The Financial Burden’, Economic Journal, 1943, p- 25-
(Also Manchester Guardian, 11 Feb. 1943.) Bevendge himself hardly mentioned
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employers’ contributions will raise prices, but goes further and
argues s that it ‘will raise pnces not oniy by the amount of the tax, but
in proportion to the increase in prime costs caused by it; for exactly
the same reasons for which a general rise in wages is likely to be
followed by a proportionate rise in prices”.!

It will be assumed here thar(gontributions by insured persons are
a direct tax, to be discussed in the following sections, and contribu-
tions by employers an indirect tax on prcuiul:t.u:m.uu,gxem;_g;z discussed
in Ch. X1V, together with other similar taxes.

AN ANALYSIS OF CONTRIBUTIONS
Employers and workers contributed the following sums in 1937:

Unemployment insurance: Llooo
(General Account :
Cantributions by employers and workers . . 42,725
Contributions by Defence departments . , 161
Agricultural Account . . . . . . 1,244
ToraL . . . . . . 44,1 30
National Health Insuram:e . . . . . 30,000
Contributory pensions . . . . . . 32,450
Torar . . . . . R . . 106,670

the incidence of employers’ contribution except on p, 109, Cmd. 6404. “Though
such a contribution can be described as a direct tax on employment, it can equally
be described as an addition to wages; it does not enter intg the cost of production
any more or less than do wages or the contribution of the emplovee that is taken
out of his wages; fit can and should be regarded as a proper part of the cost of
production, mamtﬁmmg the labour force that is necessary both when it is actually
working and when it is standing by.”

This passage seems to be consistent with Mr. Kaldor’s theory, and if this is so,
itis curious to note that s little attention has been paid to reforming the method of
employers” contribution, though the Liberal Parliamentary Party suggested (Cmd.
6405, p. 42) that employers’ contribution should be related to profits and not to
employment.

' Far the latter proposition, cf, J. M. Keynes, General Theory, ch. 19, It is
interesting to note that Mr. Kaldor reaches the same conclusion as Mr. Hawtrey,
though his js a short-period analysis while Mr. Hawtrey’s is a Jong-period one.
But the reasons for reaching the same conclusion are different. According to
M:. Kaldor the tax is shifted forward through higher prices, according to Mr.
Hawtrey backward through lower money wages. The latter proposition is not
consistent with the Kevnes theory.

* There are, however, the following small differences between the definition
adopted here and that followed invThe Burden of British Taxarion,

(i} There are voluntary contributors to the Health and Pensions schemes and
it is doubtful whether their contribution can be regarded as a tax. Most of these
Persons pay the employer’s contribution as well,

(ii) It can be argued that part of the employer’s contribution is a tax on specific
tonsumption and not on production, e.g. contributions on account of domestic
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290,000 men and 61,000 weffgen over 65 were in employment,
insured for health and pensions. It can be estimated that of this
number 20g,000 men and 14,000 women were insured for unem-
ployment under the General Scheme, and 51,000 men and 1,000
women under the Agricultural Scheme. Elderly persons deo not
pay workers’ contributions but their employers do contribute; the
amount of employers’ contributions for persons over 65 can be put
at f1,045,000."

Members of the Forces contributed to the pensions schemes only,
not to the unemployment and health schemes. The government
contributed on their behalf f161,000 for unemployment and an
estimated f220,000 for health insurance.

Deducting these sums, it is estimated that contributions by
workers and employers, when both parties were contributing,
amounted to the following:

£’o00

Unemployment insurance:
General Account . . R . 42,345
Agricultural Account . . . 1,194
Health insurance . . . . 25,580
Pensions insurance . . . . 32,125

Weekly contributions were the following in 1937:

Emplovers Workers
{ Men  Women | Men Women
d. d. d, d.
Unemployment insurance,
CGeneral Account: !
Age 14-15 2 2 2 2
n to-17 . -5 4% 5 43
o 18-20 . . .t 8 7 g 7
. 2164 o 8 o 3
Health insurance: ‘ :
Age 16-64 s oab | ab | o
Pensions Insurance: ‘
Age 16-64 | sk 2} \ sb1 3

servants and contributions by the government or charitable institutions on account
of their employees (including members of the Forces). In any case, contributions
on account of government emplovees ought to be omitted since these are trans-
actions between government departments. (Except on account of employees in
the trading services.)

(i} It 15 known that a small part of workers' contribution is paid by their
emplovers, e.g. most contributions for private domestic servants,

' It can be estimated from health and pensions insurance statistics that, on the
average, 45 weekly contributions were paid annually on account of persons over 65-
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Both parties made the same contributions for unemployment

insurance, and both parties made the same contributions to health
and pensions insurance in the case of men! but not in the case of
women, unless they were insured for both health and pensions:
Only a small number of women were insured for pensiond only,
and on this account workers’ contributions exceeded employérs}) by
f1o,000. The following analysis of contributions can therefore be
made:

IWorkers’ contributions ) £'o0o
Unemployment insurance:
General Account . . . . . . . 21,173
Agricultural Account . . . . . . 597
Total . . . . . . . . ., 21,770
Health and pensions insurance . . . . . 30,853
Total . . . . . . . . . 52,625
Ewmplovers' contributions
On account of persons and contributions included above . 52,613
On account of persons over 635 . . . . . 1,050
Unemplovment and health insurance for the Forces | . 380
Total . . . . . . . . . . 54,045
Torar . . . . . . . . . 106,670

Bowley assumed that persons in employment worked, on the
average, 48 weeks in a year.” 'This figure, which itself needs con-
firmation, is not identical with the annual number of contributions.?
Contributions are payable in respect of any calendar week in which
work was done or for which, or part of which, payment was made.?
Contributions are payable for weeks in only part of which the insured
person was employed and therefore the number of contributions is
necessarily greater than the ratio of annual to a full week’s earnings.

If we assume that wage-carners over 18 made 49 contributions
cach to unemployment insurance in 1937, juveniles under 18, salaried
persons, and shop-assistants 50,* the correct total of contributions is
obtained.5 Similar calculations for agriculture suggest 49-5 contri-

! See p. 242.

* For Scotland some information is published annually by the Department of
Health. Employed persons have their health insurance cards stamped, unemployed
have theirs franked. In 1937-8 the average number of stamps and franks was 485
for insured men and 48 for women, By definition these figures give the average
number of contributions by persons not unemployed, but there is no basis for
4ccepting them as being valid for the whole country.

’ Contributions are payable for holidays with pay, &c.

* It has been estimated on p. o0, above, that on account of elderly persons
43 contributions were made.

* Actual total is o'1 per cent. greater. The distribution of insured persons in
employment, shown on p. 280, was used to obtain the estimated tatal.
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butions. To obtain the correct total of health contributions it was
assumed that the average number of contributions was o-5 more in
each category than for unemployment, and that persons included in
health and pensions insurance only made 505 contributions.! The
same number of contributions is made for pensions as for health
insurance since they are covered by the same stamp.>3

Contributions by workers can be summarized in the following
alternative way:

Persons insured in all schemes {’oo0

All industries, except agriculture
Unemployment insurance . . . . 21,173
Health and pensions . . . \ . 23,190
44,363

Agriculture

Unemployment insurance . . . . 597
Health and pensions . . . . . 1,320
1,917
ToraL . . . . . . . 46,280
Persons insured for health and pensions only ., . 4,145
Persons insured for pensions only . . . 160
Voluntary contributors for health and pens:ons . . 1,040
Contribution of the Forces for pensions . . . 400
ToraL . . . . . . . . 52,623

Contributions by persons insured for all the three schemes can be
further analysed according to age, sex, and industrial status:

L'ooo Lleoo

Juveniles, 1415 . . . 379 21-64, men . z,481
16-17, boys . . 2,133 women . 2,631

girls . . 1,348 | Agriculture, 14-15 . . 10

Wage-earners, 18—20, men . 1,678 16~17, boys . 103
women . g5 girls . 10

21-bH4, men . 20,562 18-20, men . 120

women . 4,674 | women . 8

Salaried and shop-assistants, ! 21-64, men . L§90
18-20, men . boo J wemen . 76

women . 614 ToraL . . . . 46,28

¥ Actual total is o1 per cent. smailer. The reason why the average number of
contributions to health insurance should be greater than to unemployment insur-
ance is not known. '

* Total contributions by persons insured for pensions only are officially given.
‘The estimated total of contributions for pensions falls short of the actual total by
Lo-5s mn. This is accounted for by the fact that the 600,000 voluntary contributors
pay at a rate dependent on the age of entry into the scheme. According to this
estimate their average rate of contribution exceeds the flat rate by about one-third.

? In The Rurden of British Taxation 44 contributions per annum were assumed.
This is the number of contributions per sasured person (employed or unemployed)
but not per employed persons.
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Of persons not insured for unemployment the following classes
may be distinguished:

L’ooo

* Domestic servants, men . . . . . 483
women . . . . . 2,120

Female nurses . . . . . . . 207
‘Persons in excepted employment, men . . 779
women . . 21

Other persons, men . . . . . . 229
women . . . . . 300

ToraL . . . . . . . . 4,147

It is known that for a great number of domestic servants in private
employment the contributions are paid by the employers, Owing
te the stability of domestic servants’ wages it can be assumed that
the incidence of such contributions is on the employer. It has been
assumed that out of £2-6 mn. workers' contributions, employers
paid £1-6 mn.

ill. THE ALLOCATION OF CONTRIBUTIONS

In Appendix F the distribution of salaries and wages was esti-
mated and contributions by workers, as analysed above, were distri-
buted according to the distributions on pp. 282—-5.7 It was assumed
that the cash income of all domestic servants and members of
the Forces (other than officers) was less than £125. It is known
that about one-third of voluntary contributors had an fincome .of
£250 or more, which proportion was kept in mind when allocating
their contributions. The resulting distributions were corrected to
allow for the joint incomes of man and wife where both were carning
and they therefore fell into a higher income group. JA correction was
alsa made for the inconsistency in the distribution of salaries and
wages explained on p. 63.

In Ch. V £8-0 mn. paid by trade unions and friendly sacieties for
unernployment, sickness and old age has been regarded as being of
the nature of transfer expenditure by the government and, therefore,
the same sum is regarded here as being of the nature of direct
taxation. 'This sum has been allocated in proportion to the wage
distribution of adult males in industry and the results obtained are
shown in Table 2s.

' On pp. 2825 it was assumed that owing to unemployment 48, 42, 30, &c.,
weeks were worked. Correspundingly it is assumed here that the number of con-
tnburions for, ¢.g. unemployment, was 49, 43, 30°5, respectively.
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TasLe 25. Contributions by insured persons

Range of Insurance Trade union,
frcomes contributions &e., contributions Total
£’o00 £'looo £’ ooo
Under £125 27,400 2,020 }‘ 20,420
125-150 7,759 1,870 9,620
150-175 6,210 1,360 8,070
173-200 3,690 1,030 4720
200-250 4,030 1,090 3,120
250—300 1,240 110 1,350
30a-400 bgo 30 720
400500 23 — . 23
ToTtaL . 51,035 8,010 | 56,045
£ mn, £ mn, P £ mon,
Under fi1z5 274 20 L zgq
125250 216 50 i 275
Z50-500 z'0 oI | 21
‘ToraL . 510 8o | 50'0

iv. EMPLOYERS’ CONTRIBUTION

Employers’ contribution to the three schemes amounted to

£54 mn,, to which should be added £1-6 mn. paid on behalf of
domestic servants! and £13 mp., the cost of workmen’s compensation,
giving a total of £68-6 mﬂ mployers’ contribution will be regarded
as an indirect tax raising prices in general. Since the amount of
employers’ contribution per unit of output can be varied by varying
the amount of labour employed, this tax enters into margmar‘t’bm
and into prices. But it differs from taxes specificaily on consumption
T that it cannot be avoided by switching to other lines of production
since allmproductlon needs labour. Moreover, while it can be said
that it enters into the prices of all commodities, it is difficult to say
what proportion it forms of the price of a particular commeodity
because we do not know the wage content of each commodity. It
would be possible to allocate employers’ contributions in consumer-
good industries to the consumers of these goods, but we should have
the greatest d1ﬂicu1t1es in the allocat:on of contnbutlons in producer-
good industries.
“In certain cases the employer himself consumes the services pro-
duced, as In the case of employment by the government or of private
domestic servants and gardeners. The amount of contributions on
these accounts will now be estimated.

! See p. 103, above.
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It was estimated on p. 100 that the government contributed on
account of the Forces £380,000 for unemployment and health, and
£ 400,000 for pensions insurance, a total of £780,000. The govern-
ment also employs persons who are insured for unemployment,
‘Total contributions on their account would come to £1,930,000.
{80,000 was contributed on account of gardeners, £185,000 on ac-
count of domestic servants, and £g5,000 on account of nurses em-
ployed by the government. On account of persons in government
employment who were excepted from unemployment insurance
f420,000 was paid. This gives a total of £3'5 mn. paid by the govern-
ment which should be regarded as cancelling in the government
accounts.

Charities also employed gardeners, nurses, and domestic servants
and can be estimated to have paid £350,000.

On account of private domestic servants (£2,340,000) and private
gardeners (£ 180,000}, a total of £2,520,000 was paid. Together with
part of the workers’ contribution, employers of domestic servants and
gardeners paid £4-1 mn. which will be regarded as a tax specifically
on consumption.!

Deducting these items £60-7 mn. can be regarded as being a tax
on production in general.

! See p. 164, below.



VIII
DEATH DUTIES

IN § i of this chépter{death duties are allocated to income groups
according to a new method? and later a historical and critical survey
of other methods is given.

i. THE ALLOCATION OF DEATH DUTIES

The allocation of death duties is with reference to average receipts
in 1936-8, and not in 1937 alone, in order to avoid the effects of year-
to-year fluctuations in capital values and of fluke estates falling in.
It can be estimated that residents abroad paid on capital in Britain
(taking account of the greater possibility of evasion) £1-3 mn. in death
duties.? On the other hand, British residents paid death duties abroad
on account of their foreign investments. fo-5 mn. Dominior, &c,,
estate-duty relief was granted in order to avoid the effects of double
taxation, but this relief was ignored here since the taxpayer must be
indifferent between paying to the United Kingdom or other ex-
chequers.? The total liability of British residents was £85 mn. for
the average of 1936-8.

Thedistribution of capital in private ownership is shown on p. 259.
This distribution includes, however, settled estates which are not sub-
ject to death duties and are therefore,, Jor the purposes of the present
chapter, ta_be omitted.*{ Estates 11ab1e to death duties are shown in
col. (2) of Table 26. In col. (3) is shown the.rate of risk, which is
equivalent to the proportion of persons in a given income group dying
each year.* The product of the figures in these two columns gives the
amount of capital falling in, shown in col. (4). The next column shows
the rate of estate duty applicable to the group.®

~ Minor duties are, in practice, very much in the nature of an addi-
tion to the estate duty, and are treated as such in the present chapter.
v' ! Published in 'The Burden of Death Duties in Terms of an Annual Tax’,
Review of Economic Studies, 1941.

* Bee p. 203, 3 See p. 42, above.

+ Settled estates were proportionately added to the distribution on p. 265 and
they can be omitted here in the same way.

§ For the median capital of each group, obtainable from Table 76, the rate of
tisk has been estimated by interpolation in Fig. z4.

 Determined with refersnce to the limiting capital values shown in Table 70.

For groups where two or more ratcs of estate duty were applicable, weighted
averages have been calculated.



TABLE 26. Death duties, 193658

| i Praportion to

Range of Capital liable Capxtal Rate of | Cumulative unadjusted pro-

incomes to duty Rate of risk falfmg in . estate duty i Estate duty Minor duties Death duties | distribution ducers' incomes
(1) (2) 3) I (5} : [GH ) (8) a (9) ] {10)
8 4L mn. % ,C mh. % | £'o00 L'ooo 500 o %
Under fi13 1,025 1-63 16-8 o8 130 ~— 130 1000 oo
125-1%0 ‘ 3T 198 76 2 150 — 150 998 ! o
150—175 460 2'0% 94 2 190 — 190 996 i o1
175-200 428 218 l [3F} z ; 18a -— 180 004 { oI
200-230 619 228 I 141 3 | 420 270 6go Q02 . o2
250-300 593 2'42 : 144 3 | 439 : 270 o0 [ 378 o3
I00—400 1,025 258 ! 26'§ 3 799 | 500 1,250 ar'b o'y
400500 814 275 F7 3 3 Gyo i 430 1,100 b1 o]
soo—600 679 286 19'4 34 660 ‘ 370 1,030 TR oQ
6oc-8oo 1,050 2:98 313 4 1,250 590 1,840 936 13
f00-1,000 fz0 1-08 ‘ 253 4 1,950 450 1,490 914 g
1,000,500 1,480 320 474 56 2,650 BLL] 31.850 896 21
1,500—2,000 1,052 331 348 78 2,720 780 1,500 B5-4 32
2,000~2,500 78z 339 zb'g 94 , 2,490 590 3,080 813 39
2,500~ 3,000 633 3°45 ‘ z1°8 10-6 ' 2,310 480 2,790 70y 46
3,000-4,000 982 381 14'S 1274 4270 740 g010 | 44 56
4,000-5,000 707 : 358 | 253 149 . 3,770 530 +300 685 69
s.000-6,000 556 364 ‘ 202 16y 1,340 440 3,780 634 79
b,000-1,000 778 370 | 28R 184 j 5.100 620 5.920 589 gt
8,000 10,000 524 377 j 197 Z0°5 4,040 420 4.4%0 f 51D ic3
10,000~ 15,000 844 18y 1 328 2374 7,650 670 8320 MY 466 12°4
15,000-20,000 460 392 o | 268 4830 30 5,180 368 145
20,000—30,000 408 397 | 186 ! 296 ! 5.510 3850 5.860 07 16:3
30,000-50,000 393 402 : 158 328 5.18¢ I 280 5,460 238 183
s0.000-toc,000 | 429 | o7 s | 370 L 6,580 ‘ 290 6,870 74 227
100,000 and over 190 410 163 ‘ 470 7.690 | 230 7920 | 3 329

—r R PR S LR R LA i S N N i, : —_ —_—
TOTAL . . 8 ,394 (312} | 5746 b {az9) v4,210 ! 10,580 84,790 ; —_ ‘ (rB)

SALLNA HLVIA 40 NOLLVDOTTV JHL
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It is therefore necessary to express them in the same way as estate
duties, i.e. as a rate on the capital value of the estate on which duties
are payable.

(.M.mor duties still in force, legacy duty on personal and guccession
duty on real property, are levied in connexion with the acqu1sxt1on of
property by the beneficiaries.” For purposes of valuation certain in-
cumbrances are allowed, the most important being estate duty payable
and, less important, fees of the executor and Probate Court.! On the
remaining part of #hé estate minor duties are payable at different rates.
If the relationship ‘efflgeficiary to the legator is close (wife or hus-
band, linear descendangf§r ancestor) the rate is I per cent., for other
persons higher rates, 99 5 or 10 per cent., are payable, There are,
however, certain exemptions,

(i) Estates not exceeding or slightly exceediflg £,1,000 are exempt
from minor duties. '

(ii) If the relationship between beneficiary and legator is close
(a) estates under {15,000 are exempt, and (b) legacies under
£1,000 (in certain cases under £2,000) are exempt.

(iii) If higher rates are payable, certain small legacies (under fico)
are exempt,

As can be seen, there are no minor duties on estates under £1,000.
For estates over {1,000 two average rates were calculated, one for
estates (after deducting estate duties) from £1,000 to f15,000 and
another for over f15,000. The average rates of minor duties on
estates, less estate duty payable, were 1-9 and 2+ 3 per cent. for the two
groups respectively.?

Estate duty, shown in col. (6), Table 26, was deducted from capital
falling in, col. (4), and the above percentages applied to the difference
in order to obtain minor duties payable, shown in col. {7).3 Total
death duties are shown in col. (8), and the next column gives the
percentage cumulative distribution. It is seen that over 50 per cent.
of death duties were paid by incomes of £10,000 or more, 85 per cent.

* In previous calculations, including the Colwyn Report, minor duties were
allocated in proportion to estate duty which is, clearly, not reasonable,’ (In The
Burden of British Taxation the method followed here has been used.)

4 The calculation is based on data in Tables 16, 21, and 22 in the Inland Revenue
Report for 1937-8, and on certain assumptions as to the propottion of admini-
strative expenses and small legacies in the two groups.

# Strictly speaking, minor duties should not be a constant proportion of estate
less estate duty within any of the groups stated but an increasing proportion,

mainly because the proportion of legacies under £1,000 or £z2,000 is less the greater
the estate, An allowance for this factor has been made in Table 26,
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by incomes over f2,000, and 95 per cent. by incomes over [500.
Only 1-5 per cent. was paid by incomes under f2s50.)

The proportion of death duties to unadjusted producers’ incomes
is shown in the last column. Income from capital can be either
personal or imputed, e.g. undistributed profits, and therefore it is
reasonable to relate death duties to unadjusted producers’ incomes
which include both types. . For incomes under f6co the burden is
below 1 per cent.; it is 2 per cent. for incomes over 1,000, and after
that the proportion rises rapidly: 8 per cent. over £ 5,000, 10 per cent.
over £10,000, 20 per cent. over £30,000, and 33 per cent. for the top
group. The figures are summarized in Table 27,

The average rate of mortality of estate owners in the over-{250
group is 65 per cent. higher than in the lower group, but the main
difference is that the average rate of estate duty is seven times greater
for the former than for the latter group. Hence the higher group,
owning five times as much capital as the lower, pays 985 per cent. of
all death duties.

ii. OTHER METHODS

In inquiries into the burden of taxation the calculation of the
burden of death duties caused most difficulties. The history of the
method and the principles on which it was based is summarized in
the following lines.

The imposition of death duties can be theoretically justiﬁed on the
ground that they are a capitalized income me tax paid onge in 2 genera-
tion ., The politically an‘a"ggcnally optimum income tax on investment
mcomes cannot be imposed because it would exceed the possible
fimits of such a taxyhence the need for a tax on the source of such
incomes.! JFor administrative reasons, rnainlyr connected with valua-
tion, this capital tax is paid only once in a lifetime. The British
system of death duties forms such a tax.\Death duties can be regarded
as a method of widening the gap between income tax on earned and
on unearned incomes, and they also serve to increase the progressive
nature of direct taxation! In order to take account of the burden of
death duties in estimating the burden of direct taxes, it is necessary
to express their burden in terms of an annual tax on income.

This way of looking at the problem has been supported by several
parliamentary committees. For the Committee on Income Tax, 1906,
Sir Henry Primrose calculated the burden of death duties in terms of

' For instance, on unearned incomes a tax of 125 per cent. cannot be imposed,
but a capital tax of 5 per cent. can be charged on an estate which yields 4 per cent.



TABLE 27. Death duties, 19368 (Summary)

Capital i ! i Praportion of
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an annual tax according to three different methods.!! Method 4 is
but a crude form of method B, omitting graduation of duty. Method
B assumes that property passes every 30 years® and produces an in-
come of 4 per cent. In any grade the rate of tax on income is the
proportion of duty paid on capital falling in to income from capital in
that grade. JMethod @ assumes that the incidence is on the successer,
who ‘has to suffer not only the loss of income from the slice taken out
of his inheritance, but has also to establish, so to speak, a sinking fund
which will rcplace the slice in thirty years’. If f100 purchases a 3
terminable annuity for 30 years, the annual burden of the duty will
be 5 per cent. of its total amount. In each case the annual tax is a
constant proportion of total duties payable but the constants are
different.? If the length of a generation equalled the reciprocal of the
rate of yield on annuities, methods B and € would produce the same
result.”

In 1914 tables were laid before Parliament showing death duties as
an equivalent annual charge on income.* The first two tables were
based on methods B and C of Sir Henry Primrose, a third table gave
the burden on the estate owner assuming a 3 per cent. annuity{ *Out
of this third table the well-known insurance method developed-by
1918.5 Instead of taking 3o years as the length of a generation, the
age of 40 was taken as the age when a person takes out a life policy,
and instead of a 3 per cent. annuity a 2-8 per cent. insurance premium
rate was used. Estates were Capltahzed at 5-per cent. The second
formula differs from the first only in the constants. "In 1919 the same
method was adopted by Lord Samuel, who also included minor duties,
adding them in proportion to estate dutv.5' Ie was, however, careful
to point out that of all methods the insurance method yielded the
lowest annual burden, .
~ This method was refined and its limitations discussed by the

v Colwyn Committee.”" Later calculations introduced no improvement.®

' Report, App. 8.

* A figure taken over from Gladstone rather than calculated.

* Writing [ for investment income and #((7) for the rate of duty on capital C,
the tate of equivalent income tax according to method B is ¢ = 3§r(25 I) and
according to method € ¢ = Zir(25 I).

* 42, H.C. Deb. 55, p. 2103 (A. Chamberlain, 21 May 1914).

' 108, H.C. Deb. §5., p. 511 (Bonar Law, 11 July 1918).

® ‘The Taxation of the Various Classes of the People', Journal of the Roval
Smrzstxcai Society (presidential address).

< Report of the Committee on National Debt and Taxaﬂorr, 1926, § 228-37 and
452 548.

¥ D, Caradog Jones; Fournal of the Royal Statistical Society, 1927, and M.
Sandral, ibid., 1931; also tables laid before Parliament showing the burden of
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~ii the Colwyn Report investment income is capitalized at 5 per cent.

and minor duties are added in proportion to estate duty. It was
assumed that an individual takes out a life policy at the age of 45 on
which the rate of premjum is 3-5 per cent. The value of the policy
was added to the value of the estate, but income-tax rebate on pre-
miums was allowed for. In the General Tables of the report incomes
arg assumed to be half earned and half investmeant.

“The Colwyn method, though actuarily sound, is not realistic for
reasons given below. It is also open to objection on the grounds given
by Mr. Kaldor." Nevertheless, the Colwyn method enjoyed a great
degree of popularity and no objection was raised against its applica-
tion.?

““The Colwyn method has been subjected to criticism on the basis
that it was not applicable to a significant proportion of cases and that
it gave a biased comparison between the burden on different classes.?
‘The method described in § i, above, was suggested as an alternative
and it was argued that this method bore a similar relation to method
B of Sir Henry Primrose as did the Colwyn method to his method C.
Both methods, method B and the one described above, approached
the problem from a macro-economic point of view. But it is also
possible to find 2 micro-economic approach, based on the theory of
probability, which would give the same numerical results as the
method in § i. This approach is the following.

{An estate of a certain value is liable, on the awner s death, to pay
a certain amount of death duties, which will be @led potential death
duties. Every mdividual has a certain probability of dying within a
year, and the burden of potential duties upon him within that year—
the equivalent annual capital tax—equals the amount of potential
death duties multiplied by the probability of death. If the individual
is of normal health, which assumption is necessarily implied in the
insurance method also, his chance of dying within a year will be the
mortality rate of his age and sex,*

If any normal individual approached the Exchequer suggesting

direct taxes in 1913 and 1930 (238, H.C. Deb. 5¢., col. 1628—30: Mr. Snowden,
13 May 1930).

1 See p. 117, below.

2 In the United States the Colwyn method has been accepted without reser-
vations by Newcomer, ‘Estimates of the Tax Burden’, in Studies in Curremt Tax
Problems, 1937. The Colm-Tarasov inquiry (cf. p. 98, above) allocated estate
duties on a hypothetical basis.

3 Review of Economic Studies, November 19471, p. 33.

* It is more proper to use “social class’ mortality rates. Cf. H. Campion, Public
and Private Property in Great Britain, pp. 15-16.
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that he should be allowed to pay, instead of the statutory death duties,
an annual capital tax the value of which was equal to the amount
of his potential duties multiplied by the relevant mortality rate, the
Exchequer must be indifferent between the application of the law and
this proposal as they would both yield the same revenue.' If a great
number of individuals is taken, the annual tax, as calculated by the
method suggested here, must equal annual Exchequer receipts from
these individuals on account of death duties. The group to which the
methed is applied might be any group of individuals; we are here
interested in income and capital groups.

'The average rate at which a group transforms its potential death
duties into an annual tax is the weighted average of mortality rates of
members of the group, weights being potential death duties payable.
When dealing with capital groups the weighted average mortality rate
of the group will be called the rafe of risk.” Since in a capital group
potential death duties are proportional to capital, capital can be used
for weights instead of potential death duties.  According to the ‘estate
method’? the section of the national capital owned in a certain grade
is calculated by dividing capital left at death within a year, classified
according to the age and sex of owners, by the respective social class
mortality rates. Therefere:{_a section of the national capital can be
taken in any grade (classified according to the age and sex of the
owners) and, multiplied by the relevant mortality rates, will give
capital falling in within a vear. Hence in any capital group the rate
of risk is the ratio of capital left in that group to the section of the
national capital held in that group.®

Our formula for the burden of death duties in terms of an annual
tax involves two new functions, the rate of risk function which has
taken the place of the assumption that the Tength of 2 generation is
the same for each group, and the_yteld function which supersedes the
assumption that the rate of capitalization is the same for each group,
it any time.*> )

On the basis of the new method the followmg objections wereraised
against the Colwyn method,” The rate of insurance premium used in
the Colwyn estimate might be regarded as a rate of risk not varying

Administrative expenses, &c., are ignored.
Cf. H. Carnpion, op. cit., pp. 5-7.

* This ratio is the inverse of what corresponds to the ‘estate multiplier’ when
applied to a group,

* For the rate of risk function see Fig. 24, for the vield function Fig. 25.

* The latter refinement becomes important when examining changes in the
burden of death duties during the trade cycle.

#39 -

1
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with the amount of capltal owned and could be represented by a hori-
zontal line at 3 per cent. in Fig. 24.7 This line cuts the rate of risk
curve at £10,000, and therefore the Colwyn method, compared to our
own, overstates the burden on estates of £10,000 or less and under-
states it on greater estates.? But it is possible that the 3 per cent.
insurance premium used in the Colwyn method is a good average
of all rates of risks,? in which case both methods would give the
same total burden, which equals Exchequer receipts, but the Colwyn
method would distribute this burden in erroneous proportions,
= The insurance method, moreover, is subject to a considerable
.degree of arbitrariness from which our method is free..aln the first
place an arbitrary assumption has to be made with regard to the age
at which the individual takes out a life policy.t:Another arbitrary
factor enters into the rate of premium in the form of the rate of
interest earned on asscts of insurance companies and their cost ratios.
These and other difficulties were recognized and discussed by those
employing the method, but there are further difficulties also, sug-
gesting that it would be better to discard the insurance method
altogether.

{The assumption of the Colwyn Committee that individuals take
‘out a policy at the age of 45, carried to its logical conclusion, implies
that no burden is placed on individuals under 45 who have not taken
out insurance and pay no premiums. The proportion of estate owners
under 45 is quite significant and varies with the size of the estate, as
shown in Fig. 2. It falls, as capital increases, from 50 to 10 per cent.
Every year some duty is paid on estates of persons dying before they
reach the age of 45, and ‘the insurance method does not deal with this
problem.’

‘The figures of the Colwyn Report apply to men only, an omission
which, though not important theoretically, is significant in practice
because a considerable proportion of estates is owned by women,
a proportion which varies with the size of the estate as shown in
Fig. 3. In the lowest group the value of estates owned by women 13
greater than that owned by men, while in the highest group it is still
about half of the estates owned by men, considering persons over 45
only. A distinction must be made because insurance premiums for
men and women are different.

t ‘This rate was relevant for a man of 45 in 1937.

2 Qur results might, in extreme cases, differ from those of the Colwyn Report
by so per cent. in either direction.

3 j.e. the average mortality rate of all estate owners, which iz equal to the
reciprocal of the general estate multiplier,
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v Lastly, the insurance method is highly unrealistic because the value
of life policies left at death is much Jess than the amount of death
duties payable.} In 19378 the value of policies Was only 2g per cent.
of the amount of duties payable and was much less in the higher
estate groups, as shown in Fig. 4. This suggests that even if the
insurance method is used for illustrative purposes, the value of the
policy should not be added to the estate.
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Fi16. 3. Proportion of life policies in net capital,

At one point the insurance method, if it were used again, could
be greatly improved. The Colwyn Committee, while admitting that
estates increase with the age of the owner, did not apparently discover
any quantitative measure of that increase and therefore ignored it.
The individual, 1t was stated, disclaims any knowledge of the future.
In reality every individual has a certain expectation of the future and
the Committee implicitly assumed that people expect their estates to
remain stationary. Analternative assumption would be that estates do
increase and that they increase normally, The expectation of normal
change seems more realistic than the expectation of no change at all.
It will be assumed that an individual’s estate increases normally if his
relative social position dves not change at any age over 45, the relative
social position of an individual being determined by the proportion
of persons of his age and sex who have an estate greater than his own.
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If it is further assumed that the distribution of estates for a given
age and sex group will remain unchanged, empirical results can bhe
obtained.” | It was found;*; on this basis, that between 1937 and the
expected time of death, estates would increase by 20 to 7o per cent.,
depending on the size of the estate owned.??

+ iil. AN ALTERNATIVE METHOD

The latest and most fundamental objections against the Colwyn
method were raised by Mr. Kaldor, who also suggested an alternative
method according to which direct taxes on an estate are calculated
as the interest on the capitalized value of all future tax-payments.*
~ Calculated by the insurance ‘method, the burden of death duties,
together with income tax and surtax, might exceed 100 per cent. of the
income. This is so even when the Colwyn method is modified and
one assumes that a policy is taken out at the age of 38 instead of 43.
At the )atter age expectation of life is equal to the length of a genera~
tion.5 “Mr. Kaldor argues that the age at which a policy is taken out
cannot be arbitrarily chosen but must correspond to the ‘average
length of a generation’. 'T'his, however, is not necessarily true except
of estates established in the past and handed down by inheritance. In
the real world;estates are broken up and new estates are formed. It is
well known that estates which are not inherited are acquired at a later
age than inherited estates and, no doubt, the Colwyn Committee had
these also in mind. If the method is to cover such cases it must also
remain ggb_itrarg.)

Mr. Kaldor’s fundamental objection against the Colwyn method
was thatfit misrepresents the burden of death duties because it at-
Jempts to estimate 1t assuming that gross capital is maintained intact
under circumstances where this is impossible; W the burden of direct
taxes is over 169 per cent. of income it is impossible to save enough
to maintain gross capital intact, Developing this idea, it can be
demonstrated that before the average rate of direct taxes becomes

' For the method and estimates see Reviewe of Economic Studies, 1941, op. cit.,
Note B.

* The increases for women would be different because of different distributions
and mortality rates for women.

7 If the arbitrary age at which & policy is taken out were raised the average
expected increase of the estate would be necessarily reduced. Hence by taking
Into account the normal increase of estates the arbitrariness of the insurance method
tan be somewhat reduced.

w* The Burden of British Taxation, ch, iv, and in more extended form, Review of
Economic Studies, Summer 194z. EP N e
* Cf. Review of Econowmic Studies, Summer 1943, p. 147
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100 per cent., the marginal rate of direct taxes reaches 100 per cent.
and beyond that level, though it is possible to save, this would be
nonsensical because smaller net income would correspond to greater
gross income. !

~ |1 From an analytical point of view Mr. Kaldor’s method is an ap-
proach to what could be called a general theory of the tax burden on
investment incomes.? He dem@fistrates that the main variable s

¢ saving, which has the same relevance to capital taxes payable as con-
sumption has to taxes on consumptlon ‘Two typical levels of saving
are assumed. The typical maximum is calculated by assuming that
a maximum net income stream is maintained, the typical lower limit
assumes that there is no saving.? |

From one point of view, perhaps, the method outlined in § i is

. preferable to Mr. Kaldor’s.* Under present law there is a wide

- scope for avoiding death duties by way of gifts inter vives. _Rational
behaviour—which is assumed by Mr. Kaldor—would demand the
transference of estates to sons during the lifetime of their fathers and

- estate duties would never be paid. In our method an allowance for
avoidance is implied, since the more gifts infer vivos there are the
lower is t.h‘e average age of estate owners and the hlgher the ‘estate
mulnpher Hence the capital distribution on p. 25g is not affected,
and our estimate of the burden of death duties makes an automatic
allowance by the rate of risk being lower than it would otherwise be.
The case of settled estates is exactly similar in its consequences.

For a person faced with income tax, surtax, and death duties (who
does not try to avoid death duties, and does not expect capital appre-
ciation) Mr. Kaldor prescribes a very good policy to be followed.?
But in this inquiry a method was needed which would be applicable

' This argument is very useful in exposing a popular fallacy. Mr. Churchill in
a speech in the Commons, 1 June 1937, said that income tax, surtax, and death
duties (if insured agrinst}) would about take away the whole income in the higher
groups. An Hon. Member interjected: ‘Even more!’

2 Mr. Kaldor states that our methed is but another form of insurance method
insuring for one year only instead of for life. It seems more correct to say that
both the insurance method and ours are based on the theory of probability: but
so is Mr. Kaldor's methad, for it invalves the probable expectation of life.

* § 8, loc. cit., summarizes the assumptions and the results are shown in Tables
1—4, ibid.

+ But it cannot be accepted that Mr. Kaldor's method is free from arbitrariness
by taking the insurance period for each person as being equivalent to the length
of a generation. An infinite future period is considered, but the results obtaingd
are essentially dependent on the beginmng of this period and this is arbitranly
chosen, Taking as the beginning of the period, instead of the time of inheritance
by the present owner, the time of inheritance by his predecessor, the results would
be changed.
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to all cases and which would give the total burden as being equivalent
to Exchequer receipts. The adoption of Mr. Kaldor’s method would
have made necessary the adoption of similar methods to deal with
other taxes, a method which takes into account, for example, future
variations in tobacco consumption. Instead,/our method completely
ignores the future.® By adopting a different method a different picture
of redistribution would have been obtained in other respects also.?

It has to be concluded that an exact calculation in this sphere must
remain il]usqry, and the warning of Sir Henry Primrose must be kept
in mind, that ‘in view of the uncertainty of life, it is manifest that no
one [of the calculanons] can do more than show_the average of thc’
that for any gnen pvlece of property, the actual burden must depcnd
upon a number of circumstances which may vary within very widel
limits”.3 JThe estimates in this chapter should be regarded as being
formal; they do not 1mply any suggestlon that income tax should
replace death “duties, as the economic effects of the two taxes arg
differerit.)

' We have defined income ex post (p. 8, above) while Mr. Kaldor uses an
ex-ante definition corresponding to the second definition of Professor Iicks (p. 7).
The difference in the respective definitions of income is probably the cause of the
differences between the two methods.

* e.g. insured persons contributed for old age pensions which old people received
as transfers. Tzking a langer view, insured persons did not pay a tax but saved

(though the saving was compulsory).
* Loc. cit. On pp. 10610,
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STAMP DUTIES, N.D.C.,, AND OTHER INLAND
REVENUE DUTIES

IN this chapter stamp duties, the National Defence Contribution, and
other Inland Revenue duties will be discussed, deciding which of
these taxes can be regarded as’'a direct tax and how they can be
allocated to income groups.!

1. STAMP DUTIES

'In the various inquiries into the burden of taxation not much
attention haa been paid to stamp duties. Lord Samuel discussed their
incidence qualitative terms? but omitted them from his calculation,
and this precedent was followed by the Colwyn Committee. Mr.
Sandral® allocated stamp duties in proportion to the income of the
classes paying income tax, a procedure which, though inadequate, is
better than omitting stamp duties altogether. In The Burden of
British Taxation about 40 per cent. of all stamp duties, those not on
transfers of property, were included with other indirect taxes on
production in general while the rest was omitted.

Though stamp duties are the most ancient form of tax, it is difficult
to find 2 concise treatment of the economic problems they raise.
True, the importance of stamp duties in Britain has greatly diminished
by now but, owing to certain special circumstances, they are still

:» important.* “The modern importance of stamp duties is due to the
change in the method of financing long-term investment, and to the
growth of the limited liability company.’ This can be demonstrated
by an account of average stamp-duty receipts for 1936-8:

L mn.
Transter of land and property, other than shares . 53
+~Transfer of stocks, shares, debentures, &c. . N 85
Companies share capital duty . . . . 12
Cheques, bills of e\change, &e. . . . . 46
Recelpts . . . . . . . 31
Marine insurance . . . . . . o7
Certificates and licences . . . . . o2
Miscellaneous | . . . . . . 12
ToraL . . . . . . . . 248
F Stamp duties regarded as indirect taxes are discussed in Ch. XI. 2 Op, cit.

 “The Taxation of the Various Classes of the People’, Yournal ef the Royal
Statistical Seciety, 1931,

* For a good account of. Colteyn Report, p. 549, et seq.

¥ U. K. Hicks, op. cit., p. 244.
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As can be seen, 70 per cent. of the receipts is on account of financial
transactions. Some stamp duties can be regarded as a sales tax (the
only sales tax of any importance in Britain).! Stamp duties are im-
portant from the economist’s point of view alsc because of their
sensitiveness to the trade cycle, fluctuations in receipts preceding
fluctuations in national output.?

The best discussion of the incidence of stamp duties is that of
Professor Shirras.? Duties on the conveyance of land tend, ‘in so far
as it is a recurrent liability, to fall on landowners’. In the case of
bearer bonds the incidence tends to be on the borrower. Companies
share capital duty tends to fall on the company, it is not passed on in
higher prices to the consumer. Since the duty is a charge on profits
the effect falls on the shareholder. The incidence of the duty on
cheques is on the person drawing them, but if drawn by a-trader, he
passes the burden to the consumer.

More recently Messrs. J. E. Meade and R. Stone discussed the
problem in more general terms.* They argue that’tax payments not
deducted by business firms from current receipts as cost are direct
taxes and those which are deducted are indirect taxes. Duties on
cheques drawn by business are included in the cost of production,
hence they are indirect taxes. Duties on cheques drawn by private
individuals are indirect taxes if they are regarded as an addition to
the market price, but if not so regarded, are direct taxes.® Similar
criteria apply to duties on the transfer of property.

Inthe White Papers on national income stamp duties on the transfer
of property were regarded as a direct tax and other stamp duties as an
indirect tax on production in general A similar procedure was fol-
lowed in The Burden of British Taxation. The following method has
been adopted in this chapter.

The incidence of duties on the tfransfer of real property is either on
the buyer or the seller of the property, though it may be the case that
the whole or part of the burden was borne by the owner at the time
of the imposition of the duty. Since it can be assumed that, on the
average, buyer and seller are in the same income class, this duty can

' Ibid., p. 248. (There was no purchase tax in 1937.)

* Ibid., pp. 302-6.

} The Science of Public Finance, pp. 676—7. {The same conclusions were reached
by the Colwyn Committee.)

* “T'ables on National Income and Expenditure’, Economic Journal, 1043, p. 225.

¥ It can be argued, however, that the duty on cheques drawn by private indi-
viduals cannot be regarded as an indirect tax, raising prices, because the duty is
Proportional neither to the value nor to the quantity of the commadities bought,



122 STAMP DUTIES, N.D.C., ETC.

be regarded as a direct tax and allocated in proportion to the value
of real property owned.!

In 1937-8 {5,580,000 was received on transfers of real property.
About four-fifths of real property were owned by persons liable to
death duty! and therefore 4,460,000 has been allocated in propor-
tion to real property in personal ownership,® while f1,120,000 was
likely to have been paid by companies and was allocated similarly to
the distribution of the duty on the transfer of shares.

“The" duties on the transfer of shares, &c., and companies share
capital duty are likely to fall on buyers and sellers of shares. Using
the same argument as above, this duty, with the exception of compo-
sition transfer duty and the duty on bearer bonds, has been allocated
in proportion to the value of shares in personal ownership.? In1937-8
£8,230,000 were received from these duties, to which must be added
£1,120,000 from the preceding heading, giving a total of £9,350,000.
It can be estimated that of this sum £z00,000 were paid by foreigners
and {300,000 by life insurance companies, while the rest, £8,850,000,
has been allocated in proportion to the value of shares in personal
ownership.

Composition transfer duty, £395,000, was payable by municipal
corporations, when floating loans, in lieu of stamp duties on future
transactions in these bonds. This is, from our point of view, a pay-
ment of tax by the government.

As argued by the Colwyn Committeet the duty on bearer bonds falls
on borrowers abroad. Receipts in 1937-8 were £2735,000, much less
than in earlier years.

Receipts from other stamp duties, of which three kinds must be
discussed separately, came to £9,860,000. The duty on cheques came
to £4,060,000 in Great Britain, paid on 488 million cheques.s Duty
on cheques drawn by private individuals can be regarded as a direct
tax. 'There is no known estimate of the number of cheques drawn by
individuals, and it will be assumed that the amount of duty per
annum and per income was 55 in the case of incomes f200-250,
155, £230-500, 255. £500-1,000, and 30s. £ 1,000 and over, on which
assumption a total of £2,840,000 was received from individuals.

The duty on receipts is, similarly to the duty on cheques, regarded
as a direct tax if receipts are drawn by private individuals. Total

! Ratio of total in Table 77 to value of real property estirnated by H. Campion,
op. cit., Table 5. 2 See col. (7), Table 77-

! See col. {5), Table 77. * Report, §§ 562-5.

5 1937 was a peak year in cheque receipts.
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revenue was £3,070,000, paid on 368 million receipts.” It was assuied
that individuals paid in duty per income and per annum 6d. in the
case of incomes under £200, 1s. f200-250, 25. {250-1,000, and 3s.
£1,000 and over, on which assumption total duties paid by individuals
came to f7g0,000.

Included in stamp duties on miscellaneous items was £280,000 paid
on life insurance policies, and it can be assumed that this duty was
borne by holders of policies. We also added £300,000, the estimated
amount of duty on the transfer of shares paid by life companies and
included in their cost of administration.? {580,000 were allocated in
proportion to premiums paid on life policies.

Other stamp duties amounting to £6,090,000 must be considered
as an indirect tax on production in general. Included are £3,500,000
duty on cheques and receipts drawn by businesses and duties on
licences, marine and fire insurance, all of which are likely to be passed
on to the consumer.

The following figures summarize the results:

Stamp duties, 1037
4 mn.
Direct tax

Un owners of real property. . . . . . . 446
On owners of shares . . . . . . . . 88
On cheques, receipts, and insurance by private individuals . 4-2r
Total . . . . . . . . . . 1752

Indirvect tax
On production in general - . 6-0g
On the government and residents abroad . . . . o8y
ToraL . . . . . . . . . . 2448

The allocation of stamp duties regarded as a direct tax is shown in
Table 28 as duties falling on owners of real property, owners of shares,
and duties on cheques, receipts, and life policies paid by private in-
dividuals. Stamp duties falling on owners of real property came to
o11 per cent. of the value of real property, stamp duties on shares
to 0°14 per cent. of the value of shares.* Duties on cheques, receipts,

' The revenue from the duty on receipts is estimafed by the Inland Revenue
since postage stamps can also be used for payment.

* For the volume of transaction of life companies cf. Wilson and Levy, Tndustrial
Assurance, p. 384.

* See Table 21; £180,000 on industrial and £400,000 on erdinary policies.

* It seems, on the basis of these findings, that there is not much truth in the
claim voiced, especially before the Colwyn Committee, that the relative burden of
Stamsp duties i8 so much greater on shares because of the greater turnover of shares,
though this might be true for certzin kinds of shares.
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TaBLE 28. Stamp duties and N.D.C.
I Stamp duties
| Q.”ﬁ’“"‘f ers \ On cheques,

Range of | Real v receipls, \

tacomes . property | Shares A0 &e. i Total N.D.C.
o e le e o e | o

L | Looo ' floco | £’ooo ] {’o00 £'ooa ‘000
Under {125 560 40 | 6oo | 170 950 8o
125-150 1bo 20 | 180! 90 ’ 270 40
150-175 200 30 220 8o | 300 50
175-200 180 30 zI0 6o | 270 6o
200-250 250 } 6o | 310 s00 | 810 120
250-300 230 70 300 720 1,020 150
300-400 ' 370 180 540 670 1,210 360
400—500 i 260 210 470 310 780 430
500-600 ‘ 190 240 430 | 280 710 480
60a-Boo 260 460 7io | 280 1,000 930
8a0-1,000 180 410 & 5590 160 750 820
1,000-1,500 290 820 | 1,110 2350 1,360 1,650
1,500-2,800 190 630 820 120 040 1,270
2,000-2,500 130 490 6zo 70 6oo 900
2,500—3,000 100 400 500 50 550 810
3,000—4,000 150 650 810 bo 870 1,320
4,000-5,000 100 480 5G0 30 Gz0 980
5,000-0,000 80 300 470 20 490 780
6,000-8,000 I1a 350 660 20 080 1,120
8,000-10,000 70 380 | 450 10 460 270
10,000-135,000 110 640 ! 7o 20 I 780 1,300
13,000—20,000 | 6o 350 | 420 10 | 430 220
28000—30,000 Go 379 430 10 | 440 750
30,000—50,000 50 320 ‘ 380 — | 380 650
50,000— 100,000 0o 330 | 400 — : 410 } 700
100,000 and over 50 290 340 - 30 580
ToTaL . - #4bo 8,850 * 13,320 i 4,210 ; 17,530 l 17,010

and life policies reached a maximum of o-35 per cent. of income at an
income of f250, on the assumptlons made, and were negligible for
h1gher incomes. As seen in Table 29, the bulk of stamp duties is paid
by incomes over f250. This is particularly the case of the duty on
transfers of property, of which incomes over 250 pay go per cent.
Of all stamp duties regarded as a direct tax persons with over fz50
paid 835 per cent., surtax payers (incomes over {z,000) paid 40 per
cent. Although stamp duties are levied at flat rates, in their whole
effect they are progressive but not to the same extent as income tax

and surtax.
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TAaBLE 29. Stamp duties and N.D.C. (Summary)

Stamp duties
Range of On transfers | On chegues l !
incomes i of property "and receipts Al N.D.C.
_ = _ ! : —

8 fmo. % Lmn. % Lmn. % fmn 9
Under {125 ob 5 04 IO ‘ 1o 6 . o1 I
125250 o'g 7 oy Iy 17 I0 o3 2z
250-500 13 I0 17 40 I 30 I7 09 5
§00—1,000 17 Iz o7 Iz 24 Iy 22 Iz
1,000-2,000 1-9 14 ' o4 IO | 273 I3 29 6
2,000—10,000 41 3 ) o3 7 44 25 6-8 38
10,000 and over 27 2r oo o ‘ 28 16 47 26
ToraL . . 132 Ioo 42 Ioo l 176 Ioo 17 Ioo
Under f250 . 1 T7 Er 26 | =277 IS o4 2
Over £z50 N S5 AR 1 3t 7¢ | 149 85 | 1705 98

iI. NATIONAL DEFENCE CONTRIBUTION

The National Defence Contribution was introduced in 1937, im-
poscd, generally speaking, on all business except public utilities (in-
clusive of railways), The first period for which profits were liable to
tax began on 1 April 1937 and the rate of tax was § per cent. on the
profits of companies and 4 per cent. of private firms. Profits of less
than f2,000 were exempt and abatement was granted on profits
between f2,000 and £12,000 amounting to one-fifth of the sum by
which profits fell short of f12,000.! Receipts were £1'4 mn. in
1637-8, £21'9 mn. in 19389, and £26-7 mn. in 1939-40.2 National
Defence Contribution is deductible from income-tax assessmefits
but, in spite of this, it is regarded as a direct tax.

Owing to the time-lag between receipts and assessments, receipts
would not give a true picture of liability for 1937. Since there is a lag
in assessment, liability is also underestimated. But, since profits
were about the same in 1937 and 1¢38, we can use assessment in
1938—9 and assume that liability for 1937, ie. from 1 April to
31 December 1937, came to three-quarters of the assessments for
1938—g and was £18:6 mn. Some of this, an estimated fo-7 mn., was
paid on profits due to residents abroad, the rest, £17:g mn., has been
allocated in proportion to the value of shares held.?

" Profits were computed for assessment as for income-tax purposes, but interest
an loans, &c., was allowed and rent on own premises not deducted. Buiiding
societies received special attention.

* There were some slight modifications in the law relating to this tax, soon
merged with E.P.T. and losing its significance,

* Shown in Table 77.
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National Defence Contribution being a direct tax should not have
been deducted from income-tax assessments and is, therefore, im-
puted to holders of shares in Table 17 and deducted here in the same
way. The figures are shown in Tables 28 and 29. The bulk of the
burden falls on incomes over f250 and only 2 per cent. is paid by
incomes under £250. 64 per cent. is paid by surtax payers who pay
the same percentage of income tax and surtax also.

fit. OTHER INLAND REVENUE DUTIES

Of seven kinds of death duties on the statute book only three were
payable on deaths occurring in 1937. Receipts from Probate and
Inventory duty, Account duty, Temporary and Settlement Estate duty
were paid for deaths which occurred a long time ago, hence there was
no liability on account of these taxes for deaths occurring in 1937.

E.P.T. (of the last war) and Munitions Levy and C.P.T. came into
the same category; all revenue coming in was on account of liability
incurred in the past.

Land tax brought in, on the average, fo-6 mn. in 1936—9. The
incidence of this tax is on the owner of the land at the time when the
tax was imposed; by 1937 most land in the country had redeemed its
obligation. It can be assumed that this tax has been capitalized and
its whole burden fell on landowners in the past. On the principle of
‘old tax is no tax’ it was omitted. The same criteria apply to Minefal
Rughts duty payable on the working of mines. Revenue was £o-z\q{1.

Corporation duty was payable as a stamp duty, since 1883, by way
of compensation for non-liability to death duties of certain property
of corporate and unincorporate bodies. It was payable at the rate of
35 per cent. of the net income of property, but the greater part of the
property liable was specifically exempt and receipts came to fo-1 mn.
only. -
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DIRECT TAXES: A SUMMARY

i. DIRECT TAXES
Ix Chapters VI-IX direct taxes amounting to {5395 mn. were allo-
cated. It was also estimated that income tax, social insurance con-
tributions, death duties, stamp duties, and N.D.C. amounting to
424 mn, were paid by the government or residents abroad.!

TABLE 30. Direct taxes

T

' l Stamp ‘ l

‘ Incomte tax and . i dutieson® Duties |

! srtax ) Social | transfer voem |

————————— ! insurance | of i cheques, :

| i Nom- | contribu-  Death |properly,. receipits, |
Range of incomes Perional Iperrona! | tions, f'.-:l"c.| duties e, &e, N.D.2. | Total
! Looa | £loco £'ooo | Lleoo | [loco | Lloew | £'oon £'oco
Under {125 ‘ — 1,030 | 29,420 ‘ 130 boo ' 370 3o 31,640
Jzs-150 320 470 | g.bz20 | 150 180 90 40 10,870
150-1%% | 1,110 ' 455 8,070 190 220 ‘ 8o 50 10,175
I75—200 1.47% 445 4,720 ! 180 210 | 6o Go 7,150
Loo—z50 | 3.310 705 5,120 fiyo 310 500 120 1D,775
2s0—300 ‘ 3,680 1,390 I,350 700 300 | 720 150 8,240
300—-400 4,330 2,h1§ 720 ' 1,290 s40 | 670 - 360 13,528
-‘:00—500 7.530 [ 2,51§ 25 1,to0 ‘ 470 310 430 12,390
;00-600 7.6z20 2,540 —_ 1,030 | 430 280 | 480 12,380
o800 13,480 i 4,260 I | 1,840 | Tto 290 q3a 21,510
Soo—-1,000 1 11,415 - 3,54% ‘ — 1,490 590 ‘ 1ho fz0 18,020
1,000-71,500 22,480 | 6,015 —_ 3,550 ! 1,110 250 1,65¢ | 35.955
1,500~2,000 16,778 5,220 — 3,500 820 | 120 : 1,270 | 27.70§
2.000-2,500 | 13,730 | 1,085 — {23,080 620 70 ‘ gqo . z‘:.Bgs
2,500~3,000 10,890 | 1,225 — 2,700 ‘ 500 50 i0 15,205
1.000-4.000 L 18,260 | 5,010 ) — | §.01@ | 810 bo 1,320 ! 10,470
4,000—5,000 ' 14,330 ; 3,600 ! — 4,100 | 560 30 98¢ | 23,830
5.000—6,000 12,340 | 2,820 . — 3,780 | 470 20 780 ] 20,210
5,000-8,004a 18,055 1,079 | _— 5,010 fho 20 1,120 29,745
¥.000~10,000 13,450 | 2,715 i — . 4460 450 | o | ye zt85%
10.000-1 5,000 22,835 i #s10 - © 8,320 260 z0 1,300 . 17,745
13.000-20,000 13,320 ‘ 2,490 ‘ —_ ! 5,180 : 420 10 720 22,740
132000-30.000 | 14.450 | 2,500 — ; 5860 a3 1o, 750! 24-;00
19,000-50,000 13,1315 , 2,205 | — i 5ab0 380 — ! bso 25330
fo.coo-100.000 | 13,940 | 2,360 — I 6,870 . 4o0 — 700 24.270
(20,000 ﬂc.!?,vfr,. 12,040 | 1,930 — | 7.920 | 340 — 580 _zfibo
Toraw . | 286,780 | 73.475  s0.085 | Bageo | 13320 | 4210 17010 | 530830

Table 30 gives the results of the previous chapters. For analytical
purposes seven kinds of direct taxes are distinguished, income tax on
personal incomes and surtax, income tax on non-personal incomes,
social insurance contributions by workers (and similar payments in
lieu of them), death duties, stamp duties on the transfer of property,

' Taxes paid by the government are cancelled in the government accounts; taxes
paid by residents abroad are included in government income,
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stamp duties on cheques, receipts, and life policies, pa:d by indivi-
duals, and N.D.C. The last column shows al] direct taxes distributed
between income groups.

"T'he same set of figures is shown, in the form of cumulative per-
centages, in Table 31, At can be seen that persons with incomes over
£ 10,000 paid 28 per cent. of all direct taxes, those with incomes over

TABLE 31. Direct taxes (cumulative distribution)

t T

{ [ ! ! Stamp

TIncome tax and duties on’ Duties

surtax | Social ‘ I‘ranjr_fer E N on
- inturance ; [ chegues,
| Nen- | conzribu- Death | property, receipls,

Incomes Personal | persomzl tions, &e. | duties Ge. | e N.D.C, Total
I | _
£ L % o | e % 1 % % %

Over fo [-1-1.] loo -] loo o 100°0 1000 f |oo 3 100'C 16070
128 t Ioac | o886 502 998 956 . o012 996 941
150 . b9 | oBo 330 99'6 1 944 | Bor 99°4 921
175 . ! 99°5 974 20z 994 ’ v2'7 | 872 | 001 voz
200 . 990 98 [ 122 o2 911 858 98-8 889
250 { 978 J 958 ¢ 36 984 L 88-8 l 739 981 86g
300 1 965 ' upgo I rz2 i 978 | Bos 56-8 573 854
400 939 . Qo4 | — [IT 824 40°0 $5'3 829

[ i I |
500 o3 b Bro — . 948 B9 | 335 9z-y Bo'b
6ao ‘ 556 83s | — [ 436 | 757 | 268 quz 783
8oo 839 T — ' 914 L 704 t 150 850 743
1,000 . 799 vz — . 896 L) 16-1 Ro-4 710
1,500 . 9z°1 635 | — 854 E 577 102 712 643

2,000 . 66-3 sh3 | — | 813 s1'5 [ 73 641 592

2,500 . f17 | 5o — L ] ] 468 ’ 56 586 555

jece .1 579 { 465 — T44 ¢ 430 44 | 541 51%

4,000 505 ) 397 — 685 | 3b9 15 ¢ g6y | 4bd

5,000 [ oaes [ 348 | — | 614 \ 325 | 23 412 417

6,000 i 423 | 300 ' — s8-9 | 290 | '8 368 - 28

8,000 l 360 . 250 — 51'g | 240 1 13 an's 325

10,500 ary | =zig — a6t . 206 ! [ 262 284

15,000 . 233, 158 — 368 | 149 | ab 159 214

20,000 . g7 - 123 — 307 0 1r7 | a4 14-9 173

30,000 37 | 88 — ., 238 | &5 o2 I 107 128

50,000 I o' 58 — [ & 2 56 | o1 71 57

100,000 \ 42 | 2°h — g3 zh —_— ; 3z | 42

£3,000 paid 52 per cent,, and those with incomes over f5o0 paid

- 81 per cent. Only 8 per cent. was paid by persons with an income of
£150 or less.

These two tables are given in a summary form in Table 32. It is

«shown in the lower table that death duties were the most progressive

kind of direct tax, followed by income tax on personal incomes and

- surtax. Social insurance contributions, levied at a flat rate, are obvi-

ously a regressive proportion of income." 87 per cent. of all direct

! Different conclusions would, of course, be reached if social insurance contribu-
tions were not regarded as a tax but, instead, social insurance services were regarded
as a2 subsidized government service.
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taxes was payable by persons with incomes over £250. Persons with
incomes under £250 paid only 1-5 per cent. of death duties and 2 per
cent. of income tax on personal incomes and surtax, and also 2 per
cent. of N.D.C.

Finally, in Table 33, direct taxes are given in three categories,
Direct taxes payable out of actual incomes include income tax on

TABLE 32. Direct taxes (Summary)

! : ' Stamp
. Imcome tax and 1 durieson| Duties
I surtax |, Social rantfer | o
— insurance of | cheques, %
Non- | contribu. | Death |property,’ receipts, | ‘
Range af incomes| Personal | persenal | tions, &¢c.| dutier & [ & N.D.C. Tatal
£ ; fLmn L mn £ mn, L mn, | L ma, L Lon, ! £ mn £ mn.
Under {125 — ; 10 204 o1 o6 o4 vi | 316
1z§-250 62 | 21 273 iz o9 [ oy o3 1 3%p
230-500 186 | 65 21 31 I3 17 o0 343
535 1,000 325 | 193 — 43 17 o7 | zz | 519
1,000-2,000 v 30°3 127X —_ 71 I rg ! o4 | 29 637
2000-10,000 | 1004 . 2§53 | — 203 ; 41 o3 , 68 166-2
10,000 and over 8§08 | 161 — ph ’ 27— F 47 1529
ToTaL . .| 2868 l 734 ' s00 847 ‘ 132 | 42 1 179 539'5
CUnder £250 ‘ 6z E 11 1 569 ! 13 E'S Uora ! o4 70§
Over Laso 2Bob | 700] 27 8314 © 11°7 31 17°5 - 46p'c
% ot % a % % % s % %
Under Lrag | — ! 14 49'8 ey ! 46 s o5 59
125-250 22 28 46'8 4 a8 16°7 19 -2
150-500 T b 88 4 ' 37 98 404 | s 63
500-1,000 11°4 140 -_— 51 12°Q b7 123 oh
1 50-z,000 136 16-5 —_ B4 I4'4 o5 | 162z 11-8
2,000 -10,000 380 345 — 346 L | 71 180 | 3c'8
12,000 and over 113 21g | _— I 46-8 | 205 | — l 267 ! 284
7 .\ 1000 1 rooe ‘l woo | 1000 , 1000 10000 | 10070 | 1o0@
Unier £250 | 22 42 ‘ 96-f I's ‘ rr4 36z 2°2 31
Over £250 {978 i g5E | 34, 98 886 | 738 i 978 869

personal incomes, surtax, workers’ contribution to social insurance,
and stamp duties on cheques, receipts, and life insurance, payable by
individuals, Direct taxes payable out of imputed incomes include
income tax on non-personal incomes and N.D.C. Death duties and
stamp duties on the transfer of property are not included in either
category but given separately, since they fall on both actual and im-
puted incomes from property.

The same set of figures is summarized in Table 34. It is shown
that 82 per cent. of direct taxes on actual (personal) incomes, 96 per
cent. on imputed (non-personal) incomes, and g7 per cent. of taxes
failing on both categories of income are paid by persons with incomes
over L2350,

4f19 K
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The results given in Table 32 are represented in Fig. 5, which
consists of seven rectangles corresponding to the different kinds of
direct taxes. The area of each is proportional to the amounts of tax
payable. The rectangles are then divided according to the amount of
tax payable by the various income groups.

TABLE 33. Direct taxes on actual and imputed income

| Dhrect taxes falling on

| 1

' ! Unadfusted
Actual + Imputed  producers
Range of incomes incomes incomes i fncomes Total
L flooo | Llooo ‘ L'ooo J- {’oao
Under L1253 . . 29,7990 | I,12a0 | 730 ! 31,640
125-150 . o 10,030 | 510 330 | 10,870
150-175§ . . g.260 | 505 410 i 10,175
175-200 . . 6,255 | 505 390 7,150
200-250 . . B,g50 823 ! 1,000 ' 10,775
250-300 . . 5,750 i 1490 1,000 8,240
3oe-g00 . . 8,720 ‘ 2,975 . 1,83 l 13,525
4o00-500 . . 7:875 2,945 1,570 12,390
500-600 . . 7,900 3,020 1,460 1 12,380
6oo-foo . . 13,976 . 5,190 | 2,550 h 21,510
Soo-1,000 . . 11,575 4,365 2,080 18,020
1,000-1,500 . . 22,730 I 8,505 4,660 35955
1,500~2,000 . 16,805 6,490 4,320 | 27,703
2,000~2,500 . { 13,200 ' 4975 | 3,700 | 21,873
2,500~3,000 i 10,940 | 4,035 1,290 i 18,263
3,000—4,000 . 18,320 ' 6,330 5,820 I 30,470
4,000~5,000 . l 14,360 | 4,580 | 4,890 23,830
g,o00~-6,000 . o 12,360 | 3,600 4,250 20,210
6,000~-8 000 . L 18,075 | 5,000 6,580 209,743
8,c00~-10,000 . . 13,460 3485 ! 4,910 21,835
10,000~15,000 . . 22,855 | 5,810 9,080 37,745
15,000~20,000 13,330 1,210 5,600 22,140
20,000-30,000 ‘ 14,460 | 3,349 6,290 24,090
30,000-50,000 . . E 13,140 2,855 { 5840 | 21,830
50,000~-100,000 . . 13,940 I 3000 | 7,270 24,270
100,000 and over . 12,000 2,510 8,260 22,860 _
ToTaL | 350,030 i 91,383 | 48,110 539,520

Direct taxes are expressed in a different way in T'able 35, where
taxes payable by the various groups are given in percentages of in-
come—direct taxes on actual income as a percentage of actual income,
direct taxes on imputed income as a percentage of imputed income,
and direct taxes on unadjusted producers’ income, and all direct



DIRECT TAXES 131
taxes, as a percentage of unadjusted producers’ income. Percentages
referring to all direct taxes are represented in Fig. 6. It is remarkable
thatabove an income of £500 the curve, if drawn on a semi-logarithmic
scale, approximates the straight line. Only 3 per cent. of incomes
under £125 is paid in direct taxation, 5 per cent. of incomes of

TABLE 34. Direct taxes on actual and imputed income
(Summary)

F Direct taxes falling on
‘ Unadjusted |

i
Range of Aectual | Imputed i producers’ #
trncames ‘ incomes ! incomes ' incomes ' Total
£ o fLmp, | fLrmon 0 Lmn £ mn.
Under {125 . z98 ! e °7 316
1Z25-250 : 14'5 274 2K 189
250-500 ] 223 ’ T4 0 44 343
500--1,000 332z 123 60 351G
1,000-2,000 197 150 9o 637
2,000—10,000 T I 321 | 134 1662
o000 and over | 898 | 208 { 4273 1529
Tota. . . 0 soo | er3 | oo . sios
Under £zzo0 643 35 ! 28 | 705
Over f250 2857 878 951 ;4690
£ % % o %
Under {125 ! 85 12 o7 56
123-250 o5 26 2°% : 72
250-500 L 81 35 63
500-1,000 o5 | 137 | 61 | b
1,000-2,000 13 1604 | g2 8
2,000—10,000 288 352 34°1 : 308
10,000 and over 259 228 432 ‘_ 284
ToTAL . . | 1000 .i 1oown | 1000 1000
Under £z2350 S § ) f 38 | 28 . 131
Over fz250 | 816 | 962 { 972 | 86y

'{300-400, 10 per cent. is reached at the level of £500, 20 per cent.
at f1,000, 40 per cent. at {5,000, and 6o per cent. at {15,000, In
the case of the largest incomes 100 per cent. is approached.’

The percentages paid out of actual incomes rise from the same level
Up to 6o per cent. and over, the percentages on imputed incomes
show a similar graduation.

' The proportion of income paid in direct taxation is, obviously, dependent on
the particular method chosen for the allocation of death duties. Cf. Ch. VIII.
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The same set of figures is summarized in Table 36. Direct taxes
came, on the average, to 12:2 per cent. of unadjusted producers’ in-
come, but whereas the proportion was 2-g per cent. for incomes under
L2350, it was 24°1 per cent. for incomes over f250. The proportion
is fairly constant under £250 but it rises rapidly above that level to

r T T i 1 T 1 T 1 L] 1

ENETZ
All direct taxes R

%Under £125
125~250
25 MM 2se-s00

500 ~1.000

1,000~ 2600

Persoral income tax and surkax \:l 2,000 ~ 10,000

287

10,000 & over

]

i

73

Million £5%
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1

85
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Death duties
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Per cent

FiG. 5. Direct taxes,
69 per cent. for incomes of {10,000 and over. Of actual incomes over
£10,000 just one-half was payable in direct taxation.

i, AVAILABLE INCOME

The immediate aim of allocating direct taxes was to estimate the
distribution of available income, that is, income available for private
individuals or corporations to be spent on consumption or investment,
both valued at market prices.

In Table 37 transfer expenditure by the government was added to
producers’ income. Nominal producers’ income (that is, income in-
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clusive of transfers) can be actual, imputed, or non-allocatable, corre-
sponding to a similar classification of producers’ income. Available
income is obtained by omitting unallocatable income (public income)
from nominal unadjusted producers’ income (which is equal to the
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"TABLE 35. The relative burden of direct taxes

|
|

£
Under L1255 !
125-159
150175
175-200
200-250
150~300
300—400
400-500
500—600
6oo-8oo
800-1,000

1,000-1,500 '
I,500-2,000 ‘
2,000-2,500 !
2,500-3,000
3,000-4,000
4,000-5,000
3,000-0,000
&,000-8,000

10,0001 5,000

8.000-10,000 {

15,000-20,000
20,600-30,000
30,000-50,000 ‘
5C,000-100,000

ToTaL

Dhirect taxes on

actual income as

X proportion of
Range of incomes |  actual income

%
26
31
29
23
2°5
2-6
34
54
78
1075
152
15°5
17:6
106
213
242
274
307
332
371
413
457
49'5
5473
377
63-0

84

]
i

——~

Direct taxes on

iymputed fncome |

as proportion of

tmputed income

327
355
378
40-6
42'0
43¢
43's
440
444
458
473
474
484
485
492
4974
499
50°1
502
51°3

374

Direct taxes on
unadjusted pro-
ducers' income as
proporiion of
unadiusted pro-

ducers” income

%
o'x
oI
o1
[ 20 4
o3
0’4
il
1-Q
14
18
2'1

All divect taxes
as proportion of
unadjusted pro-
ducers' income

(173
‘o
217
33
3z
20
30
36
52
8o
11-3
150
183
216
250
278
30°2
340
384
42°2
458
502
561
620
672
730
803
949
122

sum of nominal actual and imputed producers’ income), and then
deducting direct taxes. Deducting direct taxes on actual income from
nominal actual income, actual available income is obtained ; deducting
direct taxes on imputed income from imputed income, imputed avail-
able income is obtained. Total available income is obtained by de-
ducting all direct taxes from nominal unadjusted income. Tt can be
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- seen that total available income is equal to the sum of actual and im-
puted available income less direct taxes falling on both categories of
income (death duties and stamp duties on the transfer of property).’
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Summary results are shown in Table 38 which gives, for seven
income groups, the number of persons, producers’ income, nominal
producers’ incorne, and available income; both azctual and total
incomes are given. The same set of figures is givcn in relative per-
centages, Finally, producers’ and available income are given as
percentages of nominal producers’ income. It can be seen that '86 per

' Sum of producers’ income = net national income. Sum of nominel producers’
income = net national income 4 transfers. Sum of available income = net national

incomne + transfers — public income — direct taxes = private consumption (at market
prices)+ private saving (at market prices).
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TABLE 36. The relutive burden of direct taxes {Summary)

Drect taxes on
unadjusted pro- |
Direct taxes on Ddirect taxes on | ducers' income as | All direct taxes
actual income as | imputed income | proportion of ont proportion of
: praportion of as proportion af ! unadjusted pro- |, unadjusted pro-
Rﬂﬂg{f’f wmcomes actual income imputed income | ducers’ tncome ducers’ rrcome
S % % i % %
Under fi23 26 b5 oL 27
125-250 27 86 o2 70
250-500 36 336 o7 33
300-1,000 104 404 1-7 14-8
1,000-2,000 164 429 32 230
2,600~10,000 26-7 465 75 372
10,000 and over 496 496 190 68-6
ToTar . . 84 37°4 2-2 122
Under £250 27 78 or 2'g
Over £250 | 163 441 49 241

TABLE 37. Available income, 1937
(In million £’s)

Nominaf ' Nominal : Actual | Imputed Y Total

Range of incomes actual | Imputed :unadiusted' available ' auailable ' avarlable
£ tncome fncome tneome l‘ income income tneome
Under £125 ] 1,3906 16-8 1,407°4 ‘ 1,360-8 157 ‘ 1,375°8
125-150 L 3387 78 | 3405 3287 73 | 3356
T50-174 | 3308 66 | 3374 32108 61 ' 3272
175-200 . 2795 58 | a8ge3 | 2732 573 278t
200-250 } 3609 78 | 3687 | 35179 70 . 3579
250—300 ! 2261 49 l 2310 l 220'3 3¢, 2228
300-400 2546 91 2637 | 2450 6t | 2502
490-500 | 1458 83 154’1 | 1379 54 | 1417
se0—600 ;1013 80 1093 934 50 969
boo—Boo ' 1305 12-8 1433 11677 4 76 1208
800-1,000 879 104 983 763 6o | 803
1,060—1,80C 1463 19°9 1662 1236 1n-3 : 130°2
[,500—2,000 | 059 14'9 110°8 79°0 | 84 B31
2,000-2,500 | 675 IR 788 j 5473 l 63 ‘ 56°g
2, §o0—3,000 514 91 605 498 | L[ 422
3,000—4¢,000 756 13-8 894 J 573 s 589
4/900-5,000 52'3 97 62t 180 51 ( 383
3,000-6,000 403 | 76 479 | 279 40 | 277
6,000-8,000 544 10§ 649 ; 33 54 352
8,000-10,000 363 ! 72 435 | zz+8 37 216
10,000—1§,000 554 1 118 672 ! 325 bo 05
15,000-20,000 2921 6 | Looase 33 \ 136
20,000~ 30,000 | 202 | 67 | 359 | 137 | s | -8
30,000~ 50,000 ; 24°2 l 57 29y | 1 28 | Bt
50,000~100,000 1 24'2 | 6r 30'3 | 10 10 | 61
_ 100,000 and over 192 49 2471 7L 4 | 1z
ToTaL . c 1 44381 i 24470 ‘i 46921 | 40080 | 1526 ! 4,152°8




TaBLE 18. Actual and total income

Number of

Aetnal inconees

i

Artual incomes

Actual incomes

Nominal Nominal . Nominal .
Range of incomes persans Producers producers Available Producers —  producers I Available | Producers producers i Available
L Thousands | [ mn. | 4 mn. £ mn. % " i % %o i % [ %
Under f125 21,8¢a i 1,150 i 1,361 1,361 278 . 3i2 332 8343 1000 978
125—-2%0 18,750 1,262 l 1,310 1,275 303 i 29°4 31 964 100°0 973
250-500 4,816 624 i 627 Go4 150 141 | 147 905 ' 1000 : 064
£06—1,000 1,209 320 i 320 286 79 72 ! 70 1000 100°0 i 897
1,000-2,000 481 242 i 242 } 203 58 54 I 49 100-0 199'0 . 835
2,000-10,000 258 378 i 378 247 [ | , 85 o8 100-0 100°0 732
10,000 znd over 22 8r 181 02 43 | 4t . 2z 100°C tooe 50°3
ToTaL . .1 47,300 4,166 1 4,443 4,008 1000 1000 ! 1000 918 | 100°0 9z3
Under L2506 49,550 2,421 , 2,700 2,636 581 I 606 64°4 897 1000 ] 978
Orver fz50 6,750 1,745 1,748 1,462 419 394 l 356 99-8 100 | 836
Total incomes Total incomet Total incomes
Nominal ] Nominal ‘ Nominal
Numiher af producers producers producers
Range of incames persons Producers | (unadjusted) | Avaslable Producers  {uradjusted) ' Available Producers | (unadjusted) | Auvailable
L o, £ mn, £ mn. £mn. o % ! o % % J %

Under {125 46 1,172 1,407 1,376 20-g 300 331 833 ro0'c 977
125-280 396 1,284 1,338 1,299 295 28:5 [ 3113 ob'o I 1060 1 971
250500 1002 640 ! 6409 615 14°7 13-8 I 148 08-6 l 100°0 7R3
£00— 1,000 z-8 144 .} 35t 2949 79 75 ! 72 [o. 8] 1000 By-2
1,000—2,000 1a 270 N 277 213 firz 5'g i (8 975 1060 769
2,006—-10,000 o' 433 ! 447 281 90 95 i 68 obg l 1060 fz'p
10,000 and over 005 2158 ,‘ zz3 7o 49 48 7 : 0b-4 100-0 ' 114
TOTAL . . 1000 | 4,356 4,692 i 4,153 \ roo'a 1000 \ 100°0 | 02-8 100°Q ! 885
Under fz50 857 z486 | 2945 I 2,698 | 564 585 624 | Bog | reeo | o7a
Over £250 141 9ol ¢ nos7 | nem 436 415! 356 976 B i R 759

gt1

TEIXV.L LOJHId

AUVININNS ¥V
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cent. of the population was included in the groups under f250, but
they only had 356} per cent. of producers’ income (58 per cent. of
actual income). This proportion was raised to 58} per cent. by the
allocation of transfers (604 per cent. for actual income), and 644 per
cent. after allowing for direct taxes (64} per cent. for actual income).

r 1 T T 1 T L T 1 1]

N T H

l'__f
Mumber of persons

E Under £125
125 ~ 250

(M 2s0-so0

500~1,000

4356

» 3 1000~ 2000
j & (2000~ 10000
E 3 4\ ! B3 10000 & over
Nominal producers income
\ ll{”{ 77
] |
=\l S

. A\;’aﬂiblel income L
0 10 20 30 40 50 60 TC 80 90 100
Per cent

Fig. 7. Available income.

It can also be seen that available income as a proportion of nominal
producers’ income is g7-98 per cent. for the groups under £230, 93
per cent. for the group with incomes of £250-500, 85 per cent. for
the group with incomes of £500-1,000, and gradually falls to 31 per
cent. for incomes over £10,000.

Producers’, nominal producers’, and available incomes are repre-
sented in Fig. 7. The bar on the top represents the relative distribu-
tion of the number of persons. The areas are proportional to income
and are divided according to income groups.
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The same facts are exhibited, in a different arrangement, in Fig. 8.
Each income group is represented by a column proportional to nomi-
nal producers’ income. The columns are divided into producers’

:%%E i Froducers' income
I'.IOO- / TransFers& public income
000 / irect taxes

% %zg E % @:ﬁnaw income

= 600} /
20} Z %
'Og‘ u%zs 125-250  250-500 %Ul{fﬂ 1%0 2.?{000 10000 and over

Range of incames (£)

Fic. 8. Income and direct taxes

income and transfers on the one hand, and into direct taxes and
available income on the other.?

ili. REDISTRIBUTION BY TRANSFERS AND DIRECT TAXES

Until redistribution is more fully discussed in Ch. XVII it can be
- assumed that redistribution of income by transfer or by direct taxes
can be measured by the divergence from an hypothetical distribution
of transfers or of direct taxes proportional to the distribution of pro-
ducers’ income. In Table 38, for instance, redistribution by direct
taxes can be measured by taking available income as a percentage
of nominal producers’ income for each income class and by taking
deviations from the average.

Redistribution is graphically exhibited in Fig. g. The areas are
proportional to transfers paid to (or direct taxes paid by) the various
income classes.? The base of each rectangle is proportional to pro-
ducers’ income. Consequently, the hypothetical distribution, propor-

1 ‘The first division is represented by diagonal, the second by horizontal-vertical
shading. It can easily be seen that Fig. 8 can be geometrically derived from Fig. 7

and that there is proportionality between corresponding areas in the two diagrams.
* The diagram relating to direct taxes can be geometrically derived from Fig. 5-
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tional to the distribution of producers’ income, can be represented
by the rectangle shown in broken line. Redistribution is represented
by the shaded areas falling above or below the broken line, which is
so arranged that areas representing positive and negative redistri-
bution cancel.
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Fic. 9. Transfers and direct taxes.

The classes under 250 received 56-4 per cent. of producers’ in-
come, but received 991 per cent. of transfers and paid r3-1 per cent.
of direct taxes. Hence of all transfers they received 427 per cent.
more, and of all direct taxes paid 43-3 per cent. less than the amount
proportionate to their income. This amounts to £ 120 mn. of transfers
and £234 mn. of direct taxes.
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INDIRECT TAXES

i. THE ADMINISTRATIVE SOURCES OF INDIRECT TAXES

From the administrative point of view indirect taxes consist of

Customs,and Excise duties, local rates, and tolls, &c., motor vehicle

duties,” part of social insurance contributions,? part of stamp duties,’

the net profits of the Post Office and of broadcasting, and the receipts

» of the Wheat Fund. These items brought in £642 mn., to which

must be added the cost of workmen’s compensation* and, owing to

the complexity of sugar duties, the excess of the increase in the cost

of sugar to the consumer over receipts of sugar duty.® The total of
£664 mn. was divided in the following way.

TaBLE 3g. The administrative sources of indirect taxation, 1037

£ mn.

Customns and Excise duties . . . . 3349
Local rates, and tolls, &c. . . . . 200§
Motor- veh:c!e duties . . . . a5o
Social insurance mntnbutmns . . . 518
Stamp duties . . . Ll ¢
Post Office and broadcastmg net proﬁt . . 1Ig
Wheat Fund receipts . . . . . 16
Warkmen's compensation . . . . 130
Excess sugar duty . . . . . 89
TortaL . . . . . . . 6637

Note. Receipts in Northern Ireland are included under the appropriate headings.
Customs and Excise duties include certain licence duties collected in England
and Wales (but not elsewhere) by the Post Office on behalf of local authorities.
To local rates were added tolls, &c., collected by local authorities in Scotland.
The Post Office and broadcasting net profit are derived from the relevant com-
mercial accounts and are not necessarily identical with the amount received
by the Exchequer.

Though indirect taxes are collected by a number of different authori-
ties in a number of different ways,® they are essentially a single
body of taxes: they are taxes on particular goods and services, in
contrast to direct taxes levied chiefly with reference to income and

¥ Collected locally on behalf of the central government.
2 The rest is included in direct taxes in Ch. VII.
3 Collected by the Inlantd Revenue. The remainder is included in direct taxes

in Ch. IX. 4 See p. 82, above.
 Equivalent to an invisible subsidy to growers of sugar at home and abroad.
See p. 142.

¢ £388 mn, has been collected by the Exchequer, £201 mn. by local authorities,
and {75 mn. otherwise,
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capital. \ The amount of indirect taxes falling on an individual or
family is not determined, like direct taxes, with reference to income
and capital alone, but also depends on the expenditure pattern of the
individual or family. For example, a smoker pays more in indirect
taxation than a non-smoker with the same income. YT'he estimate of

" the amount of indirect taxes borne is, therefore, always for an average
or typical individual and family.

How far the average can also be regarded as typical must depend
on the variations round this average. Yhese variations may be small,
as in the case of sugar and tea consumption, or large, as in the case of
alcohol and tobacco. For our purposes only the totals of tax payments
in any income group, based on averages, are needed and variations
round these averages can be disregarded. But to assess the signifi-
cance of the results, possible variations round the average must be
kept in mind, especially when considering the equity of the tax system,?

i/ THE INCIDENCE OF INDIRECT TAXES

Indirect taxes are assumed to raise prices by their amount and by -
no more. This is so if the supply of the commeodities or services taxed
is elastic relatively to their demand, It has been proved by statistical
analysis that the demand for certain commodities, €.g. sugar, tea,
alcohol, and tobacco, is inelastic.? This is likely to be the case of all
Customs and Excise duties,® but more will be said below on the
incidence of protective dutiesi As to duties on motoring, the demand
of the classes who use cars is likely to be inelastic, but there has been
a potential elastic demand 1n the poorer classes.* In any case, it can
be safely assumed that supply was elastic relatively to demand.

The incidence of local rates constitutes a more difficult problem.
Incidence might be on the occupier (i.e. the consumer), the owner,
or the builder, &c.* The local and individual variations in the condi-

' e.g. out of incomes f150-200, say, 12 per cent. was paid in indirect taxation.
This figure might conceal the fact that persons with children paid, say, & per cent.
and single persons, whase consumption of aleohel and tobacce might be heavier,
20 per cent. In this case our opinion as to equity could be different if we knew
the details on which the average was hased,

* Cf. G. V. Edelberg, ‘Flexibility of the Yield of Taxation’, Journal of the Royal
Statistical Soctety, 1940, Part I1.

? Except special duties on goods from Eire. See p. 143, below.

* The weekly cost of a small car, 20-25s. in 1¢37, was prohibitive to a wide range
of persons who, however, could have afforded a car at the weekly cost (excl. tax) of
1o-135, (It can be argued, on the other hand, that motor taxation pays for expendi-
ture on roads and its absence would have been equivalent to a subsidy.)

S Cf. ]. R. Hicks and U. K. Hicks, ‘An Economic View of Rating Reform’,
Public Administration, July~Sept. 1941.
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tions which affect rates are so wide and complex that it is difficult to
generalize.\ Jt 1s thought that in the particular circumstances of the
period between the two wars, chiefly because of the housing shortage,
the incidence of rates was on the occupier.!” This asgymption, which
corresponds to the general assumption that the incidence of indirect
taxes is on the consumer, will be accepted, but it could be alternatively
assumed that the incidence is on the owner.?

There is, however, one important qualification to the above argu-
ment, concerning protective duties, which is difficult to put into
quantitative terms.> Protective duties, defined in a narrow sense,
became important only in the thirties, when they amounted to about
15 per cent. of Customs and Excise duties.* But in the strict sense of
the term the bulk of Customs duties was protective, protecting, if not
home, then Empire producers against foreign competition. Generally
speaking, the ‘burden’ on the consumer of most types of Customs
duties is greater than Exchequer receipts.® If the home price of any
commodity is determined by the world price and a tariff 1s imposed
on imports without a corresponding Excise duty, the home producer
is able to raise his prices, imposing an extra burden on the consumer
not reflected in Exchequer receipts.’

The actual situation, which can be illustrated by the case of the
sugar duty, is more complex. The full rate of the duty on sugar,
1d. per lb., was levied on foreign produce only. Empire sugar re-
ceived preference and colonial sugar an additional preference. Home-
produced sugar was taxed at the lowest rate and was, in addition,
subsidized.® The price of sugarbeing determined in the world market
the full rate of the duty entered into the price; the consumer paid
1d. extra per Ib. The difference between the full and preferential
rates of duty, if home-produced or Empire sugar was bought, berne-
fited producers at home or in the Empire.

Sugar is an homogeneous commodity the price of which is deter-

' Cf. U. K. Hicks, The Finance of the British Government, pp. 267-8.

* The two assumptions lead to the same result in the case of owner-occupiers,

* It is usual to divide Customs duties into revenue and protective duties.
Revenue duties are those on commodities which cannot be produced at home for
physical reasons, e.g. tea, or for which there is a cotresponding Excise duty.

4 Protective duties consisted of McKenna (1913}, Key Industries (1921}, Silk
(1925), Import Duties Act (1932), Ottawa (1932), Beef and Veal (1936), and Goods
from Eire (1932-8) duties, The peak in receipts, £56 mn., has been reached in
1937-8.

5 This is so apart from the ‘announcement effect’, defined on p. 12.

¢ The protection given to refinement at home can be neglected since almost all
sugar was imported raw,
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mined in the world market, and hence it was possible to estimate the
amount of the extra burden involved and take account of it in the
calculations. But in no other case has this been possible for several
reasons. ' The commodity may not be homogeneous, e.g. China tea
paying the full rate is different from Indian tea paying the preferential
rate. Moreover, in the case of purely protective duties, it is argued
that the protection afforded to home and Empire producers is due to
other than fiscal reasons and should not be taken into account in
inquiries like the present one. It is admitted that a line must be
drawn somewhere between taxation proper and other government
actions because all government actions, e.g. Factory Acts, minimum
wage legislation, &c., affect the distribution of incomes; but the
financial impact of some kinds of protection is too immediate to be
ignored and the reasons for their being ignored here is chiefly due to
a lack of statistical investigations tracing price changes caused by
protective tariffs. It should he borne in mind, therefore, that in
certain cases the figures to be calculated show a minimum burden.’

11i. ECONOMIC CLASSIFICATION

Indirect taxes can be divided into taxes specifically on_consumption

and taxes on prgductién in general.? Indirect taxes are levied with

reference tb physical or value units of particular goods or services;
hence it could be ascertained how far the market price of any final
commodity or service reflects indirect taxes. Difficulty is caused by the
complexity of production because it is almost impossible to trace
taxes levied on producers’ goods or services in the price of the final
goods or services. From the point of view of determinateness the
entertainments duty is the ideal tax since its rate is fixed in relation
to the retail price of the service. In other cases the duty is paid at
earlier stages of production, €.g. the duties on sugar, tea, alcohol, and
tobacco, but it can be related to the retail price of the commeodity
easily if allowance is made for wastage in production and so forth.
Let us consider a piece of clothing containing some silk or artificial
silk. After allowing for wastage in production, the quantity of silk
used, and hence the tax thereon, can be ascertained. But other indirect
taxes also fall on that particular piece of clothing; forinstance, rates arc
paid on the factory, warehouse, and shop through which the commaodity

! For some estimates of the value of Empire preference cf. F. Benham, Britain
under Protection, pp. 81—4 and go.

? This division was followed in the White Papers on national income and The
Burden of British Taxation. The division adopted here is, in all but details, the same.
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passes, licence duty is paid on the lorry in which it is carried and duty
paid on the petrol the lorry uses, and employers in the factory, ware-
house, and shop contribute to social insurance. ¥ All these indirect
taxes are reflected in the price, but it is unposmbIE—ttT estimate their
amount without certain assumptions, “Fori instance, it must beassumed

that the duty onalorry enters into the price of the commodities carried

in proportion either to their value or weight. This uncertainty in
allocation distinguishes indirect taxes oh production in general from
those on consumption,” Another characteristic is that indirect taxes
on production enter into the prices of all commodities and services,
with only a few exceptions.!

The following table sets out indirect taxes according to commo-
dities and services on which they are levied:

TABLE 40. Indirect taxes, 1937
(In million £’s)

Food . . . . . . . . 526
Alcoholic drmks . . . . . . . 1137
Smoking . . . . . . . . 832
Housing . . . . . . 1350
Matches used by houscholds . . . . , 22
Domestic service . . . . . . 41
Private motoring . . . . . . . 354
Other travel by road . . . . . .I1°3
Entertainments . . . . . . 83
Postal services and uu’eless . . . . 46
Patent medicine, game and dog lu:ences &e. . . 22
Silk and artificial silk . . . . . . 65
Other clothing . . . 2:3
Pottery, glassware, cutlerv, and cIocks . . . 16
Miscellaneous imported goods . . . . . 36

Indirect taxes specifically on consumption . . . 4606
Stamp duties . . . . . . . 61
Social insurance contnbutxons . . . . . 607
Rates on business premises . . . . . 616
Motor and petrol duties on business . . . . 396
Postal services used by business . . . . T4
Tolls and licences ., . . . . . 18
Miscellaneous imported goods . . . . . 162

Indirect taxes on production in general . . . 1934

Taxes specifically on government ¢onsumptiof . . 36

ToTaL. . . . . . . . . 6637

' The exceptions are services where the seller has no business cost, such as
services of civil servants, Forces, and domestic servants, (This refers to cash
payiments for these services only, for tax does enter into payments in kind.)
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Taxes on food include Customs and Excise duties on food and non-
alcoholic drinks (inclusive of protective duties on imported food or animal
feeding stuff), Wheat Fund receipts, and the invisible sugar subsidy. Duty
on sugar used by breweries is excluded here and included in taxes on

- aleoholic drinks. 14 per cent. of all food duties is deducted as the estimated

share of food consumption paid by the government and supplied to the
Forces or to hospitals and Public Assistance institutions. Customs and
Excise receipts are published for the fiscal year, but in the case of certain
commodities, e.g. tea and sugar, consumption is officially estimated for
both calendar and fiscal years; therefore receipts can easily be adjusted for
the catendar year. Receipts of other duties were estimated by taking into
account the trend of changes since the preceding fiscal year.

The invisible sugar subsidy was calculated with reference to the differ-
ence between full and preferential rates of duty and quantities of sugar of
difterent origin consumed. The quantity of sugar used by brewertes is
officially estimated. The following estimates were obtained:

Llooo L’oovo
Sugar . . . . . . . . . 19,760
Total receipts . . . . 11,770
Invisible subsidy. . . . 8,850
{ess Consumption by breweries . —860
‘Tea . . . . . . . . . 7.550
Cocoa . . . . . . . . . 870
Coffee . . . . . . . . . 140
Dried fruits . . . . . . . . 740
Table waters and refreshment licences . . . 340
I.D.A, duties . . . . . . . 6,620
Ottawa duties . . . . . . . 7,960
Beef and Veal duties . . . . . . 3,560
Goods from Eire . . . . . . . 4,230
Wheat Quota payments . . . . . . 1,600
ToraL . . . . . . . . 53,370
less Government consumption . . . . . —8oo
ToTtaL . . . . . . . . 52,570

Revenue duties received were £20-6 mn., pure protective duties £23-9mn.
Special duties on goods from Eire (almost exclusively on food) could have
been omitted because the effect of these duties might have been not to
raise the price to the British consumer but to cause a decrease in imports
from Eire and to shift the tax on actual imports to producers in Eire.

Taxes on alcoholic drinks consist of Customs and Excise duties on alco-
holic drinks, duties on hops and sugar used in the manufacture of beer,
licence duties on the manufacture and sale of alcoholic drinks, and duties
on monopoly values and clubs. Customs and Excise duties are adjusted
for the calendar year with reference to consumption estimated in the
report. The detailed figures are the following:

43169 L
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L£’ooo L’ooa
Duties on beer . . . . . 65,340
Heps used in beer . . - . 1Bo
Sugar used in beer . . . . 86o
Beer . . . . . . 66,580
Spirits: Home made . . . 31,670
Imported . . . . - 4920
Spirits . . . . . . . . 16,550
Wine {imported) . . . . . . 5,120
British wine, cider, &c. . PR . . 500
Licences on manufacture and sale . . . 4,370
Licences on monapoly values and clubs . . 540
ToTaL . . . . . . . . 113,700

Taxes on smoking consist of the tobacco duty, licence duties on the
manufacture and sale of tobacco, and duty on matches and lighters used
by smokers. Since the consumption of tobacco was rapidly increasing
receipts for the fiscal year were £2-1 mn. maore than for the calendar year.
The whole duty on lighters was imputed to smokers; the duty on matches
is divided below between use by smokers and households. The tariff on
imported pipes was added and the following figures obtained :

L’oo0

Duty on tobacco . . . . . . . 8o,68c
Licence duties . . . . . . . 140
Duties on matches and lighters used by smokers . 2,360
Import duty on pipes . . . . . )
ToTAL . . . . . . . . 83,230

Taxes on housing consisted of local rates. Receipts in the United King-
dom were £199'1 mn. The greater part was levied on dwellings, the smaller
part on business premises, such as factories, railways, cinemas, offices,
and shops. The exact division of this rather important tax is not known.
The proportion not on dwellings has fallen since the Derating Act, 1929,
exempting agricultural land and giving three-quarter exemption to “pro-
ductive industry’ and railways. The exact amounts falling on ‘productive
industry' and railways are known, but these form a small proportion of all
rates on business. In The Burden of British Taxation and in C. Clark,
National Income and Outlgy, rates on dwellings and business are divided in
the proportion of 2 to 1. On this basis rates on dwellings would come to
L1327 mn., but in preference to this figure {135 mn. was taken with
regard to the estimated expenditure on the rent of dwellings.

The duty on matches came to f4,240,000, on lighters f£135,000. In
recent years home-produced matches paid duty at a lower rate because
imported timber, which paid duty, has been used. On account of this
import duty 190,000 was added, making match duty £4,430,000. It was
assurmed that the whole duty on lighters falls on smokers, The weekly
number of matches consumed was 2,600 millions, and if all smokers used
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matches they would have consumed 1,540 millions. If all households used
two boxes per week, houschold consumption was 1,300 millions, Since
lighters were attributed to smokers it is reasonable to estimate that match
consurmption was divided equally between households and smokers.

The duty on domestic service consisted of social insurance contributions
by employers (both their own contributions and those made on behalf of
their employees), (Bee p. 103, above.)

Duties on motoring consisted of licence duties, £3§-0 mn., duties on petrol,
£49°6 mn., and McKenna duties on imported cars, £1-7 mn., which gives
the total of £86-3 mn. (Duties for the fiscal year would be more by £1-1
mn.) In The Burden of British Taxation, p. 182, approximately the same
amount is divided between three different uses, which division applied to
our total would be the following:

£ mn.
Private motoring . . . . 35.4
Buses and taxis used by private persons . . I1°3
Taxes on business . . . . . . 396
TotaL . . . . . . . . 863

Duties on entertainment include the entertainments duty collected by the
Customs and Excise and the Northern Ireland government (£81 mn.)
and duty on imported cinematograph films (£o'2 mn.).

The duty on postal services and wireless includes the Post Office and
broadcasting profits. The former was, according to the Post Office com-
mercial accounts, £11,230,000, the latter £660,000, The total of £11-g mn.
was divided between private and business use. The whole wireless surplus
has been imputed to private expenditure. Private expenditure on postal
services was obtained from family budgets and the share in profits calcu-
lated with reference to rates of profits estimated from the Post Qffice
accounts, These were, for 1937--8, 22'1 per cent. of postal receipts, and
there was a loss of o1 per cent. on telephone and telegraph receipts. On
this basis, £3'8 mn. was due to private and £7-4 mn. to business expen-
diture, £140,000 import duties on wireless sets were added to the wireless
surplus.

‘The duty on sifk and artificial silk includes an amount levied under the
LD.A. Duties on clothing {other than silk), on pottery, glassware, cutlery,
and other imported consumpiion goods were levied under the McKenna,
LD.A,, or, to a very small extent, Ottawa Acts, Duties on food, timber
for matches, silk, pipes, cars, cinematograph films, and wireless sets levied
under these Acts were already included in other items. The remaining
itens were divided between taxes specifically on consumption and on
Production in general. All taxes on imported textiles and most of those on
pottery, glassware, cutlery, and clocks were specifically on consumption.
The rest, together with Key Industry duties, was regarded as being
on production; the majority of the goods taxed were used early in the
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productive processes {e.g. metal, timber, or building materials), and enter
into the price of most goods,

For stamp duties see Ch. IX and for social insurance contributions
Ch, VII, The government is estimated to have paid fo'3 mn. 1.D.A.
duties, £0-8 mn. food duties, and f2-5 mn. in lieu of rates.

The definition of indirect taxes on production in general differs from
the one in The Burden of British Taxation in the following respects.”

Here the cost of workmen’s compensation (£13 mn.) and protective
duties falling on production {£16-3 mn.) are included,? Further differ-
ences are due to a different division of stamp duties and the Post Ofhce
net revenue between private and business expenses, and to the exclusion
of employer’s contribution by the government and for domestic servants,

' In the White Paper, Cind. 6347, 1942, the same definition is implied as in
the latter and the figures are consistent.

2 The White Paper, Cmd. 6438, 1943, uses 2 more inclusive definition than the
previous one, Cmd. 6347, r942. It seems to include all protective duties except
those on food. See also Cmd. 6564, Table 38.



XII
INDIRECT TAXES SPECIFICALLY ON CONSUMPTION

I~ this chapter the distribution of indirect taxes specifically on con-
sumption is estimated. Such taxes, falling on private incomes, came
to £466-6 mn. and are given on p. 144. The distribution of actual
available income is given in T'ables 37 and 38; actual available incomes
are spent on consumption (at market prices) or saved.

The best approach is to start with the division of available income
into expendlture on the consumption of various goods and services,
and saving, which is estimated in Table 41. If the distribution of
taxes takes the whole distribution of expenditure into consideration,
instead of considering each taxed commodity separately, the margin
of error in the estimates is necessarily reduced because available
income for each class and national expenditure on each commodity or
service have been independently estimated.! This approach affects
particularly the distribution of taxes on alcoholic drinks, tobacco, and
of local rates, since a fairly large proportion of available income is
spent on drink, tobacco, and rent, and since the rate of duty on these
items is high.?

Initially five major groups are taken into consideration, as given
below:

: " Actual ! Total

l Number of | available E available

Income persons mcome ‘ mcome’
T housands ' Lmn, ,(j mn.
Under 125 . .1 280 - 1,361 boL376
125-250 . . 18,756 1,275 | 1,299
250-500 . . | 4,816 | 6oy ‘ 615
500-1,000 . . 1,200 | 286 | 299
1,000 and over D 731 572 564
ToTtas | 47,300 | 4,098 | 4,153

! In technical tanguage, by this approach the degree of freedom in the estimated
distribution of taxes is reduced. ‘There is reason to assume that the amounts of
indirect taxes allocated to the lowest incomes in The Burden of British Taxation,
cach tax estimated separately, are in the total inconsistent with that level of income,

* It should be remembered throughout the calculations leading to Table 41 that
all these are subsidiary to the distribution of indirect taxes and, though satisfactory
for this putrpose, they are not as accurate as they could be if the aim had been to
estimate the distribution of expenditure.

* Total available income consists of actual and unputed available income less
death duties, &e,
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1. THE DISTRIBUTION OF PERSONAL EXPENDITURE

Data on the food expenditure of all classes were collected by
Crawford and Broadley in 1936—7.7 The population was grouped in
five classes, closely corresponding to the five income classes used
here. Average expenditures by persons in the different classes, on
food consumed at home, excluding a small amount spent on alcoholic
drinks, were the following:

Weekly Annual
Class expenditure expenditure
5. d. L
AA 18 2 472
A 1§ 10 412
B 12 4 32°1
C 7 i1 206
D 5 IG 15°2

The first four classes correspond to the income groups £1,000 and
over, [500-1,000, f250-500, and [f125-260, respectively; class D
accounted for 15 per cent. of the population, but the class under f125
for 47 per cent. because it included a great number of supplementary
earners belonging to class C. On this basis average annual expend:-
ture on food by persons under 125 was £18:8.2 The following table
shows average annual expenditure in the different groups, the number
of persons (including domestic servants living in),? and total expendi-
ture on food in each group. Weekly expenditure per income on meals
taken out was estimated as Is., Is. 6d., 2s. 6d., 8s., and 15s. for the
respective income groups.*

Average ‘ Number of . iofjd eijienditure—

Range of incomes . expenditure | persons | At home | Meals out , Total
& £ ! Thousands l £ mn ' mn. | £ mn,

Under 125 L 18-8 { 21,800 | 410 ‘ 25 ’ 435
125-250 . 206 18,750 | 386 ! 20 C415
230-500 . . 32°1 ! 5,050 ’ 162 12 174
500-1,000 . , 412 ' 500 | 62 10 72
1,000 and over . 472 ; 1,500 71 11 3_2_
ToTaL . | — | — | 1,001 ] 89 i 1,178

The difference between the £1,178 mn. estimated here and the
national food expenditure of £1,110 mn.5 consists of £zo mn. food

! Sir W. Crawford and H. Broadley, The People’s Food.

* Average expenditure in classes C and D were weighted in the proportion of
z to 1.

* The average expenditures shown take dotnestic servants into account.

* Estimated from the Ministry of Labour working-ciass and Mr, P, Massey's
middle-class budgets. $ For all national expenditure figures cf. Table 7.
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consumed by domestic servants and £48 mn. services rendered by
restaurants, 'The former amount has been included twice, as expendi-
ture by employers on domestic service and as expenditure on food by
domestic servants; the latter amount is included in expenditure on
meals taken out.!

No reliable data exist as regards expenditure on drink and tobacco
because family budgets, without exception, understate expenditure
under this heading to a considerable extent.? The most informative
data are based on the personal observations of certain investigators,
supplemented by some information of a statistical nature.?

Expenditures on both drink and tobacco have been estimated in
The Burden of British Taxation for two or three income groups and
for different types of consumers, heavy, moderate, and light. These
estimates have been accepted, but used in a somewhat different
manner. For both drink and tobacco average consumption at different
levels of income has been estimated instead of using the estimate for
the moderate consumer.* Also, consumption at low levels of income
has been put at a different figure.s

' The former is included in national expenditure an domestic service, the latter
in services of hatels and testaurants.

! The understaternent is teast marked in the budgets collected by Mr, Ch, Madge
in Leeds, 1942 (War-time Partern of Saving and Spending). Not even these budgets
are satisfactory, but they indicate certain vartations in expenditure between families
of different types and make it clear that supplementary earners spend a greater
proportion of their income on drink and tobacco than the chief earner. The last
fact makes it particularly difficult to collect reliable data by the usual family budget
method.

* For instance, an inquiry into tobacco consumption made available to the
authors of The Burden of British Texation.

* The moderate consumption may be typical, and there is justification for
showing typical consumption if it can be proved that the typical consumption
ditfers from average consumption and that there is only one typical level of con-
sumption (that is, the frequency distribution of consutnption is skew and has one
mode only). The estimate for moderate consumption in The Burden of British
Taxation is considerably above the average consumption of drink, but below that
of tobaceo. Moreover, in that inguiry typical consumption is not varied with
variations in the size of family, given the level of income.

* It is stated {op. ¢it., p. 130) that the figures for the broad income groups were
varied upwards and downwards. The estimated expenditure of {20 on drink and
tobacco by a married man with two children out of an income of {100, obtained
by this method, seems to be excessive. Tt is implied (in the fgures op. cit., pp. 136
and 158) that expenditures on both drink and tobacco were regarded as decreasing
propartions of income, But, according to the findings of Mr. Ch. Madge, the pro-
portion of income spent on drink and tobacco increases in the working-class range
of incomes. This latter conclusion seems to be more plausible since a decreasing
Proportion of income is spent on food, housing, fuel, and nsurance, expenditure
on which accounts for a large part of working-clags incomes, and there must be items
expenditure on which is correspondingly an increasing proportion of income.
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National expenditure on drink was 260 mn. In The Burden of
British Taxation typical expenditure on drink is estimated for three
income classes (incomes of £350 and £1,000 being the limits), and
for six levels of consumption, each with five sub-groups.! From these
figures averages have been calculated weighting moderate consumers
by two, light and heavy consumers by one each. Average expenditare
in the three income groups was found to be in the ratio of 1 to 1°17
to 3-21, and hence total expenditure was f229 mn. by persons with
an income under £350, £18 mn. by persons with incomes of f350-
1,000, and fr2-5 mn. by persons with incomes over £1,000.

It was assumed that the consumption of supplementary earners is
40 per cent. higher than of the chief earners in the same income group.
It was also assumed that average consumption between f125 and
£250 was 20 per cent. greater than under £125.2 For incomes be-
tween {250 and f1,000 the graduation implied in The Burden of
British Taxation has been used. An allowance was made for the far
lower average consumption of women in comparison with men.’
The estimates obtained are shown in Table 41.

Tobacco consumption in 1937 was 183 million lb. at an estimated
cost of £160 mn. It is assumed that only persons over 16 smoke and
that consumption by women accounts for one-eighth of the total*
It can be estimated that the average number of cigarettes consumed
by persons with incomes over £250 was 21 per cent. more than the
average number consumed by persons with incomes under f250.
Hence persons with incomes over £250 consumed 17 per cent. of the
total number of cigarettes,

An equal number of first- and second-class cigarettes were
marketed, but the price of first-class cigarettes exceeded that of second-
class ones by 50 per cent. Assuming that all consumption above
L2350 consisted of first-class cigarettes, 34 per cent. of first-class
cigarettes were consumed by persons in that class. Distributing
expenditure on pipe tobacco (estimated as £25 mn.) in proportion to
expenditure on cigarettes, it is estimated that the classes below £230
spent £128 mn. on smoking, those above £250 spent £32 mn.

I Qp. cit., Table 43.

It is estimated from the data given in Ch. IV and Appendixes D and F that
the under-£125 tlass consisted of 4,000,000 families {according to the income-tax
definition), 3,500,000 other men, and 7,000,000 women; the f125~250-class of
5,150,000 families, 1,850,000 other men, and 350,000 wornen.

3 This affects mainly the relative expenditure of the lower groups because the
proportion of women was higher under frzs than £rzs—zs0, according to the
above footnote. * Cf. The Burden of British Taxation, ch. ix, passim.

¥ At 64. and 4d. per 10 cigarettes, respectively,
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TaBrE 41. The distribution of consumption and saving, 1937
(In million £'s)

Under | f125- " [250~ | L500~ | {1,000 |

i
! £rz5 |_2s0 . s00 1 1,000 land over  Total
Food . . . o435 ! 415 1 174 ! 72 N 5 | 1,178
Dirink . . . 99'5 ! 104 ! 36 8 [ 12- 5 i 260
Tobacco, &e. . | 685 645 a2 | 7 [ { 1665
Rent, rates, &c. .} 13§ 130 | 67 ‘ 28 . 53 { 415
Fuel . . - 73 | 3 23 7 17 L 195
Damestic service . l 2 5 12 12 39 420
Clothing, . ' oyes | o1ss 1 62 ! ag f 53 ’ 460
Private motoring . 5 | 1o | 35 i 3o [ 35 L 115
Other travel . ‘; 25 20 | 20 .10 | 25 l 160
Entertainment . . 20 ! 2t | 10 l 55 | 5 L 62
Betting . i 22 ! 20 ! 3 2 r 50
Postal services ., I 7 8 | 85 \ 8 8'5 ! 40
Medical expenses 24 | 23 | 26 1e |, 17 ¢ 100
Clubs, &c. . 15 ! 15 | g 2 3 43
Other consumption j (215) \_‘(_’51'.5_” (45-5)_{_&_'_7_-5) ‘_(_87) ’__512'_5
Consumption i 5313 ! 1,218 _; 552 1 244 ‘fff‘_‘LJii‘"Bﬁ
Seving ! ! ! [ i J
Personal, gross . 48 ‘ 57 ‘ 52 . 42 125 1 324
Imputed, gross | 16 | 26 | 15 ¢ 19, 77 . 153
Less Death duties, &c, | —1 -2 | —4¢ | —86 -85 | —o8
- | “_ -— AT
Seong . . .| ey 80 6 s o | aw
AVAILABLE INCOME . | 1,376 | 1,299 ‘ 613 | 299 | 564 | 4,183

For the groups below £250 it was assumed (as also for expenditure
on drink) that consumption by supplementary earners was 40 per
cent. higher than that of chief earners or housewives with the same
income, and that consumption for incomes between f125 and f250
was 10 per cent. higher than for corresponding types below f125.!
The following percentage distribution of the number of cigarettes
consumed by persons with incomes under £250 has been found:

Married men Orther
and women persons All
oa 0{) %
' i
Under {125 . . . 23 30 53
£125-250 . . . 32 15 47
ToraL . . . 55 45 100

It follows from the above assumptions that 4o per cent. of these
cigarettes were first class. It is assumed that married men and women

' For the relative consumption of men and women see above.
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below fi25 consume one first-class cigarette in 34, £125-250 one in
23, other persons below £125 one in 2%, and f125-250 one in 1§. On
these assumptions, and again taking expenditure on pipe tobacco in
proportion to expenditure on cigarettes, the distribution of expendi-
ture was the following:

(In million £’s)

Married men Other
and women persons - Al
Under f125 . . . 27% 184 66
L£i125-250 . . . 41 21 6z
ToraL . . . 683 3594 1z8

Expenditure for the groups above f250 has been distributed ac-
cording to the graduation of the duty as estimated in The Burden of
British Taxation. It can be estimated from the figures on p. 146 that
smokers spent £61 mn. on matches and lighters, and this sum has
been distributed in proportion to the number of cigarettes smoked.'
The distribution of expenditure on tobacce and matches is shown in
Table 41. )

Next to food, family budgets supply most information on expendi-
ture on rent (including rates and water charges). Difficulty arises
because not all families rent their houses but some own them, are
buying them, or receive free lodging from their employer. For
families buying their house the information available is not satis-
factory because the expenditure given includes not only rent but also
repayment of mortgage (which is saving). For families who own their
houses or have them rent free no information is available on the
amount of imputed rent. Hence expenditure on rent by families
renting their houses was used to represent expenditure on rent by all
families.? 'This assumption is fairly satisfactory for the working
classes (who for the greater part rent their houses) but less so for the
higher income groups.

Weekly expenditure on rent for persons with incomes below £125
was estimated as 7s. per household according to figures in the Mersey-
side survey. For persons with incomes of [125-250 the weighted
average of the Ministry of Labour industrial, agricultural, and rural
budgets has been used. Annual expenditure on rent per person (in-
cluding domestic servants) was taken as £16 for incomes of £250~500

! Tn national expenditure figures this is included in household goods.

2 For owner-occupiers the imputed rent should equal the rent assessed for
income tax under Schedule A before making an allowznce for repsirs and depre-
ciation.
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and f23 for incomes of [300-1,000." For incomes above f1,000
annual average rent per income was taken as £200.2 The distribution
of expenditure obtained is shown in Table 41.

The total of £415 mn. arrived at includes £10 mn. which should
be regarded as part of the expenditure on domestic service.? The total
personal expenditure of f405 mn. is consistent with the £420 mn.
shown in Table 7, because the latter includes expenditure out of the
investment income of non-profit making bodies, that is, the rent of
voluntary hospitals, churches, &ec.

Data on expenditure on fuel and light are available in the above-
mentioned family budgets. Total expenditure calculated from the
budgets would exceed national expenditure on fuel and light, as given
in Table 7, by over 10 per cent.; therefore the budget figures were
reduced in the same proportion and the results obtained are shown
in Table 41.* Out of the total of £i195 mn., £35 mn. is due to the
double counting of fuel used by domestic servants.

The total number of domestic servants (including gardeners) in
private employment has been estimated on p. 249 as 1,560,000 and
total expenditure on domestic service as f10§ mn. It can be esti-
mated from the Ministry of Labour budgets that the working class
spent about £7 mn. on domestic service, which is equivalent to the
full-time employment of 150,000 domestic servants. It can be derived
from the middle-class budgets that one family in six with incomes of
£250-3500 and two in three with incomes of £500-1,000 had the
equivalent of the full-time services of a domestic servant. It can be
taken that almost all farnilies with incomes over £ 1,000 had a domestic
scrvant, the average per family being just under three.

The proportion of male to female domestic servants was greater
in the higher income groups and also there is some evidence that
somewhat better wages were paid in the higher income groups. The
average cost of a domestic servant was therefore greater in the higher

' The estimates are based on Mr. Massey’s rniddle-class budgets, but the figures
were somewhat reduced because expenditure on rent by these families is admittedly
not typical,

* The average income above {1,000 was £2,500, and it can be ascertained from
the middle-class budgets that families with less than £1,000 spent just over £ioco
on rent. The figure is supported by data quoted in C. Clark, Canditions of Economic
Progress, p. 415.

* In the same way as food consumed by domestic servants is included twice;
cf. p. 151, above.

* It can be seen that the Ministry of Labour working-class budgets show higher
expenditure on fuel and light than other similar budgets. The seasonal variation
in the figures is also surprisingly small {but this may be due to coal-clubs).
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income groups. It was assumed that the average cost for the working
classes was 2o per cent. less, that for the upper classes 20 per cent.
more than that for the middle classes.

The estimated distribution of the number of domestic servants
and expenditure on domestic service was the following:

Number of domestic Total
Range of incomes servants expenditure

£ mn,
Under 125 . . 150,000 2
125-250 ' 5
250-500 . . 300,000 18
500-1,000 . . 300,000 20
1,000 and over . 800,000 6o
ToraL . . 1,560,000 105

From the total cost of domestic service an allowance has to be made
for the cost of board and lodging of domestic servants, since onthis
account £35 mn. has already been included in expenditure on food,
rent, and fuel by the employers of domestic servants. This amount
has been paid for 1,350,000 domestic servants living in at the average
of 105. per week. Domestic servants live in in the higher but not in
the lower income classes and the allowance for payment in kind was
made accordingly. The distribution of expenditure in cash is shown
in Table 41.

Expenditure on clothing and laundry has been derived from the
working- and middle-class family budgets supplemented by an esti-
mate for the upper classes. Total expenditure obtained by this
method was 20 per cent. less than national expenditure under this
heading.*

It is reasonable to think that a great amount is spent on clothing
out of pocket money, especially by supplementary earners, and 1s
not recorded in the budgets. The correction on this account affects
chiefly the lower income groups where the proportion of supple-
mentary earners was high. Apart from this correction, the figures
obtained from the budgets were increased all round as shown in
Table 41.

Expenditure on private motoring was f115 mn. in 1937. It is
estimated in The Burden of British Taxation (ch. xii) that the number

' Both budget inquiries obtained expenditure on clothing for the whole year as
well as for selected weeks. Expenditure during selected weeks showed higher
averages, explained by the fact that people also include expenditure made before
the selected weeks. The difference of 20 per cent. berween the budget and the
national figures appears although the higher set of budget figures was used.
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of cars in private use was 1,500,000 (consisting of 720,000 small,
350,000 medium, and 130,000 large cars), and the number of motor
cycles 400,000. 'The weekly upkeep of a motor cycle was estimated
at 7s. 6d. and of a small car 20~255. For medium and small cars only
some items of cost were estimated which had to be increased by
ahout 45 per cent. to include all costs.

Average Total
Number annual cost expenditure

(Thousands} 4 £ mn.

Motor cycles . . 400 25 10
Motor-cars:

Small . . . 720 6o 43
Medium . . 650 25 48
Large . . . 130 110 14
ToraL . . . . . . . . S {3

It was assumed that persons with incomes under £250 owned all
motor cycles and 50,000 small cars; persons with incomes of [250—
500 owned 600,000 small cars; 475,000 persons with £3500-1,000
owned 70,000 small and 360,000 medium cars; 287,000 persons with
£1,000 or more 290,000 medium and 130,000 large cars. This 1s
consistent with the known fact that about 100,000 persons own more
than one car.! On the basis of these assumptions and the average
expenditures given above the figures in Table 41 are easily calculated.

Expenditure on other travel was calculated from family budgets,
with an estimate for the highest group. The total obtained (£100 mn.)
falls short of the total of £165 mn. estimated on p. 53, but no attempt
at correction was made.?

Expenditure on entertainment was also estimated from family
budgets and an allowance of 6 per cent. for understatement was made
to obtain the national total. The allocation of expenditure on betting
is hypothetical, but it is known from social surveys (for instance,
Rowntree’s survey of York) that betting is fairly heavy among the
working classes.? Expenditure on postal services was obtained from
family budgets, the total agreeing with the national total. In addition

' 1t is assumed in The Burden of British Taxation that all large cars are owned
by surtax payers, medium cars by persons with £500-2,000, and small cars by
persons with £350-500. The first two assumptions can be correct only if all per-
sons with £506 or more had a car; the last one cannot be correct because the
number of incomes of £350-500 was less than the number of small cars.

* The difference is fikely to be caused by holiday and other occasional travel
not recorded in family budgets.

? It should be remembered that not the amount of stakes but the cost of betting
(about 10 per cent. of the former) is included.
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£4 mn. was distributed fairly evenly for profits on 8—¢ million radio
licences. Medical expenses were obtained on similar lines. The total
obtained no doubt includes the cost of drugs and similar expenses.
Expenditure on clubs was also obtained from the totals of subscrip-
tions to trade unions and friendly societies.!

The allocation of gross personal saving was somewhat arbitrary.
(The distribution of imputed saving is from Table 37.) It can be
estimated from figures in Table 12 that the personal savings of the
classes under f250 were about fi0;5 mn, This was distributed
between persons with less than f125 and f125-250, assuming that
the latter group saved a higher proportion of its income (34 and 44
per cent., respectively). The remainder was distributed assuming
that saving is an increasing proportion of income. It was assumed
that persons with incomes of f250-500 saved 8 per cent. of their
income {before taxation); persons with £ 500-1,000 saved 12 per cent.;
and persons with {1,000 and over saved 13 per cent. The figures for
the higher incomes can be supported by the reasoning that higher
incomes consist mostly of profits which are unstable from year to
year. There is reason to think that in a good year (like 1937) a higher
proportion is saved in anticipation of bad years.

Expenditure on consumption, other than under specific headings,
was obtained as a residue. The figures seem to be fairly reasonable.
They come to 164, 13, 8, 74, and 191 per cent. of total consumption,
for the five groups respectively. Of the {520 mn. in this category,
£255 mn. was the expenditure on furniture and househeld goods and
a large proportion of the rest was accounted for by expenditure on
newspapers and services, such as hairdressing. This fact would ex-
plain the regressive nature of expenditure under this heading up to an
income of £1,000. In the higher income groups a large proportion
is spent on education and travel abroad.

The figures in Table 41 do not purport to be exact, but there seems
to be justification that they are sufficiently accurate for the purposes
of the next section.

1. 'THE DISTRIBUTION OF TAXES ON CONSUMPTION
Indirect taxes on consumption can be placed within three broad
categories: (&) taxes on ‘necessities’, that is, taxes on food and rates
on dwelling-houses; () taxes on ‘semi-luxuries’, the consumption of
which is thought to be socially undesirable, that is, taxes on alcoholic

! Expenditure on clubs is equal to subscriptions less amounts paid back to
members,
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drinks and tobacco; and (¢} other taxes on consumption, falling matnly
on 'luxuries’ (that is, goods consumed by the rich), such as taxes on
motoring, entertainments, and silk.

{a} TAXES ON FOOD AND HOUSING ¥

Taxes on food can be conveniently treated under three headings:
the duty on tea, the duty on sugar, and other taxes on food.!

Duty on tea. Duty on tea consumed in 1937, allowing 1} per cent.
for consumption by the government and charities, was [7,440,000.
The average weekly consuraption of tea was 2-82 oz. per head. The
average shown by the Ministry of Labour working-class budgets was
294 oz., the middle-class budgets of Mr. Massey 2:65 oz, These
figures conform to the national average since the Ministry of Labour
budgets exclude the unemployed and certain low paid classes of
workers.?

From these budgets, supplemented by those of Sir John Orr, the
following averages have been calculated for the main income classes:?

iUeekly consumption

Range of incomes per head
s oz,
Under 12 . . . . . 2-7
125-250 . . . . . 30
250-500 . . . . .29
500—5,000 . . . . . 2-7
1,000 and over . . . . 26
AvVERAGE . . . . 28

The amount of tax paid by each class is shown in Table 42. The
tax falling on the consumption of domestic servants was allocated to
their emplovers.*

' For the general characteristics of the duties on tea and sugar, information on
onsumption, and so on, cf. The Burden of British Taxation, ch. viii, passim.

* The budgets of Sir William Crawford show an average consumption of 5-4 oz.
and cannot therefore be accepted, In The Burden of British Taxation consumption
by the working classes is under-estimated, by the middle classes over-estimated,

* From the budgets the following figures were obtained for weekly consumption
per head in an average family of 36 persons:

Incame Conswmption Income Consumption
£ 0Z. 4 0z.
100 26 300 29
150 29 350 z'Q
200 30 $00 and 27
230 30 over

* Cf. p. 164, below.
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Duty onSugar. Duty on sugar, excluding sugar used by breweries
and allowing 1} per cent. for consumption by the government and
charities, came to [19,460,000." Average annual consumption was
103 Ib. per head. The consumption of sugar is more difficult to
determine because only part of the total consumption is taken as
sugar and recorded so in budgets, while part is consumed in various
complex foodstufls, such as jam or biscuits. The estimated consump-
tion of sugar directly consumed has been obtained from the budgets
of Sir William Crawford and Sir John Orr, supplemented by the
middle-class budgets of Mr. Massey. The consumption of sugar used
in complex foodstuffs has been taken from Sir John Orr's budgets.
The following estimates were obtained for the main income classes:?

Annual consumption

Range of incomes per head
£ ib.
Under 1z5 . . . . . gb
125250 . . . . . 101
250-500 . . . . . 115
560-1,000 . . . . . 127
1,000 and over . . . . 127
AVERAGE . . . . - 103

The amount of tax paid by each class is shown in Table 42. The
tax falling on the consumption of domestic servants has been allocated
to their employers.?

Duties on other foodstuffs. Duties on other foodstuffs consist of
‘breakfast table’ duties (other than the duties on tea and sugar), and

T Including the excess of the rise in the price of sugar over receipts of the duty.
Cf. p. 145, ahove.

? The following figures were obtained for consumption per head in an average
family of 3-6 persons:

Consumption of sugar

Income Direct | Tndirect ’ Total
£ oz. { 0. 1b.
per week per week ‘ per annum

100 173 | 11 ‘; 92

150 183 ! 12 ’ 99

200 ‘ 190 12°5 : 103

250 200 i 130 I 108

100 ; 20§ i 131’5 | 111

350 . 210 ‘ 145 ‘ 116

500 and over 23§ | 15°5 ! 127

3 Cf. p. 164, below,
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protective duties including Wheat Quota payments.! Allowing 14
per cent. for duties falling on the government and charities, the total
was f25,660,000.2

Duties on food were classified on p. 145 and national expenditure
on food on p. 248. It was assumed that within any group of foodstuffs
the duty was distributed in proportion to expenditure on that group
of foodstuffs. If the proportion of duties on food, other than tea and
sugar, to total expenditure on food (which is about 2 per cent.) is
denoted by 100, the duty paid by different classes, according to the
budgets of Sir William Crawford, would be g7 for class AA, 100 for
class B, 1oz for class C, 100 for class D, and g7 for class E.

The first four classes represent the income groups over £125, the
index for the class below £125 can be put at gg.3 It can be said that
the duties were about proportional to expenditure on food. The
distribution of duties, with reference to the above indices, is shown in
Table 42. Duties falling on the consumption by domestic servants
living in are allocated to their employers.4

Rates on dwelling houses. Rates on dwelling houses were estimated
on p. 146 as £135 mn. and it is thought that their incidence was on
the occupier.® There is not much information available on rates and
therefore no complex method of allocation could be attempted. It is
possible that a smaller proportion of the gross rent is rated in the case
of small houses than large houses, partly because small houses are
thought to be under assessed in comparison with large ones, partly
because their gross rent includes a greater proportion of mortgage
interest and similar charges. On the other hand, in poorer districts
the poundage of the rates is usually higher. On balance it was thought
best to distribute rates in proportion to expenditure on rent, as shown
in Table 42. Rates falling on the lodgings of domestic servants living
in were allocated to their employers.$

(5) DUTIES ON ALCOHOL AND TOBACCO

Duties on alcoholic drinks, details of which are given on p. 146,
came to £r13-7 ma. Related to expenditure on drink as estimated by

! For details of smaller ‘breakfast table duties’ ¢f. The Burden of British Taxation
(ch. xiii). Wheat Quota payments are there assumed to be equal per head in all
income groups {ch, xiii), whilst protective duties are taken in proportion to income
under an income of £ 300 (ch. xvi).

* Details are given on p. 143, above.

7 See p. 150, ahove. + See p. 164, below.

* This is undoubtedly a valid assumption considering the housing shortage of
the period. Cf. U. K. Hicks, op. cit,, p. 268.

* See p. 164, below.

4830 M
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Mr. G. B. Wilson, duties as percentages of expenditure were the
following:

Expenditure Duties'
£ mn. £ mn. a9
Beer . . . . . 163 [ 429%
Spirits . . . . . 68 37°9 555"
Wine (imported) . . . 24 55 234
British wine and cider . . 5 ob 12°0
ToTaL . ; . . 260 1137 3437

The distribution of duties is based on typical expenditure figures
given in The Burden of British Taxation (Table 43). Duty as a pro-
portion of expenditure is given below for the five income groups.

The duty on tobacco, &c. (£83-2 mn.), came to exactly one-half of
the estimated expenditure. It is assumed that the tobacco duty is
proportional to the weight of tobacco and that other duties* are pro-
portional to the tobacco duty. The rate of all duties was 47 per cent.
for first-class and 55 per cent. for second-class cigarettes. Con-
sidering the proportions in which these types are consumed (as
estimated on p. 153), the duty as a proportion of expenditure was
estimated for the five income groups.

Duities as a proportion of expenditure
Alcohol and

Income Aleohol Tobaeco tobacco
£ % % %
Under 12§ . . 433 i 515 ! 466
125-250 . . 435 500 l 46-0
250-500 . . 454 46°8 I 459
500—1,000 . . 480 46-8 ‘ 473
1,000 and over . 416 ’ 46-8 43
AVERACE . . 437 | 500 I 463

The amounts of duty on alcoholic drinks and on tobacco paid by
the various income classes are shown in Table 42. The consumption
of alcohol and tobacco was more heavily taxed than that of any other

! Including duties on hops, licence duties, &c., but not gencral indirect taxes
such as rates on public houses.

2 Of which the duty on beer was 40-4 per cent. But in The Burden of British
Taxation, p. 144, the duty on beer, as a proportion of price, is given as 31-5 peT
cent,, varying with the degree of gravity, and later it is stated that 30 per cent. of
the expenditure on beer is paid in duty.

3 Of which the duty on spirits was 53'6 per cent, But loc, cit, the duty on
whisky as a proportion of price is given as 68 per cent,

4 Duties on matches used by smokers, on imported pipes, and licence duties on
retailers,



TABLE 42. Indirect taxes on consumption

{Tnn million £’s)

; ; Food and ! Alcohol and
Range of 1 Food | housing tobacco
tncontes ' Tea Sugar ’ Other food (1-3) Rates (4-5) | Alcohol Tobacco (7-8)
‘ (1) (2) ‘ Gy {4 sy (6 7 (8 ! ()]
Under 235 | 299 774 | 9L 198 417 | 615 431 353 784
125~250 b3y 775, 923 202 433 635 452 3z 774
250-500 | o83 2°39 394 T2 2243 29’5 163 (-3 266
500~1,000 I 023 a9 } 160 20 g3 11-g 39 13 ( 72
1,000 and over I o2z o8 178 2-8 183 21°1 52 21 | 73
ToTaL ‘ 744 19°47 i 25-66 526 134'0Q ‘ 1875 J‘ 1137 832 I 196-9
| l ! |
| : !
: | Postal and | | Other |
Range of Private Other | Domestic i Enter- ‘ Wireless | Miscella- | taxes l Total
incomes motoring travel service 1 tainments Sitk services [ neous l‘ (10-16) {6, 9, 17}
PN it S i Pl B — b == ' M AawmIi
£ (10) (11) : (r2) | (13 (14) sy | ae L oan (8
Under 125 14 363 ] o004 2-16 1-50 122 [ 443 ! 14'4 ] 15473
125-250 28 2'93 020 279 142 1'52 | 3-82 1 153 1564
250-500 '8 2°70 o438 1-5¢ o'57 1°03 J 1°31 | 17'5 736
500—1,000 g6 o-87 o078 o-88 097 o'50 | o83 | 144 33'5
1,000 and ovet 11-8 117 z2-60 o-8g 2-04 J 013 1 1'52 203 487
ToraL 354 13 41 83 &s | a6 | 119 \ B2-1 466-5

NOLLJWASNGD NO SIXV.L 40 NOLLNEIYLSId dH.L
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commodity or service. If some allowance is made for non-specific
duties, such as local rates on breweries and public houses, taxes
about doubled the cost of drink and tobacco. It can be seen that there
was no great variation in this proportion as between income groups.

(¢) OTHER TAXES ON CONSUMPTION

-« Private motoring. It can be estimated that taxes as a proportion of
expenditure were 28 per cent. for motor-cycles and small cars, 33 per
cent. for medium, and 36 per cent. for large cars. Considering the
distribution of these cars (given on p. 157), taxes paid amounted to
28 per cent. of expenditure under £5o00, 32 per cent. from £300 to
£1,000, and 34 per cent. for incomes of £1,000 and over. The distri-
bution of taxes amounting to £35-4 mn. is given in Table 42.

Other travel by road. 'Travel in buses, coaches, and taxis was,
according to family budgets, diminishing in relation to travel by rail-
ways, the proportion of road to rail travel falling from 7o and 65 per
cent, (for the classes under £250) to 6o, 35, and 2o per cent., respec-
tively (for the higher classes). The disparity between the national
estimates and family budgets was evenly distributed between rail
and road trafhic. f11-3 mn. duties on travel other than by private
cars were distributed in proportion to expenditure on road travel.

Domestic service. Employers’ contribution to social insurance for,
or on behalf of, domestic servants was estimated on p. 105 as
£41mn. Employers’ contribution was allocated in proportion to the
number of servants estimated on p. 156. Contributions paid on
behalf of servants were allocated to the higher groups only, assuming
that all employers with incomes over f1,000, and two out of threc
with f500-1,000, undertake to pay the servants’ contribution. The
figures are shown in Table 42.

" In the case of domestic servants living in it can be assumed that
taxes falling on pavment in kind (food and lodging) are borne by the
emplover. If there is a change in indirect taxation the amount of pay-
ments in kind is not likely to be affected, neither would cash payments
be changed. Taxes falling on food consumed by domestic servants
and local rates falling on their lodgings were allocated to employers
when allocating taxes on these items. All taxes falling on domestic
service are estimated as £87 mn.

Entertainments. Admission fees of 6d. and less were tax free.
Cinema seats above 0d. were taxed at one-sixth of the admission price.
Theatre seats were taxed at a graduated rate, lower for cheaper seats
but approaching one-sixth of the higher admission prices. The pro-
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portions of expenditure on cinemas to total expenditure on entertain-
ment, as obtained from family budgets, were 85, 8o, 60, 35, and 20
per cent. for the various groups.® Expenditure on seats of 6d. or
under was L10 mn.,? of which f6-5 mn. was assumed to have been
spent in the group under £125 and £3'5 mn. in the f125-250 group.
Estimating, for the five income groups, the average variation in the
rates of duty on theatre seats over 64. as from 10 to 16 per cent. of the
admaission fee, the variation in duties on both theatre and cinema seats
of over 64, was from 15°4 to 161 per cent. £8-3 mn. (including duties
on imported films) were allocated on this basis to expenditure on
entertainments less expenditure on admission fees of 6d. or under.

Silk and artificial silk. In spite of its quantitative importance
{equal to the tea duty), no attempt has been made previously to allo-
cate the duty on silk and artificial silk. It is known that artificial silk
is consumed by all classes but real silk by the rich only. It was
assurned that the duty on artificial silk ({42 mn.} was proportionately
distributed to expenditure on clothing, the duty on pure silk (2:3 mn.)
to expenditure on clothing above an income of £500. Family budgets
indicate that expenditure on laundry, boots and shoes, and repairs to
clothing was in each income group the same proportion of total
expenditure on clothing and laundry; therefore, the figures in Table
41 could be used to arrive at the distribution of the duty as given in
Table 42.

Postal and wireless services. The distribution of expenditure shown
in Table 41 can be broken down into the constituent services, that is,
postal, telephone, telegraph, and wireless, and the duty calculated by
applying the relevant rates of profit given on p. 147. Almost all the
profit of the Post Office was made on the postal service, the loss on
the telegraph services being just balanced by some gain on the tele-
phone services. 'The proportion of expenditure on postal services
proper to all Post Office services was 80, 75, 55, 25, and 15 per cent.,
respectively, for the different income groups. £3-8 mn. was allo-
cated in proportion to expenditure on postal services and fo-8 mn,
(including import duties on wireless sets) in proportion to the number
of wireless sets.

Miscellaneous. The duty on matches used by households (£,2-z ma.)
was distributed in proportion to the number of persons, assuming
that no such duty falls on domestic servants living in and members
of the Forces.

¥ These propsrtions are consistent with £42 mn., the estimated total expenditure
on cinernas. ? Based on sources quoted on p. 250.
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Dog licences (£1,125,000) were paid for 3 million dogs, and it was
assumed that every second family with an income over f5o00, every
third with 250500, and every fifth under £z50 bought a licence.
Game licences (£266,000) were allocated to persons with £500 or
more. Medicine stamp duty and licence duty on the sale of patent
medicines (£733,000) and the duty on playing-cards (£79,000) were
allocated in proportion to the number of persons.

‘The duty on imported textiles and clothing (£2'3 mn.) was distri-
buted in proportion to expenditure on clothing and laundry as given
in Table 41; the duty on imported pottery, glassware, and clocks
(£5-2 mn.) in proportion to ‘other consumption’ given in Table 41.

The results of Table 42 can be expressed as percentages of actual
available income for the five income groups and for the three main
categories of specific indirect taxes.

Food and Drink and |

Income hous:rxg tobacco Other | Total

r ."D T %

Under 125 . 58 11-3
125-250 ‘ 5-0 61 12°3
230-500 49 44 2 9 122
500~1,000 ‘ 4-2 25 r 50 11°7
1,000 and over o 13 | 35 &3
AVERAGE l 46 ’_— 2:0 114

 The taxes on ‘necessities’ (food and housing) are, on the whole,
regressive, though the degree of regressiveness is not very marked in
the lower ranges of income. The horizontal regressiveness of these
taxes is 2 much more serious consideration, that is, taxes on food and
housing markedly increase with an increase in the size of the family.

Taxes on ‘semi-luxuries’ (drink and tobacco) are first an increasing,
later a diminishing proportion of income; that is, the income-elasticity
of demand is greater than unity in the lower ranges of income, but
less than unity in the higher ranges. It can be seen that the taxes on
drink and tobacco are the chief factors in making indirect taxes as a
whole regressive.

Taxes on ‘luxuries’ are an increasing proportion of income, except
in the highest range. It is demonstrated that indirect taxation and
progressive taxation are not inconsistent.” There is always likely to
be a level of income above which any indirect tax becomes regressive
(because the income-elasticity of demand falls), yet this fact is of no

! A good example is the purchase tax, introduced in war-time, which is levied
at a higher rate on luxuries than on non-luxuries.
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consequence if that level of income is sufficiently high to be in the
range liable to surtax and other highly progressive direct taxes,

Indirect taxes as a whole are regressive. The classes under f250
paid 11-8 per cent. of their actual available income, in specific indirect
taxation, the classes over {250 paid 10'7 per cent. The regressiveness
of indirect taxes is, of course, more marked if the figures are related
to producers’ income and not available income.

iif. 'THE DISTRIBUTION OF INDIRECT TAXES BETWEEN ALL INCOME
GROUPS
The share of indirect taxes borne by persons with incomes over
£1,000 is to be divided between the following three groups:

Aetual
Number af Amount of Number of | available

Imome L mcomes mcome personst income

I Thousands ,{,' mn. I Thousands ‘ £ mn.
:,ooo~2 000 . 177 | 242 : 8go 283
2,000-10,000 . 10E | 378 3 boo 277
10,000 and over . g9 181 8o | 92
TOTAL ‘ 287 ' 8ot 1,530 | 572

It was assumed that the taxes on food per person were in the second
group 15 and in the third 20 per cent. more than in the first; rates
were, as a proportion of available income, in the second group 10, in
the third 20 per cent. less than in the first; the duty on drink per
income was in the second group 20, in the third 5o per cent. more than
in the first; for motor cars it was assumed that 185,000 cars were
owned in the first group (of which 20,000 were large), 200,000 in the
sccond (101,000 large), and 35,000 in the third (9,000 large);? the
smaller taxes were taken in proportion to the number of incomes or
the number of persons, as appropriate.

The distribution of indirect taxes for the highest groups was the

following:
Proportion of actual *

Income Taxes avitlable income
£ £ mn. A
1,000-2,000 . . 2271 19°9
2,000—10,000 . - +X3 80
10,000 and over . .45 49

! Including domestic servants living in, [t was estimated, in apreement with
the estimate on p. 156, that the number of servants per family is z in the first,
3'% in the second, and 7 in the third group,

? That is, 1, 2, and 4 cars, respectively, per income, of which one was [arge in
the second and third groups.
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It was also estimated that the proportion of indirect taxes fell to
34 per cent. in the top group, f1co,000 and over. The estimated
proportions of specific indirect taxes to actual available income are

14

12 '-_-"""--\
10 \

x|

J 100 500 2,500 1
250 1,000 5,000
Actual available income £

G000 50.000
25000 100,000

Fic. 10. Specific indirect taxes as percentage of actual available income.

represented in [Fig. 10." 'T'he percentages for the intermediate income

groups were obtained by interpolation and the results are given in
Table 46 below.

' The estimate for the class under £125 is not expected to lie on the same curve
as the other estitmates because of the different composition of this class. A number
of persons is included who receive part of their incorme in kind, which part is free
of indirect taxes. Also, the family composition is different in this class because
a great number of supplementary earners is included whose spending pattern is
different from that of families. An estimate was made for the continuation of the
curve in the lower ranges as if the class under {125 were homogeneous with the
other classes. The factors which made the under-£125 class different must be

borne in mind when comparning the propartion of indirect taxation paid by the
vatious classes.



XIII
SUBSIDIES

1. T'HE DEFINITION OF SUEBSIDIES

SuBsIDIES (indirect transfer expenditure) are analogous on the ex-
penditure side to indirect taxes on the revenue side.” In the first
place they are transfers, and as such are to be distinguished from real
government expenditure; second, they are ‘iidirect transfers and are
to be distinguished from direct transfers. It is possible to prove
propositions referring to indirect taxes to be valid for subsidies. For
instance, direct taxes are less burdensome than indirect taxes yielding
the same amount,* and in the same way expenditure on direct trans-
fers is more beneficial than expenditure of the same amount on sub-
sidies.? The incidence of subsidies can be determined in the same
manner as the incidence of indirect taxes, that is with reference to
elasticities of supply and demand.* .

Subsidies are distinguished from real expenditure because they
involve no direct using up of resources at the command of the
government. Subsidies reduce the prices of goods to the consumer
below factor cost and thereby may stimulate the consumption of
certain commodities. In the limiting case, such as free milk for babies,
the government offsets the whole cost by a subsidy and the price to
the consumer is reduced to zero. It could be argued that all services
provided by the government free of charge should be regarded as
subsidies in this sense, not only milk for babies but also policemen,
roads, and so on. There is, however, no need to take this view.

Most services provided by the government, such as police or
defence, confer indivisible benefits. In other cases, though the bene-
fits are divisible, the service is more conveniently provided by the
government; for instance roads, where the marginal cost of an addi-
tional user is negligible. The use of other services, for instance
elementary education, is compulsory. Subsidies are provided only
potentially. The consumer is able to benefit only by fulfilling certain
conditions, such as paying a price (though below factor cost). The.
demand for subsidized goods is always individual and not collective
demand. The government is ready to sell certain goods or services

I Ch, I1, p. 29. ? Because of the ‘announcement effect’. See p. 12,

¥ Assuming that prices (at factor cost) are given. But, in fact, subsidies do
influence the structure of industry and prices.

* Viz. the text-book case of tariffs and export bounties.
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below factor cost, in limiting cases at zero price. But the individual
must demand the goods or services, and the amount provided is pro-
portional to the sum of individual demands; the government decides
the rate of the subsidy per unit of output but not the total spent on
subsidies. For instance, if the incidence of illness increases, Health
Insurance automatically provides more medical service; on the other
hand, expenditure on roads can be increased only by the concerted
action of individuals.

“Subsidies are also distinguished from direct transfers by being
dependent on the consumption of particular goods or services. All
government expenditure increases incomes, but while direct transfers
increase purchasing power in the hands of certain individuals directly,
subsidies do so indirectly, by making the market price of certain goods
and services lower.)

Before the introduction of the war-time food subsidies, clear-cut
cases of subsidies could not be found in Britain. - It is essential to
distinguish two meanings of the term subsidies. In its economic sense,
as it has been used here, the term is used for price or consumers’
subsidies which lower prices. But the term is also used for growers’
or producers’ ‘subsidies’—among which the beet-sugar and the cattle
subsidy were the most important—which benefit not the consumer
but the producer of the commodity. The effect of the pre-war ‘sub-
sidies’ was most probably to cause a switch from imports to home
production, and these ‘subsidies’ are to be considered as real govern-
ment expenditure,’? ' :

The most important subsidy in 1937 was on housing, allowing
tenants in certain houses to pay less than the economic rent. Health
Insurance medical benefits, school medical services and school meals (in
most cases provided free of charge) can also be regarded as subsidies.?

1i. THE ALLOCATION OF SUBSIDIES
During 1937 the following amounts were spent on subsidies:

£ ooo

Net expenditure on housing . . . 21,600
N.H.I, medical benefits . . . . 1,610
School medical services . . . . =z,830
School meals . . . . . 910
ToTAaL . . . . . . 36,950

' See pp. 200-1.

¢ None of the subsidies considered as such in the White Papers on national
income for 1938 were price-subsidies,

* It could be argued that expenditure on hospitals and Public Assistance
(Institutional Relief) should also be regarded as subsidies.
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In England and Wales, during 1935-6, local authorities spent £37-2
mn. on housing, 53 per cent. of which, £1¢:8 mn., was recovered by
rents. Subsidies, therefore, amounted to 88 per cent. of actual rents
which would be 54 per cent. of rents and rates. It is assumed that the
incidence of the subsidy is on the occupier.! The average weekly rent
charged by local authorities in 1936 was 6s. 84.; hence subsidies came
to an annual f15 per house on the average. 1,500,000 houses were
subsidized in Britain,

The information as to the persons who benefit by the housing
subsidy is very scanty, but some can be found in the Merseyside
survey.> Only council houses are discussed, but the subsidy paid to
private building can be neglected. It is clear that the ‘subsidy is
restricted to the working classes but not to their poorest sections.
The distribution of the working classes according to industrial status
in council houses and in the total population of Merseyside was the
following:

In council
houses Papulation

ar L1

o Pl
Unskilled workers . . . 253 39°3
Semi-skilled workers . . 26-8 247
Other working-class persons . 479 kL
ToTAL . . . . 100°0 1000

From these data it can be estimated that the chance which a person with
anincome below £125 has of living in a subsidized house is 6o per cent.
of the similar chance of a person with £125-250. The chance of a
person with £175-250 is 20 per cent. greater than that of a person with
£125-175. If this phenomenon were general for the whole country,
!isubsidies would tend to be regressive.* On the other hand, it must

‘be noted that housing subsidies are at a flat rate, the same amount
being paid on each house irrespective of size. The latter fact makes
subsidies on the whole progresswe but also influences building policy
in an undesirable way by promoting the building of rather small houses.

"The housing subsidy has been allocated on the basis of the Mersey-
side figures which were taken as being valid for the whole country.+ 5

! This assumption is a corollary of the assumption that the incidence of rates
is on the occupier. ? Vol. i, p. 273, Table IV,

* It is known that capacity to pay rent is one of the chief considerations in
allotting council houses.

* For further references, of. Ministry of Health Reports, various social surveys,
a paper by Marion Bowley in Review of Economic Studies, 1940, and another paper
to the Manchester Statistical Society (Transactions, 1941-2). _

* The redistributive effect of the Restriction of Rents Acts was probably similar
to the effect of the housing subsidy.
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TABLE 43. Subsidies
; 1 i Proportions
! ! of actual
Range of ‘ Moedical | School available
frcomes | Housing bemefits | services | Total incomes
£ r £re0o £e00 Lose ' fmn. ! %
Under fi1zg | 8,700 6,400 2,300 17°4 1'3
125-150 | 3,600 2,000 420 | 6o | 18
150-175 343 | 1550 350 53 b
175-200 2,820 | Boo 250 g 14
200-250 ! 3,950 720 i 280 . 41 1z
250-300 | — | 6o 120 | oz i o1
300~400 ! — ‘ 20 —_ | o0 | —
ToTAL Poanfee | 11,610 3,720 369 —

TABLE 44. The distribution of consumption and saving, adjusted for
indirect taxes specifically on consumption and subsidies
(In miilion £s)

| Under | f125- | £250- | f500~ J £1,000 |
Ttem i L1258 250} 500 i 1,000 ‘and over, Total
Food . . . ; 415 395 16% | 6y ‘ 79 1,125
Drink and tobacco ; go 91 31 ‘ 8 10 230
Rent . . 102 100 45 i 19 37 l 303
Fuel . . . \ 75 73 | 23 | 7 7| 195
Domestic service® 2 5 1z It 36 ! 66
Clothing . 163 153 61 | 24 50 451
Private mrotoring l 4 7 z§ | 20 23 ’ 79
Entertainment and
betting . 40 38 I 7 7% 103k
Postal service o 6 | 6 7% ! 23 8 13
Medical I 33 | 29 z6 i 10 17 ir5
Clubs . C 15 15 B 2 3 43
Other consumptiont . F 231 | 169 621 254 110} | 508%
Constemption . . l 1,176 1,08t + 479 | zi0 368 1,344
Saving . ! 63 81 [ 63 , 55 r 117 ’ 379
YOTAL . YV on23e | 1Bz 1 o542 ) 263 | 515 3723

* (Cash payments only.
1+ Tncluding travel, other than private motoring.

Medical benefits, including free medical treatment and medicine,
are provided to persons insured for health. It has been assumed that
the distribution of the medical benefits was similar to the distribution
of cash benefits, other than disablement benefits, under the Health
Insurance scheme.?

' For cash benefits, included in social transfers, see p. 81, above.
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For the allocation of the cost of the school medical services and
‘school meals it has been assumed that all children in the under-£250
groups attended public elementary schools. Following this assump-
tion, about one-third of the children in the over-fz50 groups
attended public and two-thirds private elementary schools.

It was also assumed that one-third of the expenditure provided
wholly free and two-thirds partly free services. The allocation of
subsidies shown in Table 43 has been obtained.

Subsidies came to 1-4 per cent. of both actual available incomes
and unadjusted nominal producers’ incomes under £250. Subsidies
paid to the classes over £250 were negligible.

The distribution of expenditure on commeodities and services and
saving at factor cost (but not allowing for taxes on production), is
shown for five income groups in Table 44. This table has been
derived from Table 41 in Ch. XII. It can be seen that the signifi-
cance of several items of expenditure, such as drink, tobacco, private
motoring, and rent, has been greatly altered by taking factor cost
instead of the market price. The proportion of saving, measured at
factor cost, has increased in comparison with that at market prices.



X1V
INDIRECT TAXES ON PRODUCTION IN GENERAL

. INCIDENCE

A DEFINITION of indirect taxes on praduction in general was given on
P- 143, but the questmn of their incidence was left open. The three
main types are social insurance contributions, rates on business pre-
mises, and motor and petrol duties on business. Theories on the in-
cidence of social insurance contributions were discussed on pp. 97-9,
above, and it was found that there is ne generally accepted theory; on
the incidence of other indirect taxes on production in general even
less has been said with an even greater degree of vagueness.” A theory
will be evolved here dealing with the general incidence of these taxes,
It can be argued that from the point of view of tax shifting there
is a great deal of difference between taxes on consumption and taxes
on production; indeed, the definition of these taxes can be made
dependent on differences in the process of tax shifting. Taxes on
consumption cannot be regarded by business men as ordinary costs,
while taxes on production can. In the first place, taxes on consump-
tion are quite significant in relation to the price of the goods taxed,
while taxes on production are not.? But even if this were not so,
taxes on consumption fail on particular industries only, and the move-
ment of capital and labour from one industry to another must be
taken into account;? in the case of taxes on production the movement
between industries is unlikely to have significant effects.*
w Lhree alternative propositions will be considered, based on three
different patterns of behaviour by business when costs change.

' In The Burden of British Taxation it was assumed that incidence is on the
ultimate consurmer, but this is not stated with any degree of certainty, nor are any
reasons given for this assumption,

? Taxes on alcohol, tobacco, and the use of dwellings amount to 6o per cent.
of the factor cost of these goods and services, ‘Taxes on production raise prices
by 4-5 per cent. only.

3 e.g. silk varns are taxed, but it is unlikely that this tax is passed into the price
of finished commodities by changing prices proportionately (cf. p. 9g), since this
would increase profits in the silk industry relatively to other industries.

* This division is, perhaps unconsciousty, followed by the Customs and Excise
authorities, Indirect taxes are meant to be levied on home consumption and, in
so far as goods are exported, Customs and Excise duties are refunded. For instance,
on exports of cigarettes, whisky, or articles containing silk, the duty on impotted
materials embodied and Excise duties on home production can be ‘drawn back’.
But not duties which are here defined as indirect taxes on production.
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At this stage it will be assumed that the economic system is
closed.!

{a} A small change in marginal cost causes a proportional change
in price, that is, percentage gross profit margins are fixed.?

() A small change in total cost causes a proportionate change in
prices, that is, percentage net profit margins are fixed.?

(¢} A small change in total costs causes an equal change in prices,
that is, absolute net profit margins are fixed.*

According to the first proposition, taxes on production entering
into marginal cost, such as employers’ contribution for wage-earners
and duties on petrol, will raise prices by more than their amount, so
that their full incidence is on wages; but taxes entering into overhead
costs, such as rates, will be paid out of profit incomes. According to
the second propaosition, all taxes fall on wages and salaries and none
on profits. According to the third, taxes are borne by all categories
of income,)

Some empirical tests can be made which suggest that the second
theory is unlikely to be true; but these tests would not help to choose
between the first and the third.s In fact, as regards the allocation of
taxes on production for 1937, little difference is made whether the
first or the third proposition is taken.® The third will be taken here,
mainly because it is generally believed that, to some extent, taxes
entering into overhead costs are also shifted.”

' ie. there is no international trade. This assumption will be later removed.

* 'This was Mr. Kaldor’s assumption on the incidence of social insurance con-
tributions (cf, p. 98, above). His theory is here applied to all taxes on production.

* ‘This is the case if cost accountants allocate averhead casts and then add a fixed
percentage for net profit.

* This is the case, strongly recommended in some text-books on accounting, if
the firm aims at a fixed total net profit and cost accountants allocate this net profit
a8 other overheads are allocated.

* It follows from the first proposition that the share of wages in the national
income is constant from year to year (where wages include taxes entering marginal
costs and national income includes all taxes on production). The second proposition
would imply a constant share of profits in the national income (including taxes on
production). The third implies a constant share of wages (excluding taxes entering
matginal costs) in the national income (at factor cost). The ratios derived from the
first and third propositions are fairly constant, while this is not so with the second.,

® This is so because taxes entering into marginal cost as a proportion of all
taxes on production were equal to the share of wages in the national income, hence
the rise in prices due to taxes on production was the same under both propusitions.

? This uncertainty in the incidence of taxes on preduction suggests that thev
are bad taxes for this reason alone because they could not have any predetennined
purpose. As to their significance, taxes on production amounted to 3 per cent. of
the net national income (at factor cost) in 1913, which proportion was rising to
4 per cent, between 1924 and 1931 and was 4} per cent. between 193z and 1938.
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There is even less certainty about the incidence of taxes on pro-
duction falling on exports. They appear to be paid by the foreign
consumer as supply is elastic relatively to foreign demand, provided
that the rate of foreign exchange is fixed.! It is difficult to say which
factors were taken into consideration in determining the exchange
rate of the pound before the war, but as far as 1937 is concerned the
available facts suggest that the sterling rate behaved as though it
were fixed,? and therefore it can be assumed that there was no differ-
ence between the incidence of these taxes on home consumption or on
exports 3

“ It is therefore generally assumed that indirect taxes on production
fall on the ultimate consumer, those on exports falling on foreigners..

THE METHOD OF APPROACH

It was generally thought that indirect taxes on production cannot
be distributed with any degree of precision owing to lack of data and,
as a result of this, no estimate of the ‘burden’ of taxation can claim
precision.* The conclusion of this chapter is that these taxes are
practically proportional to expenditure on consumption and saving,
adjusted for indirect taxes specifically on consumption and subsidies,
and therefore the margin of error is smaller than has been thought.
There are obvious reasons, given below, why this should be so.

! N. Kaldor, “The Beveridge Report: The Financial Burden’, Econtomic Journal,
1943, pp. 25-6, states that under the gold standard the foreigner does pay, but
after the war the rate of sterling can be fixed so as to take into account taxes falling
on exports. It is evident, from the fact that specific indirect taxes are refunded
when a commodity is exported, that it is not the intention of the legislature to tax
foreigners in this way. But it must be remembered that similar taxes exist abroad
also and are paid for bv the consumers of imports into Britain.

? By 1937 the sterling, the dollar, and the franc had been depreciated, to almost
exactly the same extent, that 13, to 60 pet cent. of their gold parity. Hence it seems
that the same foreign exchange rates were maintained in 1937 as would have heen
maintained under the gold standard. 54 per cent. of British exports went to
countries the currencies of which had been depreciated to the same extent as the
sterling, another 11 per cent. was exported to Australia and New Zealand which
depreciated by an additional 25 per cent. but were in the sterling area, Rates of
exchange with other countries were unlikely to be influenced by small changes in
British expaort prices.

3 The praportion of exports, for which there is a world price independent of
the British price, was insignificant. It should be noticed that taxes were heavier
on invisible exports where the British position was more monopolistic. (A country’s
pasitior N an industry can be monopolistic though the industry is competitive.)

* The only estimate was made in The Burden of British Taxation, pp. 215-17.
In contrast to the treatment there, it must be pointed out that same of these taxes
fall on foreigners; they fall on services as heavily as on goods, and they also fall
on rent and saving,
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It also follows that any refinement in the methods used would have
yielded strongly diminishing results. It should be remembered that
the subsidiary estimates in this chapter are satisfactory for the pur-
pose of obtaining the final results, but could have been greatly im-
proved if used for other purposes.

Indirect taxes on production in general were given in Table 40 and
their total came to £193-4 mn. It was decided to omit taxes on
motoring (licence, petrol, and import duties on cars) falling on busi-
ness as it will be found on p. 200, below, that expenditure on roads for
traffic purposes and its distribution was equal to road taxation, and
therefore a part of taxation and expenditure can be jointly omitted
when considering redistribution.

In the next section of this chapter indirect taxes on production
(except taxes on motoring), amounting to £153-8 mn.,, are distributed
between various industries the net output of which was estimated in
Tables g and 1o. It wasshown in Ch. III, § i, that the national income
can be conceived as consisting of a number of small particles which
can be sorted out according to any of a number of dimensions. These
particles are sorted out according to industry, and to the net output
of each industry a certain amount of indirect taxes on production in
general is attached. ‘The particles are then reshuffled and sorted out
according to objects’ of expenditure, thus obtaining the amount of
general indirect taxes attached to each group of expenditure. The
particles are again reshuffled and sorted out, on the basis of Table 41,
according to income groups, obtammg the distribution of general
indirect taxes between income groups.

1ii. 'THE DISTRIBUTION OF GENERAL INDIRECT TAXES BETWEEN
INDUSTRIES

In distributing taxes between the various branches of industry, it
is most convenient to regard that part of the output of finance and
the Post Office which 1s sold to business as part of the output of the
relevant branches of industry. The gross output of finance sold to
business can be estimated at 50 mn. (implying a net output of
£40 mn.},' of the Post Office at £45 mn. (implying a net output of
£35 mn.).* Therefore part of the net output of finance and the Post
Office, as given in Table g, was omitted from the figures in Table 45,

! The net output of finance was {110 mn., of which £40 mn, was sold to private
persans (mostly life insurance) and £ 30 mn. exported.

* The gross output of the Post Office was £87 mn,, of which {11 mn. was tax.
The share of business, based on estimates on p. 147, can be put at £51 mn,, of
which £7 mn. was tax.

4839 N
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and also £20 mn. from the net output of ‘productive’ industry repre-
senting materials bought by finance and the Post Office.! The total
of £95 mn. was then allocated between the various industries.?

Employers’ contribution to social insurance (£47-7 mn.) can be
distributed between the various industries on the basis of employment
statistics.?  The cost of workmen’s compensation (£13 mn.) is more
difficult to allocaté because official statistics give the distribution of
£6-2 mn. only.* An allowance was made for industries not included
in the official returns and also for the cost of administration {about
£2-5 mn.). Of employers’ contribution to social insurance {including
workmen’s compensation) £6 mn. fell on coal-mining, £34 mn. on
other mining, manufacturing, and building, £2 mn. each on agri-
culture, railways, road transport, and shipping and miscellaneous
transport, {84 mn. on commerce and distribution, and £4 mn. on
other services.

i The distribution of local rates on business (£61-6 mn.) is more
difficult. From Reports of the Ministry of Health it is possible to
estimate that under £6 mn. fell on ‘productive’ industry and £1-8 mn.
on the railways. Nothing is known of the rest. It was assumed that
the share of commerce and distribution was £18 mn., finance and
insurance {5 mn., professions £10 mn,, entertainment £5 mn., and
hotels, restaurants, public houses, &c., £15 mn.5 Small amounts
were allocated to other industries.

Of stamp duties falling on business (£6-1 mn) £1-8 mn. was
assigned to ‘productive’ industries, £2-0 mn. to commerce, £1-0 mn.
to professions, £o-8 mn. to finance, and small amounts to other in-
dustries. The Post Office profit falling on business (£7-4 mn.) was
distributed on the same lines as the corresponding net output, placing
£1-6 mn. on ‘productive’ industries and £3'3 mn. on commerce.
Tolls, &c. (£1-8 mn.), were allocated to road transport.

The share of taxes falling on the part of the net output of finance
which was sold to business was allocated to the various branches of

' The differcnce between the pross and net output of finance and the Post
Office, sold ta business, constitutes matertals bought from industry.

? fg0 mn. to ‘productive’ industry, £30 mn. to commerce, {5 mn. to finance,
&ec., £6 mn. ta professions, f4 mn. to entertainment (mainly on account of the
large postal expenses of the betting industry).

¥ The main industries were: metal and engineering £8-0 mn., building £4-3 mn.,
mining £3-6 mn., and textiles £5-2 mn.

4 Including £z'6 mn. on factories, £2'6 mn. on mines and quarries, fo'6 mn.
on shipping and docks, and £o-3 mn. on the railways,

5 Mr. G, B. Wilson estimated the proportion of rates falling on public houses
and breweries; these come to f4-5 mn.
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industry buying that output. The results are given in Table 45, which
also shows indirect taxes on production as a percentage of the net
output of the different industries Taxes on coal mining are heavier
than on other ‘productive’ industry because of the incidence of work-
men’s compensation. The proportion of taxes on service industries
is governed chiefly by the share of rent in net output.

TaBLE. 45. The distribution of indirect taxes on production between

tndustries
Industry ,J Net outpur* General taxes V'/
£ mn, £ mn, | %
Manufacturmg and bmldmg’l‘ 1,895 45 | 24
Coal mining 130 64 5o
Apticufture 200 28 | 13
Railways 136 54 | 40
Road transport | 120 2 ) 1'7
Shipping and ather transport 96 2 22
Commerce . ‘ 455 33 73
Finance, insurance} 75 4% ‘ 60
Professions ' 166 123 75
Entertainment and bettmg [ i 64 11'0
Hotel and restaurant ’ 63 17 26-0
Diomestic service . . . . . 101 — —
Dwelling houses . . . . . ] 205 i
Post Office} \ 28 — —
Government service l 421 — ' —
Forcign income . i z10 — —
| 436 | vt | —

+ Including mining, other than coal, and laundries.
+ Excluding output sold to business,
* Including output of financial and postal services.
The total of £137-6 mn. allocated excludes, of course, duties on
imported goods (£16-2 mn.),

1v. THE DISTRIBUTION OF GENERAL INDIRECT TAXES ACCORDING
TO EXPENDITURE

In this section items of the national output will be translated tnto
items of the national expenditure. In the course of this process (ac-
cording to the balance of payments equation) imports and invest-

nt abroad will be substituted for exports and the foreign income.'

+The net output of the service industries was either sold directly
to the’ public, or exported, or Sold to business. The net output of
transport, commerce, finance, professions, entertainment, hotel and

! Imports and exports include both visible and invisible items.
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restaurant, domestic service, dwelling houses, and the Post Office
were allocatéd between these categories. (Government services are
included in government expenditure.)

Sold directly to the public were part of the net cutput of transport
(representing passenger services),’ cornmerce other than in producers’
goods or exports (divided between food, clothing, &c.), life insurance
(about f40 mmn.), medical and other professions (except professions
such as accounting), the whole of entertainment and betting, go per
cent. of the net output of hotels, &e. (divided between drinks and
hotel services),® the whole of domestic service, dwelling houses, and
the Post Office (as given in Table 45).

‘I'he net output of shipping (£70 mn.} and part of the net output of
finance and insurance ({35 mn.) were included in invisible exports, part
of the net output of commerce (£25 mn.)in the value of visible exports.

.The services sold directly to the publi(‘,‘, represented a net output of
£1,145 mn. on which the tax amounted to £77-7 mn.

Invisible exports include, apart from the above items, part of the
net output of coal mining sold to ships (£15 mn.) and part of the net
output of productive industry (zbout £50 mn.) sold to shipping or
other service industries. 'The total tax on invisible exports is, there-
fore, estimated as £5-8 mn. As the services included in invisible
exports were on account of all foreign trade, £2-5 mn. of this sum
were paid by the buyers of our imports and only £13-7 mn. shifted to
foreigners. Also [3-8 mn. were shifted to foreigners through com-
mercial services included in the value of visible exports.

Deducting from the value of home-produced output direct services
to private persons and the government, invisible exports and other
services exported, we are left with £2,385 mn. on which the tax
amounts to £54-8 mn. or 2-3 per cent. (Of this amount £500 mn.
was exported.)

Imports were also analysed into consumers’ and producers’ goods.?
Taxes on imports not allocated in Ch. XII came to £16-2 mn., taxes
on invisible exports shifted back to imports to £2-5 mn., a total of
£187 mn.

¢ O railway receipts 554 per cent, were for the transport of goods, 40 per cent,
for passenget transport on private and 4} per cent. on business account. Similar
percentages for road transport were 50, 45, and 5 per cent, ‘The net sutput of
trams was on private expenditure,

? 10 per cent. of the expenditure on hotels, &c., fell on business, 20 per cent.
on expenditure on drink (on account of public houses), and 7o per cent, was
private expenditure on hotels and restaurants,

1 CL. Leak, Journal of the Roval Statistical Society, 1934, p. 545.
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The taxes on home-produced and imported goods not allocated so
far are, on the average, 2-8 per cent. of net output. This percentage
was applied to the value of goods exported, goods bought by the
government and investment goods, and also to the value of private
expenditure not accounted for by the net output of services already
allocated.’ Some allowance was made for the fact that the net output
of coal mining? is taxed at a higher, the net output of agriculture at
a lower, rate than the average.

Altogether f20-3 mn. is the amount of tax shifted to residents
abroad. [£8-1 mn. fall on goods bought by the government out of
current expenditure. £r14-9 mn. fall on home investment? which is
to be divided between private and government saving. Also f1-9 mn.
fall on the services on non-profit-making bodies. Therefore a total
of £13 mn. fall on public bodies.

A total of L1205 mn. falls on private expenditure distributed in
the following way: .

£ o ! £ mn.
Food . . . . 2600 Motering . . .28
Drink and tobacco . . 1I'O0 Entertainment . . . 8o
Rent . . . . 3o Medical services . . 63
Fuel . . . . 7o Other consumption® | . 288
Clothing . . . . 160 | BSaving . . . . 11y

Making an allowance for taxes falling on road transport, it can be
estimated that/of all indirect taxes on production £136 mn. fell on
private consumption, £15 mn. on private saving, £13 mn. on public
consumption, £4 mn. on government saving, and {25 mn. on resi-
dents abroad.5 A total of £151 mn. was therefore paid by the private
sector of the economy and £17 mn. by public bodies.®

v. THE DISTRIBUTION OF GENERAL INDIRECT TAXES TC INCOME
GROUPS

The above sums can be distributed according to income groups on
the basis of information contained in T'able 44. General indirect

! For example, expenditure on rent can be dissolved into the net output of
dwelling houses and poads bought from industry.

 On the use of toal information can be found in Ministry of Mines Reports and
P.E.P. Report on the Gas Industry.

3 There is no tax on investrmnent abroad.

* Including services of hotels and restaurants. There is no tax on the cash pay
of domestic servants.

* It can be estimated from the same figures that of expenditure on roads £3'5 mn.
benefited the government and {5 mn. residents abroad.

¢ These figures were used to estimate national expenditure at factor cost on
P. 55.
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taxes as a proportion of consumption and saving, adjusted for indirect
taxes specifically on consumption and subsidies, have shown a varia-
tion within 5 per cent. of their average (3-2 per cent.). This variation
is less than the possible margin of error; moreover, there is reason
to assume that it would altogether disappear if certain broad groups
of consumption {such as ‘other consumption’) were to be further
analysed. It was therefore assumed that indirect taxes on production
can be taken as proportionate to consumption and saving, adjusted
for spec&ﬁc indirect taxes and subsidies. The distribution of these
taxes is shown in Table 46.

For sake of better comparison the figures in Table 46 include all
indirect taxes on production in general. It was estimated that
£30°5 mn. duties on road transpert fell on private expenditure, for
which a proportionate allowance was made in the figures.!

That these proportions do not vary between income groups can be
explained by a priori reasons. The most important taxes are em-
ployers’ contribution to social insurance and ratesq The proportion
of tax on the net output of various industries does therefore depend
on the share of wages and of rent in net output. Differences between
industries are due to the different shares, particularly of rent, in net
output; but even so, for g7 per cent. of the total national output the
proportion of tax remained under 8 per cent. Expenditure on any
commodity or service consists of production by a number of in-
dustries. Hence the tax percentages were averaged, reducing their
spread round the average. For two-thirds of private expenditure the
variation in the proportion of tax was within 10 per cent. of its
average. This spread is further reduced when the proportions for
various items of expenditure are averaged to obtain the proportions
for the different incorne groups.

' It should be noted that, since benefits from expenditure on road traffic are

allocated on the same basis, the measurement of redistribution is not affected by
this assumption.



XV
TAXATION AND PRIVATE EXPENDITURE

AT this stage it is possible to summarize the results of Chs. V-XIV
and examine how far producers’ income was expended in taxation
and how far it gave rise to consumers’ income, that is, it was expended
on private consumption or saved.

1. THE DISTRIBUTION OF PRIVATE EXPENDITURE

'The distribution of producers’ income was supplemented by social
transfers, and a deduction was made for direct taxation in order to
arrive at the distribution of available income given in Tables 37 and
38. Auvailable income is either spent on consumption or saved. In
either case, part of the expenditure accrues to the government in the
form of indirect taxes (or is supplemented by the government in the
form of subsidies), and only part is devoted to obtaining the services
of factors of production, that is, to paying for consumption or saving,
valued at factor cost.

Table 46 gives the distribution of actual available income as ob-
tained in Ch. X. The distribution of indirect taxes specifically on
consumption, shown in col. (z), was derived with reference to Fig. 10,
as explained on p. 168. The distribution of subsidies is taken from
Table 43. Cal. (4) gives the distribution of actual consumption and
saving, adjusted for specific indirect taxes and subsidies. - Imputed
saving is equal to imputed available income [less death duties, &c.,
since there were no specific taxes or subsidies on saving. Col. (6)
gives total consumption and saving, adjusted for specific indirect taxes
and subsidies. Indirect tax&s on production in general were taken, for
reasons explained on p. 182, in proportion to consumption and saving,
adjusted for specific taxes and subsidies. ' Their total, £151 mn., was
estimated on p. 181. The last column shows the distribution of
Private expenditure on consumption and saving, valued at factor cost.-

A summary of this table is given in Table 47, where the relative
percentage distributions are also shown. Of specific indirect taxes
£311 mn, were paid by the classes with incomes under f2350, £i56
mn. by those with 250 or more. Almost all subsidies accrued to the
lower groups. Of general indirect taxes the lower groups paid
£97 mn., the higher groups {54 mn.

Broadly speaking, the incidence of indirect taxes and subsidies has



TABLE 46. Private expenditure at factor cost

(In million £'s)

, Actual con- | Contsumption Private
Actual i Specific | sumption and i and saving, General expenditure
i available | indivect , saving, adjusted Imputed adjusred indirect al factor cost
Range of incomes income | taxes ‘ Subsidies | [(1) (22~ (30 seting | f{4) + (1 taxes [(6} -(7
£ ' (0 | @ | () @ | (s) | (6} ) {8)
Under £125 i 1,360-8 ' 1543 : 17°4 1,223°9 i is-0 ! 1,238¢ 502 | 1,188-7
125-180 3287 ! 406 | 60 1 941 ' 60 T 1010 122 2888
150175 3z2r'g 1 30°4 | 53 i 2874 57 ! 2931 119 . 2812
r75-200 2732 | 33’5 kR i 2436 49 2485 107% ! 2384
200-250 35179 : 42°0 4°1 l 3131 &o i kRO 12:9 i Jobz2
250-300 220°3 26g @z 1536 25 i 196°1 80 I 1881
300400 245'G ' joo oo : 2159 43 2202 ‘ 8¢ i 21173
400-500 137°9 i 16y ‘ — | 1212 3-8 125°0 { 51 | 1199
s00—600 | 034 I [ — | 823 ' 35 8x-8 W 3’5 823
boo-Bao | 167 | 137 — | 1030 \ 51 1081 44 1037
fao~1,000 | 763 i g5 — i 676 40 716 I 2.9 687
1,000~1,500 | 1236 138 } — | 100§ | 66 1164 : 47 1neey
1,500-2,000 79-0 83 | - ' 707 41 748 30 7r8
2,000-2,500 543 53 | — f age | 26 516 21 40'5
2,500-3,000 40°8 36 — [ 360 i 7 186 16 are
3,000—4,000 573 1 46 ‘ — 527 ‘ 16 543 2z i 521
4,000—5,000 380 | 28 - ‘ 352 03 345 4 1 3471
5,000—0,000 27-9 ; 1Q — I 2060 | - o2 258 10 248
6,000-8,000 36-3 24 — 339 - 11 ; 328 13 315
8,000-10,000 228 i 1’ - ! 213 -1z ‘ 20'1 o8 143
10,000—15,000 32°5 : g — ' 306 —30 | 276 I ! 255
15,000-20,000 15'9 o8 | — } 151 —23 | 128 o5 _‘ 12°3
20,000-30,000 14°7 ‘ oy — : 140 —z2'9 i (38 ¢ o5 | 106
30,8500-50,000 11°X ' o5 — . 106 30 -6 (133 ! 73
50,0600-100,000 | b {03 ‘ o3 - ] —4z 57 o'z i 55
100,000 and over 71 ; 02 i - 69 | —59 10 oo | 10
B N H i 1
‘ToraL 4,998 \ 466-5 369 3,668-4 548 ' 3,723'2 1508 | 1,872°4
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not altered the relative distribution of income, the relative distribution
of available income being very close to that of private expenditure.
Though specific indirect taxes are regressive, even in comparison
with available income, this is counterbalanced by the incidence of

TasLE 47. Private expenditure at factor cost (Summary)

| Specific f I General
Range of Available | indirect ; indirect Private
tHeomes income | taxes ' Subsidies ‘ faxes expenditure

£ £ mn. £ mn. ‘ £ mn. £ mn, £ mon,
Under f125 1,376 154°3 174 502 1,189
125-250 I 1,299 1564 | 1973 471 1,115
250-500 : 615 u36 o2 220 | 51G
500-1,000 ' 299 3375 ‘ — ! 108 i 255
1,000-2,000 ‘ 213 221 — ! 7 184
2,000-10,000 281 221 — } 10°4 z48
10,000 and over | 7o 45 . i 26 63
_ToraL . .| 4153 4665 | 369 | 1508 3,572
Under £250 2,695 3107 367 973 2,303
_ Over £250 1,478 1558 o2 53°5 1,269

% % % | % %

Under fi125 331 3371 472 333 333
125-230 31°3 33°5 523 31'2 31z
250-500 148 158 o3 146 1475
500-1,000 73 72 — i 7z T2
1,000-2,000 g'r 47 — 51 . 51
2,000-10,000 68 | 47 — 6g | &g
10,000 and aver 17 ‘ 1o — 17 ‘ "7
_TOTAL . .0 1eon | 1000 : o000 | 1ooe | 1000
Under {2350 644 666 | ggs  b45 645
_Q\’er £250 356 313'4 o5 355 | 355

subsidies.” This, of course, refers to broad income classes and is not
necessarily true in individual cases. While indirect taxes fall heavily
on all in the lower ranges of income, only in some cases is their

burden alleviated by the incidence of subsidies, particularly the housing
subsidy.

ii. T'HE DISTRIBUTION OF TAXATION
Table 48 gives the distribution of direct, indirect, and all taxes
taken from the sources given above. The distributions are also given
in curmulative percentages and as percentages of nominal unadjusted
Rroducers’ income, that is, private income inclusive of transfers.
The same set of figures is summarized in ‘Table 49.

' As far as the comparison with available incomes goes.



TasLE 48. Taxation

Amount of taxes ] Cumulative distribution Proportion of income®
Range of incomes Divect | Indivect |  Total |  Direct Indirect ©  Total |  Direct | Indiver |  Total
£ £ mo. 1 A %
Under f125 KIRL) 204°% ' z36°1 ' 10070 | 100°0 100°0 | 22 145 16-8
125-I5¢ 10°9 528 637 g4 669 ! 706 : 31 1%z 184
150-175 1%z $1-3 ' 615 g2'L 583 741 : 30 152 182
1'75—200 72 436 o8 02 500 688 : 28 153 78
200-250 108 558 666 889 42'9 644 i 29 151 181
250-300 82 349 431 869 339 586 35 15°1 187
300—400 13°5 389 ' 524 854 283 549 51 148 199
400500 12°4 21-8 342 829 220 504 ) S0 14°1 222
500900 12°4 14-6 : 2%c 86 184 474 : 113 13-4 247
6oo-8c0 anrsg 18-1 396 283 161 45°1 : 150 12-6 276
Boo—1,000 180 11-6 . 206 743 131 417 ' 183 11-8 jor
1,000-1,500 360 185 : 54°5 710 -2 391 216 11°x 328
i,500-2,000 277 11°3 : o 643 82 344 250 10°2 352
2,000-2,500 219 74 253 592 64 3t 278 94 37°2
2,500-3,000 183 52 . 235 551 52 285 3oz 86 388
3,000—4,000 308 68 . 373 517 44 264 340 76 41'7
4,000-5,000 238 42 : 280 461 a3 23'2 ' 384 6-8 45
5,000-6,000 202 zg : 231 417 FR 208 422 61 482
6,000-8,000 297 37 EER 381 21 189 458 57 sr'5
8,000-10,000 219 23 24°2 32-3 I's 160 502 53 55'8
10,000-15,000 377 3o } 407 284 I'2 13-8 561 45 60-6
15,000—20,000 231 13 : 234 214 o7 10°3 6z0 36 653
20,000—30,000 24'1 12 , 25°3 17°3 o5 ] ' 672 33 705
30,000-5G,000 218 o8 i zz:6 128 03 61 730 27 756
§©,000—16C,000 24'3 o6 : 240 87 o1 PO ; 803 20 822
180,000 and over 22'9 | oz ‘ z3'1 42 oo 20 949 0'g 058
ToraL 539'5 6173 | 11568 - — | — {x15) tr3-2) 247

* Related to nominal unadjusted producers’ income, Specific indirect taxes as percentages of actual available income are given on p. 166. General indirect taxes
were taken as 4:1 per cent. of expenditure on consumption and saving, adjusted for specific indirect taxes and subsidies.
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TaBLE 49. Taxation (Summary)

Amount of taxation

Relative distribution

f

|
Range of . ]

income Direct Indirect | Total } Direct Indirect ‘ Total f Direct Indirect Total

L | £mn Lmn. | Lmn % % % | % % %

Under {125 3rk 204°5 2361 50 331 20'4 I 22 14'5 16-8
125-250 389 2035 242°5 par) 330 1 21°0 2'9 152 18r
250~300 343 y5'6 1208 | 63 15'3 1irz | 53 14 20°0
500-1,000 51'9 ‘ 443 962 \ g6 72 \ 83 148 120 274
1,000-2,000 | 637 i 298 935 | 11-8 48 | 8 230 10-8 338
2,000-10,000 ‘ 166-2 325 1987 | 308 53 172 372 73 4475
10,000 and over | 1529 ”1 1600 | 284 12 ) 138 686 32 718
ToraL ! 539°5 6173 1,156-8 | rtoco 1000 ! 1060 {r1°5) [ (13°2) (247

— — . - - Nl G —

Under 250 | 706 4080 4786 131 661 | 414 26 149 17°4
Over {250 | 4689 2093 6982 86-9 33'9 | 580 241 ‘ 107 348

* See note, Table 48.
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&8 TAXATION AND PRIVATE EXPENDITURE

It can be seen that of all taxes falling on private incomes £479 mn.
were paid by the classes with incomes under £z50 and £678 mn. by
the classes with incomes over £250, a total of £1,157 mu. 13 per cent.
of direct taxes, 66 per cent. of indirect taxes, and 41 per cent. of all
taxes were paid by the lower income classes; 87 per cent. of direct,
34 per cent. of indirect, and 59 per cent. of all taxes by the higher

Fer cent
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Fi1c. 11. The distribution of taxation.

income classes. Of the latter classes, persons with incomes of [1,000
or over paid 71 per cent, of direct, 11 per cent, of indirect, and 39 per
cent. of all taxes. ‘About one-half of direct taxation was paid from
incomes over £ 3,000, one-half of indirect taxation from incomes over
L1175, and one-half of all taxes from incomes over 400,

“The relative distribution of taxation is represented in Fig. 11 in the
form of Lorenz curves.- The proportion of nominal producers’ in-
come is shown along the horizontal, the proportion of taxation along

. the vertical axis. If taxes were proportional to income the resulting

diagram would be a diagonal straight line. In fact the curves indicate
unequal distributions, direct taxes being progressive, indirect taxes
regressive, as proportion of income, Total taxation is progressivey» *
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The degree of progressiveness or regressiveness of taxation can be
expressed by the Lorenz index of inequality, g. This index was
found to be 1-z21 for direct, —o-17 for indirect, and o-56 for all taxes."

The same facts can be also obtained from the last columns of
Tables 48 and 4g. Direct taxation on the whole is highly progressive,
taxation as proportion of income rising from 2 to g5 per cent., with
an average of 11-5 per cent. (The proportion in the highest ranges of
income is, of course, dependent on the method of allocating death
duties.) The gradual rise in the proportion of taxation is only slightly
broken in the range £150-250 as a result of flat-rate social insurance
contributions. Indirect taxes, on the other hand, are regressive.?
The proportion of indirect taxes falls from 15 to 1 per cent., with an
average of 13 per cent. The proportion of indirect taxes paid in the
highest ranges of income is obviously low because of the high propor-
tion of income paid in direct taxation. All taxes taken together are
progressive, with only a slight break in the gradual rise of the propor-
tion of taxation between £150 and £250.7 The proportion rises from
17 to g6 per cent. with an average of 25 per cent. The same propor-
tions are represented in Fig. 12.

‘The proportion of income paid in taxation rises slowly from 17 per
cent. It ts about 20 per cent. for an income of £350, 30 per cent. for
£900, 40 per cent. for £3,000, 50 per cent. for £6,000, and 6o per
cent. for £10,000. It is interesting to note that the average proportion
of income paid in taxation by the classes over £250 was exactly twice
the proportion paid by the classes under [230.

/i 'The distribution of total taxation is satisfactory, if the criterion of
judgement is the progressiveness of the proportion of income paid
in taxation. From the point of view of redistribution of income all -
taxes should be considered together.t Looking at the tax system ~°
as a whole the regressive nature of indirect taxation is more than
balanced by the incidence of direct taxes.. But this is looking at the

) ¥ For the measurement of the index of inequality see p. 69. Progressive taxa-
tion is expressed by a positive, regressive by a negative, index. If we take the
proportion of taxes paid out of each £ of income, the index is equal to the ratio
of the mean difference of such proportions to the average propottion.

? It must be borne in mind that the composition of the class under £i25 is
different from the composition of other classes, and therefere the proportion of
taxation paid by that class is not, strictly speaking, comparable with that of other
classes. See p. 133 n. 1, above.

' It should be pointed out that all figures shown are subject to error, and that

thus the degree of regressiveness between the limits indicared might be Jess than
the margin of error.,

$ € p.2n. 6.
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problem from the point of view of vertical redistribution only, that is,
redistribution between income groups.

The tax system is on the whole progressive, but when considering
the economic effect of the system or horizontal redistribution (that is,
redistribution between families of different types) the effects of the
various taxes cannot be considered jointly. Indirect taxes were
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‘
divided into three categories as taxes falling on necessities, ‘semi-
- luxuries, and luxuries.’ - The effect of taxes on necessities on the hori-
zontal redistribution is regressive; large families pay more in such
taxes than small families. In the lower ranges of income this is not
counterbalanced by other factors, such as income-tax allowances.
Again, the amount of taxes paid on semi-luxuries does not vary much
with the size of the family, but there is evidence that these taxes, in
so far as they are paid by the poor, induce a cut in the expenditure
on necessities.?

' CL op. 1358,
* Expenditure on semi-luxuries is mainly by earners, while expenditure on
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To sum up, the figures given in Tables 48 and 49 enable the
‘forming of an opinion as to the redistributive effect of the tax system
as a whole. But it is possible to devise alternative systems of taxation
the redistributive effect of which would be exactly the same and
which, at the same time, would be preferable to the actual system on
grounds other than those considered here,
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Fic. 13. The division of income.

Private incomes are devoted either to taxation (with an allowance
for subsidies) or to private expenditure valued at factor cost. The
division of private incomes into these categories is represented in
Fig. 13. The columns shown for the various income classes are pro-
portional to private income (that is, nominal unadjusted producers’
income) and are divided according to the proportions which can be
derived from the above tables.

iti. THE DISTRIBUTION OF TAXATION AND PRIVATE EXPENDITURE
BETWEEN INCOME CATEGORIES

It would be interesting to inquire at this stage how far incomes
of different type—rent, profits, interest, salaries, and wages—were
devoted to taxation, consumption, and saving. There is, of course,
some connexion between vertical redistribution and redistribution

necessities is mam]y out of housckeeping money. There is evidence that with an
increase in the size of the family housekeeping money does not increase. It is
housekeeping money which can be looked upon as a residue and not pocket money
retained by the earners. Cf. C. Madge, War-time Pattern of Saving and Spending.
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between income categories, since certain types of income, such as
wages, are preponderantly in the lower ranges of income and certain
other types, such as profits, in the higher ranges! But, apart from
differences due to income size, income in the different categories i3
taxed at different rates. The distribution of taxation between the
different types of income can easily be obtained if certain assumptions
are made.

An assumption has to be made concerning persons who derive in-
come from different sources, say, wages and interest. It is possible
to regard wages as the main income and interest as marginal income,
or the other way round. In the first case taxes paid out of interest
would be calculated at marginal rates, in the latter case taxes on wages
would be so calculated. Instead, it will be assumed that taxes fall on
both types of income at the average rate.'

Incomes were classified ag'actual rent, profits and interest; imputed
rent, profits and interest; salaries, and wages, with social -income
(transfers) added as the fifth category.;

It can be estimated with reference to Ch. VI and the distribution
of unearned income in Table 13 that of income tax and surtax on
personal incomes f109 mn. fell on carned and £178 mn. on unearned
incomes. ‘The latter fell wholly on the first category of income.
Earned profits* amounted to £482 mn. {(of which 120 mn. are esti-
mated to be in the lower ranges of income) and salaries to £1,066 mn.
{of which f500 mn. are estimated to be in the lower ranges of in-
come).? On these considerations £214 mn. is estimated to be on
profits, &c., £71 mn. on salaries, and about £1-2 mn. on wages.*

Income tax on non-personal incomes, £73'5 mn., falls wholly on
imputed income. Social insurance contributions are divided between
wage and salary earners on the basis of the numbers insured given on
pp- 272~9. N.D.C. is divided between actual and imputed profits
proportionately. Stamp duties on cheques, receipts, &c., are allocated
with reference to income size. Death duties and stamp duties on the

I Out of an income, I, proportion p is of tvpe A. Tax payable would amount
to T if the whole of income [ were of type A, On the assumption stated pT is the
tax falling on pl, the actual amount of income of type A. i

* Cf. p. 61. (Excluding the amount of correction of Schedule A assessments.)

3 On the basis of the distribution of wages and salaries discussed in Appendix F
it is estimated that £1,625 mn. wages were in the lower, £100 mn. in the higher,
ranges of income; {500 mn. salaries in the lower and £ 566 mn. in the higher ranges.
The distribution of earned profits is obtained as a residue and seems consistent
with known facts.

* With reference to the distribution of personal income tax and surtax given in
Table 21,
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transfer of property are allocated to actual and imputed rent, profits,
and interest with reference to income from capital. In the case of
death duties an allowance was made for the fact that imputed profits
are on the average in higher ranges of income (and capital) than actual
profits.

Indirect taxes, specifically on consumption, and subsidies were allo-
cated with reference to the distribution of acfual available income
and income size, on the basis of percentages shown on p. 166, Indirect
taxes on production in general were taken as being the same propor-
tion of consumption and saving, adjusted for specific taxes and sub-
sidies, in each income category, but a somewhat lower proportion of
imputed income, since all of this was saved.”

The results are shown in Tables 50 and s1. It can be scen that
_rent, profits, and interest came to 34°5 per cent., and wages to 37 per
cent. of private incomes, but they came to 2¢'5 and 40 per cent.
respectively, of private expenditure.

TABLE 50. The distribution of taxation between income categories

) . : Taxa[ion
| Private — . .
| income | Direct ‘l Ind:rert ] Total
' £ mn. i £ mn. | Lmn. L mn, %
Rent, profits, and } i i
interest: ! :
Actual L37s . 314 158 472 34
Imputed . L 244 | gz ! 6 08 40
Salaries . . ., 1,006 83 131 2314 22
Wages . . . 1,725 L3 238 300 18
Social income |, ‘ 282 | e 1 a4 44 16
ToraL . < 4592 I 540 ] 617 1,157 (23)

Gross personal savings were estimated on the basis of the figures
shown in Table 41. The proportion of wages saved corresponds to
the proportion saved in the lower ranges of income, the proportion
of salaries saved corresponds to that for middle-class incomes. All
imputed savings, as well as death duty, &c., payments were allocated
to rent, profits, and interest.

By the method outlined above direct taxes paid out of the interest
on the national debt can also be estimated. Interest on the national
debt, excluding interest paid to foreigners, government departments,
ot public charities, came to 186 mn.? Of this, {140 mn. was part of
personal incomes and £46 mn. was received by life funds or financial

! That is, spent on investment goods. 2 Cf, Ch. V, §il.
4830 0
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TABLE 51. The distribution of private expenditure between income
categories
Private | Available | Consump- Private
tncome fncame tion Saving | expenditure
£ mn. Lon. | £mn. £ mn. £ mn,
Rent, profits, and
interest 1,619 1,213 845 207 1,082
Salaries 1,066 983 764 75 839
Wages 1,725 1,674 1,358 81 1,439
Social income 282 282 242 — 242
ToTAL 4,692 4,152 3,200 363 3.572
%o % % Yo %
Rent, profits, and
interest 345 29 26 57 29§
Salaries 22'5 24 Y 24 21 235
Wages . . . 37 40 L4425 22 40
Soctal income | 6 7 75 — 7
ToTAL . . 1o 100 100 100 100

Note. Consumption, saving, and private expenditure are valued at factor cost.

institutions. Income tax and surtax on the former came to £3z mn.,
income tax on the latter to £12 mn., a total of £44 mn. Death duties
payable on personal holdings of the debt can be put at £12 mn. on
the basis of proportions of net capital held in the form of government
bonds in the various classes. Another f11 mn. must be added for
death duties paid on share values or life policies reflecting the bond
holdings of life insurance or other companies. The total of death-
duty payments is therefore £23 mn., and the total of all direct taxes
paid out of interest on the national debt £69 mn. or 37 per cent. of
the total interest.”

1 This is the average rate of tax on interest on the national debt, and not the
marginal rate (to which reference was made on p. 44) which is of course higher.



XVl
PUBLIC EXPENDITURE ON GOODS AND SERVICES

ToTaL expenditure consists of private expenditure on consumption
and saving, and government expenditure on consumption and saving.
The distribution of private expenditure on consumption and saving
(valued at factor cost) was obtained in the preceding chapters; it
remains to determine the distribution of public expenditure on con-
sumption and saving.

The consumption of the government consists of current expendi-
ture on goods and services, which is real expenditure {as against
transfer expenditure). The saving of the government is equivalent
to the balance of the government accounts.” To consumption and
saving by the government must be added consumption out of the
investment income of public charities which has been included in
public income from property and trading.

1. ‘REAL’ EXPENDITURE

In Ch, II government expenditure was classified as social expendi-
ture, economic expenditure, expenditure on defence, other common
services, and general administration. Expenditure was also divided
into transfer and real expenditure. All transfer expenditure, including
expenditure on subsidies, came out of social expenditure and is
shown in Table 3, above. Of social expenditure £234 mn. can be
regarded as expenditure on goods and services (including the adminis-
trative and financial costs of transfer expenditure); the remaining
categories of expenditure consist wholly of rea] expenditure, making
the total £680 mn., as shown in Table 3z.

"Real public expendlture is here divided into expenditure on ‘goods’
and expenditure on ‘services’. The former is defined as expenditure
on which indirect taxes on preduction in general do fall, the latter on
which such taxes do not fall. The bulk of ‘services’ consists of pay-
ments of salaries and wages to government employees. Of loan
charges, interest is included in ‘services’, amortization quotas in
‘goods’. All expenditure on rent, maintenance, and so on is included
in ‘goods’, but expenditure on agricultural subsidies and imputed
expenditure are included in ‘services’.

The division of real expenditure between ‘goods’ and ‘services’,

* Cf. p. 29, above,
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'TABLE 52. Public expenditure on poods and services
(In million £’s)

I N
| Valued at market prices Valued at
Item | ‘Goods® | ‘Services’ Total |factor costf"
Education . . . . 320 B7ex 11G°1 118z
Public health . . . . 298 30'0 56-8 589
Lunacy . . . . . 4'5 9'c 13°5 13°4
Poor relief . . . . 1'5 15°0 165 165
Miscellaneous . . — o4 0'4 o4
Administration of transfers-[- . 12 272 28-4 i8~4
Social expenditure . . 69 o 168-7 237'7 | 2358
Roads and bridges}. . . 47°5 400 875 | 86-z%
Other transport expenditure . 17 o-8 25 | 2'4
Agriculture and fishing|} . . 45 198 243 “ 242
Other economic expenditure . o2 67 _ 6-2_ G'L
Economic expenditure . . 539 &73 121°2 | 1197
Defence . . . . 148:3 g1'9 2402 ’ 2360
|
Lighting of streets . . . . S 67 i
Fire brigades . . . } +e | f 63 36 forz
Police . . . 5-0 236 286 ‘ 285
Local justice and pnscms , . a5 ‘ 2-5 30 ! 29
Common services . . 9'5 ! 324 41'9 | 416
General administration . o 325 k1-I 383
(GOVERNMENT CONSUMPTION . | 2867 39278 679'5 | 6714
Government saving** . 86 — 86 \ 83
\'on proﬁt makmg bodies . 10 3z 41 ! 30e
PuBLIC EXPENDITURE . .1 383 [ 4241t Soy { 793

* But net allowing for taxation on road transport,

1 Including workmen's compensation. 1 Including imputed interest on roads.

§ Of which £ 3 mn. benefits residents abroad and £4 mn. benefits the government.

|l Including invisible sugar subsidy, 4 Including imputed rent of buildings.
*# Adjusted for three-yvears-average death-duty receipts instead of actual receipts.
11 Of this the administrative cost of workmen’s compensation ({z-5 mn.) is
included in private output,

as given in Table 52, is based on a detailed study of financial statistics,
except that the figures for public health are, for lack of other mforma—
tion, equally divided between the two categories.” Altogether 40-45

' Almost all expenditure on gaods included in administration is connected with

the maintenance of buildings. In the ¢ase of road expenditure, actual and imputed
interest are included in services,
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per cent. of govcrnment expenditure was on goods and 55-60 per
cent. on ‘services’,

The rate of general indirect taxation, excluding taxes on road
traffic, falling on goods bought by the government was estimated on
p. 181 as2-8 percent. 'This percentage was deducted from expenditure
on goods in order to arrive at government expenditure valued at
factor cost {but not allowing for taxes on road traffic), which is given
in the last column of Table 52.

This table also gives government saving! and expenditure on con-
sumption out of the investment income of public charities.? The
latter has been arbitrarily divided between goods and services.

'THE CLASSIFICATION OF REAL GOVERNMENT EXPENDITURE

Text-books on public finance discuss the nature of government
expenditure to a far lesser extent than the nature of its revenue. Itis
possible to build up a system of definitions which point to the eco-
nomic symmetry between revenue and expenditure.? It is possible
to distinguish between purchase price and tax; also between selling
cost and grant. The distinction between taxes and real government
income on the revenue side corresponds to a distinction between
transfers and reat government expenditure on the expenditure side.
Taxes are then divided into direct and indirect taxes and, similarly,
transfers into direct and indirect transfers (subsidies). But whereas
the incidence of taxation has been widely discussed and its theory
can easily be applied to the incidence of transfers, very little has been
said of the incidence of real government expenditure.

'Dr. Dalton distinguished expenditure for the purpose of preserving
social life and expenditure for the purpose of improving it.* "This
distinction corresponds to one between expenditure on current and
on capital account rather than to one according to which expenduure
on current account could be classified in a practical case. Dr. Dalton
further classifies expenditure as expenditure conferring special bene-
fits on particular members of the community, common benefits on
all members, and benefits partly common, partly specific. This is
similar to the distinction between divisible and indivisible benefits
made below. But Dr. Dalton does not answer the main problem; he

states that the relative advantages of common benefits cannot be
estimated.’

" Cf. p. 4. * Cf. p. 73.
I CY. Ch 11, § 11, * Public Finance (gth ed.), pp. 201-4.
5 Ibid., p. 233.
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Professor Shirras distinguished primary and secondary expendi-
ture, but his definition is based on political and ethical rather than on
economic criteria, !

A distinction will be made here between expenditure that can be
allocated to different individuals on the cost principle and expenditure
that cannot, - This definition will become more clear when the actual
government expenditure is classified below.

Expenditure on all services which are, or can be, provided by
private enterprise should be allocated on the cost principle. It is also
evident that private enterprise is unable to provide services which,
for technical reasons, are available to all, whether one contributes to
then or not. The two criteria, that is, possibility of provision of a
service by private enterprise and possibility of exclusion, seem to
gverlap in almost all cases.? The expenditure on such services will
be allocated on the cost principle.

The most difficult question is to decide whether two services—one
provided by the government, the other by private enterprise—are
the same or not. The most conspicuous case is that of compulsory
education. In certain aspects schools run by public authorities and
private schools are exactly alike. But it can be argued that a different
service has been created by making education compulsory, since it is
no longer possible to apply the criterion of exclusion.

In such cases recourse might be taken to a different approach. It
can be said that the marpinal cost of the education of one child is
almost exactly equal to the average cost.? It will, therefore, be as-
sumed that all children receiving the same education benefit equally.

Services like sewage and refuse collection could be provided by
private enterprise. Even the government could exclude any person
from the benefits of these services. In this case it will be also assumed
that all persons benefiting derive an equal benefit from the service.

But a different question may be asked. Supposing a person is ex-
cluded from the benefits of a service, say sewage and refuse collection,
is only the person excluded damaged or are others damaged as well?
(The same question can of course be asked in connexion with ex-

¥ T The Science of Public Finance {3rd ed.), vol. i, p. go: 'Primary expenditure
includes all expenditure which Governments worthy of the name of Government
are obliged above everything else to undertake. . . . Secondary expenditure inciudes
social expenditure. ...

2 In some cases the possibility of exclusion exists, but provision by the govern-
ment is more efficient than by private enterprise because marginal costs are lower
than average costs.

3 This refers to long-run costs and not to costs in the short run when excess
capacity might exist.
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penditure on education or transfer expenditure as well.) It has to be
decided whether the damage to other persons is of the same order of
magnitude as the damage to the excluded person himself.

It appears that in the case of all social expenditure the direct
damage to a person excluded would be greater than the indirect
damage to others. The exception is expenditure on disease and lunacy,
in which case the damage done indirectly to others would be greater.
It is obvious that by the expenditure on disease and lunacy the healthy
members of the community benefit to a far greater extent than those
on whom the money is actually spent. It s also clear that no member
of the community could be excluded from the benefits this service
confers, Once persons suffering from disease are separated from
healthy persons, all healthy persons benefit, whether willing to pay
for the benefit or not. It is, therefore, essential that such services
should be provided for by taxation. It follows that all social expendi-
ture can be allocated accarding to the cost principle, but expenditure |
on disease and lunacy confer indivisible benefits upon the community,’

The cost of transfer expenditure (the cost necessary to collect
money for and to administer transfer expenditure) is also assumed to
benefit those who receive transfer benefits.! It is assumed that the
benefit is proportional to transfer payments received, allowing for the
different cost ratios of different types of transfer expenditure.

Of economic expenditure road expenditure is the most important.
The use of roads is twofold; they are used for traffic purposes (com-
mercial and private), and are in local communal use by pedestrians,
cyclists, and so on.> 'The cost of the communal use of roads falls in
the first instance on local communities and of the traffic use on the
owners of motor vehicles.

“The relative contributions which different owners should pay can be
quite objectively determined. In equity it is clearly desirable that contri-
butions should be proportionate to the wear and tear caused but neutral
between different types of vehicle. . . . A combination of licence duties
baset;l on weight or horse power, plus a fuel tax, appears to fulfil these
requirements perfectly, Tt is in fact the nearest equivalent to a toll, the
licence duty constituting a charge for the right of using the road, and the
petrol tax being roughly proportionate to usage.’

On the basis of this argument it wiil be assumed that the benefits

' This cost still excludes costs deemed to be borne by the community, such as
the cost of social legislation.

* The best economic analysis of road expenditure is in U. K. Hicks, The Finance
of British Government, ch, viii. Her analysis is closely followed here,

? op. cit., p. 181.
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conferred by the traffic use of roads are proportional to taxes falling
on motormg

Tt remains to determine the total cost of the traffic use of roads.
Total expenditure on roads is divided between traffic and communal
use by taking the latter as accounting for 25 per cent. of total expendi-
ture.? The cost on account of road traffic also includes expenditure
on pelice. Total expenditure on police services has similarly to be
divided between traffic and communal use.? For the sake of sim-
plicity it is assumed, and this cannot be far wrong, that expenditure
on police on account of road traffic was equal to expenditure on roads
on account of communal use. On this basis total expenditure on road
traffic on current account, valued at factor cost, came to £86 mn. in
1937, which sum includes expenditure on maintenance, depreciation
{(in so far as roads were not maintained physically), interest on loans
outstanding against roads built from borrowing, and imputed interest
on roads owned by public authorities.

Taxes on road traffic {motor-vehicle duties, pctrol tax, and duties
on imported motor vehicles) also came to £86 mn. in 1937.4’ Since
total benefit and total taxation on account of road traffic are equal
and, as it was argued above, benefits conferred upon individuals and
taxation paid by them are proportional, the benefit on account of road
traffic accruing to any member of the community, and calculated at

. cost, is equal to the amount of road taxation falling upon him. In the

case of private motoring, the incidence of both taxes and benefits is
directly on the oiner, in the case of commercial traffic it is on the

+ ultimate consu From the pomt of view of redistribution, expen-

diture on road aﬂic and taxation on motoring can be convemently
regarded as offsetting each other.’
Economic expenditure, other than on roads, can &e dealt with

t It is assumed that Mrs. Hicks in the statement quoted refers to the actual
and not to an ideal system of motor taxation,

* Ibid. There are certain difficulties in determifithg this proportion. The defim-
tion of communal use i1s somewhat arbitrary. It is possible that the percentage
given is somewhat high as certain types of communal use, such as parking facilities,
are ateributable to road trafhc.

3 Cf, p. zo1, below, + Cf. p. 147, abave.

5 That total taxation and expenditure for traffic purposes was equal can be
regarded as purely accidental and is not necessarily true for other years. It is still
true to sav thar taxation on meotoring was taxation and not the price paid for the
use of roads. It Is merely a statistical convenience that such taxes and expenditure
can be cancelled. For purposes of illustration taxes on comumercial road traffic
were allocated on an arbitrary basis in Table 48 and expenditure will be allocated
an a similar basis. But any assumption regarding the allocation of these does not
atfect the measurement of redistribution.
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briefly. All such expenditure can hardly be said to have been of
direct service to the consumer. Expenditure on shipping, civil avia-
tion, and agriculture were almost exclusively producers’ subsidies,?
the result of which (at any rate, in the long run) is to push a greater
proportion of the pepulation into certain industries than would other-
wise be the case. There is no reason to suppose that, after a time,
incomes in certain industries should be higher than they would be
normally, though the first impact of such expenditure (which was
still felt in 1937) does benefit producers in the subsidized industries.

The important consideration is that such expenditure was incurred
not so much to benefit producers in certain industries but to expand
{or save from contraction) certain industries deemed to be essential
from the point of view of the community on other than economic
criteria. Most of such expenditure (on shipping, civil aviation, and
agriculture} was in anticipation of war and, from our point of view,
should be regarded as expenditure on defence. In the case of agri-
culture other objects, aesthetic and social, were also considered.

'The cost of the administration of economic activity and expenditure
on the training of labour or research ought to be included with ex-
penditure from the benefit of which nobody could be excluded. The
most conspicuous case of expenditure conferring indivisible benefits
is, of course, expenditure on defence services. Once such services
are provided no individual in the country can be exciuded from its
berefits, This argument implicitly assumes~—an agsumption which is
legitimate in a democratic community—that deferfge is beneficial in
the sense that everybody would be worse off as' a consequence of
inadequate defence.

E\pendlturc on police is partly on account of road traffic, partly to
protect property, and partly to protect persons. Expenditure on fire
brigades is partly to protect property, and partly to protect persons.

It will be assumed that expenditure on police on account of road
traffic was equal to expenditure on roads on account of communal
use; that expenditure on police for the protection of property was
equal to expenditure on fire brigades for other than the protection of
property. Expenditure on the communal use of roads, on fire brigades
for the protection of persons, and on police for the protection of
persons, expenditure on street lighting and expenditure on general
administration confer indivisible benefits. Expenditure on the police
or fire brigades for the protection of property confer benefits upon
property owners only.

1 Cf. p. 179, above.
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In addition to government expenditure on consumption, the saving
of the government came to £83 mn. (at factor cost) in 1937. In other
words, property in communal ownership increased by that amount.
The benefit from government saving also confers indivisible benefits.

Finally, expenditure by public charities was assumed to be divided
between divisible and indivisible benefits proportionately to govern-
ment expenditure.

The classification of public expenditure on goods and services on
the basis of the above assumptions was the following:

.
Divisible benefits: £
Education . . . 1182
Public Health, excludmg dxsease . . 580
Public Assistance, indoor relief . . . 165
Miscellaneous social expenditure . . 0'4
Cost of social transfers . . . . 284
Road traffic . . . . . 862
Protection of property . . . . 236
Public charities . . . . . 18
ToTtaL . . . . . . 320t
Indivisible benefits:
Current expenditure . . . . 3602
Govetnment saving . . . . . B3
Public charities . . . . P2
ToraL . . . . . . 464
Graxp TotaL . . . , . 793

i11. THE DISTRIBUTION OF DIVISIBLE BENEFITS

Each category of divisible benefits was distributed between income
groups according to the following methods the results are shown in
Table 53.

EDUCATION

After the various overhead expenses of the educational services
(such as teachers’ pensions) were atlocated, expenditure on education
was divided between the different types in the following way:

£ mm.

Elementary education . . . 834
Secondary education . . . 166
Other higher education . . . 1o2
Universities . . . . . 3o
Approved schools . . . . o8
Museums, libraries, &c. . . . 42
ToTAL . . . . . 1182

' £320 mn. excluding road expenditure beneficial to the government or residents
abroad.



TABLE §3. The distribution of divisible benefits
(In million [’s)

| i Public i Cust af i Protection . 1
Range of incomes | Education | Public health | assistance, 8¢, transfers | Road traffic® *  of property Pubite charities I Total
£ | i ; ; ‘

Under 128 i 43°% ' 26-3 ; 167 FER-] f 150 i 03 28 | 1326
125-150 ; t7 1 73 | o1 23 : 37 o1 22 32'7
150-175 146 i 2 : o1 19 ! 17 i o1 18 i 282
1475-200 ' o8 45 i oo 1o ) E) , o1 '3 J 201
260-250 ‘ 127 ‘ 40 . oo 1e | 43 ' ot 1§ 248
250-300 68 ' 26 i — o1 i 4y i o1 o8 ] 153
300-400 ! 68 | 23 ! — ! o1 i 67 : o2 | o8 i 170
400500 | 36 | 13 — I — . 53 -2 1 o4 106
s00-6o0 o3 o6 : — ! — l 3’5 i oL o1 | 46
6oo—Roo i oz ! o7 ! — - ' 58 ‘ o2 | o1 i o8
800--1,000 ( o1 ' 04 3 _ - a6 | 02 oI i 44

' 1
1,000-1,500 og ; o's ; — — 47 o3 oI [ 24

1,500-2,690 ; o3 : oz ' — . — 28 | oz oo ‘ 3'5

2,000—2,500 o'z ‘ o1 i — —_— 18 oz oo i 2'4

2,500-3,000 | oz ! or H — . — ) 13 l 3] 00 7

7,000-4,000 oz | G I -— \ — 17 . oz ! o0 ! 22

4,000-5,000 \ o1 ‘ ot I - I — ra ! ot ! oo \ 13

§,000-6,000 : o1 | =¥ | — — oy H - oe ‘ og

0,000-8,000 o1 &1 i — ' — ' o8 ! az oo e

8,000—10,000 . oo o — — . o5 I Y| oe | o7

10,000—15,000 0-0 ' o0 -— | — - | o2 : 00 i oD

I§,000—20,000 00 ! -] — ! — | o3 o1 i oo \ o4

20,000-30,000 oo . oo — : — ! o3 ! o1 | oo o4

30,000-50,000 . a0 oQ — i — o2 ‘ o . a0 i o3

£C,000—100,000 | oo o0 i - - (38 o'r | oo ! 03

160,000 and over ! o0 i oQ | -— X — 01 : o1 ] oo i o'z
TOTAL . o 1182 : 580 169 ‘ 284 : 710 . 36 I 2.0 i 3201

® Henefits conferred by the use of roads for travel purposes (private cars, buscs, &c.) was derived by imerpolation from figures in Table 42. For other benefits
frem road traffic cf. Table 46.
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Three-quarters of the total is accounted for by expenditure on
elementary education. Education is compulsory between the ages of
5 and 14 years. The age distribution of pupils in grant-aided schools,
according to type of school, can be found in Reports of the Board of
Education.” The census of pupils is taken in March, and therefore a
certain number over 5 are not at school vet and a certain number over
14 have not finished their courses. It is best to deal therefore with
children aged 6 to 14 only.

In grant-aided secondary schools pupils are classified into free and
paying pupils. Almost all free pupils came from public elementary
schools; the number paying partial fees was negligible; the number
paying full fees was further analysed into those who came from public
elementary schools and others. Almost all pupils in junior technical
schools were ex-public elementary school pupils.

Considering the age distribution of pupils in each of these cate-
gories it is found that the number of children aged 6-14 who were at
public elementary schools or passed from such schools to grant-aided
secondary schools was g2-7 per cent. of the corresponding number in
the population; in other words, 7-3 per cent. of the population did not
avail themselves of the services offered by public elementary educa-
tion.> Since persons with incomes over £400 accounted for the same
percentage of the population, it was assurned that the classes with an
income less than [ 400 sent their children to public elementary schools
and the other classes did not.

The cost of non-elementary education given to ex-public ele-
mentary school pupils under the compulsory age limit, and valued at
the average cost of elementary education, is estimated at £3'5 mn,
and therefore a total of £86-9 mn. was the cost of compulsory educa-
tion given to the classes with income under f400. This amount was
distributed in proportion to the number of persons with incomes
under f400, allowing for the fact that the relative proportion of
families, and of children, is less in the class under {125.

It was also estimated that the cost of secondary education given to
other than ex-public elementary school children was £33 mn. The
proportion of the population with incomes f400-500 was 2-2 per
cent. and, since the proportion of non-ex-elementary pupils receiving
grant-aided secondary education was less, it was assumed that the
above sum benefits persons in that range of income.

! The statistics for England and Wales were used throughout this part as being
relevant for the whole country. Certain conditions differ in the educational system
of Scotland, but these can have no great influence on the total,

1 "This percentage varied between 604 and 7-9 for the different ages.
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Some information is available on the origin of pupils in secondary
-schools and universities according to social classes! which can be made
to correspond to income classes. From such data it is possible to
estimate an elementary school child’s chance of receiving a secondary
education free, or paying for it, according to income groups. These
chances varied round their average from o-5 to 2-3 in the former and
from o'1 to 45 in the latter case.* On this basis the excess of the
actual expenditure on ex-elementary school pupils in secondary
schools over the £3-5 mn. estimated above (that is, £g'g mn.) was
allocated to the various classes with an income under f4c00.

Of expenditure on higher education, other than secondary, about
£6:6 mn. was on account of part-time pupils in technical schools,
almost all in employment and earning less than f125. The rest was
distributed in proportion to expenditure on elementary education.

It is also estimated that of university students 28 per cent. were
ex-elementary school pupils. The chance of an elementary school
pupil of becoming a university student was therefore o-8 per cent.,
while the chance of a boy or girl in the income classes above [400
was 25 per cent. The latter percentage can be taken as 10 for f400-
1,000, 50 for £1,000-2,000, and 100 for £2,000 and over. On this
basis the cost of university education has been distributed.

The cost of approved schools, museums, libraries, &c., was

allocated in proportion to the number of persons in each income
class,

PUBLIC HEALTH

It is estimated that about one-twelfth of the refuse collected is
trade refuse.” This proportion would be higher if offices and other
business premises were also included. It was assumed that one-
seventh of the expenditure on sewage and refuse collection is on
business, the rest on private account. Of the total of £21-1 mn. spent
on these services one-seventh was allocated in proportion to expendi-
ture, the rest in proportion to the number of persons.’ .

Expenditure on hospitals, maternity services, baths, parks, and
public conveniences was distributed in proportion to numbers, though
the incidence of this expenditure is more on the lower ranges of in-
come, particularly because certain expenses are recovered according

' L. Hogben, Political Arithmetic, pp. 386 and 420.

* 'The average chance of receiving an education free, or of paying for it, each de-
noted by 1, was of course very small.

* P.E.P. Report on Health Services, p. 44.



206 PUBLIC EXPENDITURE ON GOODS AND SERVICES

to ability to pay.! The available data were insufficient to warrant any
refinement.

Expenditure on the welfare of the blind benefited almost exclusively
persons with incomes under £125. Other expenditure on public health
was distributed in proportion to expenditure on the services specified.

OTHER DIVISIBLE BENEFITS

Expenditure on Public Assistance (indoor relief) was allocated to
the class under fr25. Miscellaneous social expenditure benefits
persons with incomes under £250 and it was assumed that the benefit
is proportional to numbers.

The administrative and financial costs of social transfers were
distributed in proportion to the corresponding transfer benefits.
Allowance was made for the different cost ratios of the different types
of transfer benefit.

Expenditure on road traffic, for the reasons given on p. 199 above,
was distributed in the same way as taxation on motoring, including
private and commercial motoring.:: It can be seen, therefore, that of the
benefits conferred by expenditure on road traffic £35-4 mn. fell on
private motoring, £11-3 mn. on other travel by road, and £39-6 mn,
on business. Of the latter £30 mn. fell on private incomes, £4 mn.
on the government, and £5 mn. on residents abroad. 'The part bene-
ficial to the government is already included in the cost of the various
services since no allowance was made for the corresponding tax. The
part beneficial to residents abroad has been deducted from govern-
ment income.? Hence a total of £77 mn. conferred benefits on private
incomes.

Expenditure on the protection of property was assumed to benefit
owners of property in proportion to the value of property owned, as
shown in Table 77. i

Expenditure by public charities was divided between divisible and
indivisible benefits in proportion to similar benefits conferred by
government expenditure. 'The part included in divisible benefits was
distributed in proportion to divisible benefits conferred by social
expenditure.*’

The results are shown in Table 53 and, in a summary form, in
Table 54. It can be seen that three-quarters of the expenditure on

I Maternity services benefited persons under £250 only, Cf. E. Grebenik and

D. J. Parry, Agenda, 1943, p. 130.

* Cf. pp. 43 and 181 above,

3 Divisible benefits conferred by public charities consist chiefly of hospital and
educational services.



TABLE 54. The distribution of divisible benefits (Summary)
] L Public | ‘ ? | i
Range of Public ! assistance, Costof | Road ‘ Protection |  Public Relative
fncomes . Education | health | &, . tramsfers | wraffic | of property | charities ‘ Total distribution
£ i fmn. | fmn 0 fmn | £Lmn. | f£mn I Lmn. | fLmn £mn. o,
Under 125 ; 433 263 | 167 220 | 150 | o3 | 88 132°6 gr4
125-250 : 552 226 o'z 6z | LT S o4 | 68 106§ 333
z50-500 172 61 — [ o2 ] 169 o5 } z0 42'9 13°¢
500—1,000 i o6 Ly ‘ —_ i — o1z o's i o3 158 49
1,000-2,000 . o8 o7 | — — 75| os o1 ) 30
2,000-10,000 . o8 o5 ! — — 79 o oo o2 3z
10,000 and over or ! o ! — — 18 ‘ o6 i oo | 23 o8
TOTAL . . 8 [ 580 | 169 y 284 770 [ 16 ‘ %o | 3zox Ioog
S St e . e S A A Aoz .
Under £z50 f 087 | 489 169 282 301 | o6 : 156 239°I 747
Over £250 : 195 or ! — oz FLE. jo ‘ 24 810 257
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divisible benefits (other than transfers) benefited the lower ranges of
income. The benefit derived by the classes above an income of £250
consisted, almost exclusively, of benefits conferred by the use of roads
and free education, the latter benefiting mainly the lower middle
classes.

iv. THE DISTRIBUTION OF INDIVISIBLE BENEFITS

Government expenditure, in so far as it was spent on transfers,
subsidies, or services conferring divisible benefits, could be allocated
to individuals without making an arbitrary assumption. Expenditure
on indivisible benefits cannot be allocated except on the basis of an
arbitrary assumption which must, by necessity, appeal to principles

- of ethics and politics.

The most important question to be answered is whether the price
paid for a commeodity or service should be the same for all, or all, or pro-
portional t6 the benehit derived.! Tn the market the Tormer principle
is applied, and this principle was implied in the allocation of d1v1s1EIe
benefits above,

But the same principle cannet be applied to payment for indivisible
benefits in a free society.? The government, by its nature of govern-
ment, produces services and commodities which could not be produced
privately cmroduced efﬁcnentlv. Because of the incidence
of benefits derived Trom these services, the income of each member
of the community —measured as the sum of consumers’ surpluses—
m(:reast_:s.J Payment Tor thEse services, llf n:' 1s not to cause red}str1bu-
tion of income, should not change the distribution of income; in other
words, payment should be proportional to the increase in income,
always assuming that the total increase was more than the total cost
of the service.* Whether this payment should be an increasing or
‘diminishing proportion of income must depend on the shape of

l individual demand curves.
The same question could be put in another way, and one can ask

! T'hroughout this argument a free society must be assumed. These problems
would not arise in a society the purpose of which is, for instance, to benefit few
at the expense of many,

* This does not necessarily apply to certain persons, such as gangsters, living
(so to speak) outside society.

3 That is, the criterion of undertaking a service or not by the government is
whether the total benefit derived from it is more or less than the total loss caused
by paying for it.

* The former can be called the principle of equal sacrifice, the latter (following
Pigou's argument and terminology pgiven below) the principle of equal propor-
tionate sacritice (but neither is to be confused with the principle of least sacrifice).
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Pwh';t the system of neutral taxation is which would pav for the indi-
visible benefits of government expenditure.' It seems that Pigou’s
system of taxation which imposes equali propartwnate sacrifice can be '
regarded as nentral taxation.? It is assumed in Pigou’s argument that ;
the amount of work done is not altered by the announcement effect '
‘of the tax.’?

Let us write x for income, F(x) for the utility of consumption, and
¢(x) for the tax function. Equal proportionate sacrifice demands that

F(x)—Flx—¢(x)] = &,
where k is constant. It can be shown that the amount of work done
will not be altered if taxation is according to the above formula.
The formula becomes more simple if xF'(x) is constant, that is,
the curve representing the marginal utility of income s a rectangular
"hyperbola. It can be shown that in that case ¢'(x) is also constant,
implying a system of taxation proportional to income. In that case,
and in that case only, the tax function is independent of the amount -
of revenue to be provided) This 1s obviously the simplest case, and
one of the alternative allocations of indivisible benefits will be based
on it; that is, according to assumption I the benefits conferred by
enditure on indivisible benefits are proportional to income.
Jp But there are reasons to assume that the neutral tax system is pro-v
gressive rather than regressive. Pigou argues that the satisfaction
from high incomes is derived not so much from goods and services
such incomes buy as from the satisfaction of being richer than
others. The ordinary utility curve is given with reference to changes
in an individual’s income; it is implied that other incomes are un-
affected. But the utility curve whichis relevant should take into account
that all incomes of the same size are reduced to the same extent. The
relative social position of the rich is thus maintained and the loss in
utility, due to the loss of actual satisfaction derived from goods and
services, is much smaller than would have been the case if other in-
comes were maintained. If this is taken into account, a progressive
tax system seems equitable.s -

' Cf. Ch. 1, §ii.

* A Study in Public Finance {gth ed.}, pp. 109-10.

* For the definition of announcement effect, cf. p. 12, above.

* In other cases &(x) is dependent on k.

3 Professor Irving Fisher developed a statistical method to measure the utility
curve in Eranomtc Ersays in Honour of §. B. Clark (p. 157), and suggested that the
application of his formula to American data would justify a progressive rather than
a regrtss:ve system of taxation. It should be noted that no quantitative measure
was given as to how far the tax system should be progressive.

48319
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{It is assumed) for the purpose of finding the neutral tax system,
that each individual has the same system of wants, irplying “that
capac:lty for enjoymen‘t is not correlated to income. This assumption
is indispensable in considering the neutral tax system of any demo-
cratic country, 1t is irrelevant whether this assumption is true or not;
1t is a political assumptlon which maintains that it ought to be s __9 L3

" Tndivisible benefits will be distributed according to two more as-
sumptions, assuming that the neutral tax system is progressive, which
seems to be a more correct assumption than the first one (that the tax
system should be proportional to mconie) 4

The simplest formula for a progressive tax system is that of
Bernoulli, according to which the tax is proportional to income above
the subsmter}cg level. This was taken as assumptmn 11 and the sub-
sistence level calculated according to figures given in the Beveridge
Report (Cmd. 6404).* An allowance had to be made for a number of
persons living actually below the subsistence level.s

‘A number of objections can be raised against Bernoulli’s formula.®
There are two theoretical objections, First, it can be argued that
there is no such concept as a subsistence limit. Even if it 1s possible
to calculate the scientific minimum, every person having a minimum
income would start buying luxuries before reaching the subsistence
level as regards necessities. To provide for subsistence an income
well above the subsistence level is necessary, the amount of which
cannot be objectively determined. It follows that every person, even

! Cf, L. Robbins, ‘Interpersanal Comparison of Utility’, Economic Journal, 1938,
p. 615. Obviously the same assumption is made by Pigou also.

? Fisher assurmed that the indifference system of each individual is the same.
But 1t is difficult to see how a formula based on this assumption could be applied
to actual data.

! Though there is no canclusive evidence, Pigou’s a priori argument given above
is sufficient to maintain that the tax system should be progressive.

This proposition is not ta he canfused with the law of diminishing marginal
utility of incotne. It implies that the fall in the marginal utility of income is more
than proportional to the increase in income.

* At prices prevailing in 1937-8 the subsistence allowance for an adult was 16s.,
for a child 6s. 6d. per week.

¢ *I’he calculation can be carried out most conveniently with reference ta incomes
ncluding transfers. About L85 mn. was allowed for the fact that certain transfers,
mainly health insurance benefits and old age pensions, fell below the subsistence
level. An additional amount, 10 per cent, for incomes under £i125 and 3-5 per
cent. for incomes hetween f125 and f£250, was allowed for the fact that other
incomes did not provide s?bbtstence

® There is evidence that'Marshall preferred Cramer’s fortnula according to which
utility varies in proportion to the square root of income; Pigou does not see any-
thing in that formaula to commend it,
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those below the subsistence level, benefit from government expendi-
ture on indivisible benefits. Even persons below the minimum might
be willing to lower their standard of living still further rather than go*
without certain government services, say, defence.

4 Secondly, as Pigou points out, the main drawback of Bernoulli’s
formula is that it assumes the marginal utility curve to be a rect-

_g:ﬂ_a%lp____eﬂ)ola_@r the part of income above the subsistence le level
For high incomes the formula tends to suggest pr iortmnal taxation,
though there are reasons for maintaining the progressiveness of taxa-
tlon 1 throughout the whole range of 1 ncormes

TBernoulli’s formula might be correct for a range of incomes from just
above the subsistence limit to, say, three or four times that level; but it
is unsatisfactory for the whole range of incomes. Partly because some
taxation should be payable below the subsistence level, partly because
taxation payable by the higher incomes should be more progressive.

A formula was developed to overcome these objections. ILet us take
a subsistence level x, as before, and a constant ¢. It is assumed (under
assumption 1I1)7that the first x of each income pays tax at the
nominal rate of #/10; the next 2x at the rate of t; the next 1x at the
rate of 1-5¢; the next 4x at the rate of 2¢; the next gx at the rate of
2:5¢, and the next 6x at the rate of 32. 'This accounts for all incomes
under 21x, that is, almost all incomes under £z,000. The excess of
incomes above [2,000 was assumed to have been taxed at 47, rising
later to 5-5¢. (¢ is such that the total taxation obtained by the above
formula should cover expenditure on indivisible benefits.)

'The distribution of indivisible benefits under the three assumptions
is shown in T'ables 55 and 56. Table 55 also shows indivisible benefits
as proportion of producers’ income, which 1s represented in Fig. 14.
Under assumption I this proportion is constant at 106 per cent.
Under assumption IT the proportion rises from 6 to 16 per cent. but
1s practically constant for incomes above £1,000. Under assumption
111 the proportion rises throughout the whole range of incomes, from
4 10 49 per cent,

Table 56 shows the relative distribution of indivisible benefits.
"I'he proportion benefiting incomes under f2z0 is 56, 40, and 23 per
cent. under the three assumptions, the proportion benefiting incomes
above £250 is 44, 60, and 77 per cent., respectively.

Though the three assumptions were arbitrarily chosen and given
as alternatives, it can be taken—on the grounds of the reasoning
above—that the true distribution of indivisible benefits is progressive
and—if it is possible to give an opinion at all—it is likely to be
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TaBLE 55. The distribution of indivisible benefits

I Assumption i Assumption
Range of incomes I I 1 Hr Is J Ir» I
Lmn. | Lmn | fmn % % %

Under 123 124°7 707 | 435 106 6o 37
125-150 348 230 i 138 o6 7o 42
150-175 342 266 154 106 83 48
175200 29'4 262 148 106 95 5'4
200-250 382 377 210 106 10°5 58
250-300 24'3 261 14'8 106 114 65
joo—400 276 326 205 106 12°5 79
400-500 162 206 14'0 106 136 9z
s00—6o0 11'4 153 1 106 142 10°3
6o0-8oo 14'9 207 | 1677 106 148 119
Boo-1,000 1072 147 | 12°4 10°6 153 12°9
1,000—1,500 17:2 254 258 106 15'9 159
1,500-2,000 s 17-3 2172 106 16°1 19°7
2,000-2,500 81 12°4 167 10:6 162 218
2,500~3,000 62 96 143 106 16-4 244
3,000—4,000 92 14'2 234 106 16-4 270
4,000-5,000 64 99 17'5 o6 165 29'0
5,000—0,000 49 77 141 106 16-6 30§
6,000-8,000 6 104 | 207 106 16-6 330
8§,000-10,000 4-5 70 | 151 106 167 360
10,600-15,000 70 108 ;259 106 16y 40'0
15,000-20,000 3-6 58 159 106 167 461
20,000-30,000 37 58 162 106 167 468
30,000-50,000 31 48 i 135 ! 106 15-8 460
50,000- 100,000 31 4G ' 130 I 106 ! 16:8 48-1
100,000 and over 25 . 39 112 106 | 169 485
ToTAL . V4635 | 4635 | 4635 | (106) | (106) | (10'6)

* Percentage of producers’ income, as given in Table 17.

TaBLE §6. The distribution of indivisible benefits (Summary)

Assumption Assumption

Range of incomes | I | II ' II 1| HI

Lmn, | Lmn. gmn L% L% %
Under 125 o 1247 7071 | 43'5 26 | 151 04
125—250 | 136-6 1135 650 z9's | 245 140
250—500 P68 79°3 49'3 147 ' 171 106
500—1,000 i 365 5077 40°2 79 109 8-7
1,000-2,000 © 28 427 470 6z | 92 10°1
2,000-10,000 460 712 12:-8 9g { 15°4 263
10,000 and over 23'0 60 | o6y | 5o | 78 | 209
ToTAL | 46335 : 4635 463°5 1000 | 1000 % 1000
Under {z50 ¢ 2613 i 1836 ' 1083 56'4 i 300 234
Over f250 L2022 279'9 355¢ | 436 ‘ bo-4 266
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F1a. 14. Indivisible benefits as percentage of income.

between the two distributions given under assumptions II and I1I,
probably nearer to that under assumption II than to the one under
assumption II.



XVII
CONCLUSIONS

In this chapter the results of the preceding chapters are summarized
and the extent to which incomes were redistributed in 1937 is exam-
ined. First, the distribution of government expenditure is summar-
ized and analysed, and compared with the distribution of revenue.
Secondly, the distribution of consumers’ incomes is obtained, that is,
of incomes after allowing for the effect of redistribution. Lastly,
redistribution is measured either as the difference between public
expenditure (and saving} and revenue, or as the difference between
consumers’ and producers’ income.

1. THE REVENUE AND EXPENDITURE OF THE GOVERNMENT

The distribution of taxation is summarized in Table §7. Seven
Income groups are dlbtmgumhed Direct taxes are divided into seven,
indirect taxes into six, categorlcs \!.he bulk of direct taxation, £469
mn., is paid by the classes with incomes over fzs50, but particularly
by those with incomes over £2,000 who paid £319 mn. The classes
under £250 paid £71 mn. in direct taxation, £14 mn. to the central
government, and 37 mn. for social insurance, &c.

;I‘wo -thirds of indirect taxes, on the other hand, are paid by those
with incomes under £250. Most indirect taxes fall heavily on this
class, notably taxes on food, on dwellings, and on alcohol and tobacco,
As far as taxes on dwellings and on alcohol and tobacco are concerned
their incidence varies very much from one case to another, depending

_ou the locality and on consumption habits., /These classes also pay
i about £ 100 mn. in indirect taxes on preductionin general. The classes
above {250 pay most taxes on private motoring and the bulk of
certain other taxes on luxury consumption. Even so, about £150 mn.
of £200 mn. paid by these classes were paid in the form of taxes on
food, dwellings, alcohol and tobacco, and general indirect taxes, and
fonly about f350 mn. can be considered as taxes on luxuries.

Of all taxes, amounting to £1,160 mn., £480 mn. were paid by the
classes with les:. than £250 and £68c mn. by those with more than
£250 a vear. Included in the latter are {130 mn. paid by those with
incomes of f250-500, £f100 mn. by those with incomes of £5oo—
1,000, and £450 mn. by those with incomes over {1,000.

"The distribution of government expenditure which can Beallocated



‘TABLE §57. Summary of taxation
(In million [’s)

Dirvect taxes

Tneome tax | ; I Stamp duties on | : I Saoctal
and surtax Income fax ‘ the transfer of | Stamp duties on ' insurance
Range of tncomet (personall (non-perionaly |  Death duties :  property &c. cheques, e, N.D.C. canlnbu!mfu Total
= = i = ‘ gl

Under 125 — | 1o o1 L o a4 i o'r i 29°4 316
125-250 62 ! 21 12 ‘ ag a7 i D3 275 18-q
250—500 186 65 31 i 13 17 i o'y \ 21 343
§00—1,000 32§ 10°3 | 43 ‘ 17 07 [ 2z — 51'9

1,000- 2,000 393 | 12°1 - 71 ) 19 o4 | 20 —_ 637
7,000-10,000 1004 253 2q'3 ; 41 i oy 68 — 166-2

10,000 and avet 98 : 161 ) 196 27 i — 47 ! - 1529

fhaad —_ . — - ————— — —

ToTAL . . 286°% | 734 ‘ Ry-7 ! 132 | 4z 179 | 590 5395 4.

. P P , | Tt T T

Under L2509 62 | 3 13 i 15 11 : o4 i 569 70°5

QOver {250 2806 i 70°% 814 1 11y 3T | 17°5 ‘ z°1 4b6p0

! Fudirect taxes
Rates on ' on alcakoal Qn private Qther specific On production l
Range of incomes On fond duwellings \ and tebares motoring taxes m gemfai i Total All taxes
P; \ \

Under 125 o8 ! 417 7B 14 1370 50-2 | 204°% 2361
125-250 202 I 433 ) 28 12y f Frat 2035 242°4
250500 72 223 26-6 98 77 | 22'0 ) gs5h 1260
500-1,000 26 o3 7z yh 43 108 443 pbz

1,000-2,500 ) 77 20-8 931's
2,000-10,600 ] 2-8 183 73 LT E ] 85 ‘ | 1074 22°§ 1988

ro0a0 and aver | | : 26 [0 1600
‘ToTaL . . 526 | 134°¢ 196-¢ ‘ 354 467 1508 6173 11568

Under £z50 300 : 850 1558 ' 4z z5°'7 973 : 4080 4785

Qver £250¢ 126 | 499 411 ! 312 IR 53'5 2093 6783

'
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to individuals, that is, transfers, subsidies, and divisible benefits, is
shown in Table 58.:The social expenditure of the government is .
 classified under seven headings., Of the total of £541 mn., £s09 mn.

1 benefits the classes under Lz50 and 32 mn, the classes above ,{;250.
Of the latter £20 mn, consists of expenditure on education, mainly
elementary education given to children in the classes £250-400, and
£9 mn. of expenditure on public health.

Social expenditure is classified, not only according to the objects
of expenditure, but also as transfers, subsidies, and real expenditure.
All transfers came out of social expenditure.” Divisible benefits not
included in social expenditure were comparatively small, consisting
of expenditure on road traffic and expenditure for the protection of
property., ]

~ Of the total government expenditure which can be allocated to
individuals (£639 mn.), £355 mn. accrued to the classes under £250
and £84 mn. to the classes above £250. Almost all of the latter was
derived from real expenditure, including £47 mn. from expenditure
on road traffic, £20 mn. from expenditure on education, and fg mn.
from expenditure on public health.

The revenue and expenditure of public authorities is shown in
Table 39 and, in a summary form, in L'able 6o. Revenue consists of

- taxation and public income.' Jf the total revenue of £1,103 mn.,
.42 per cent. was received from the classes under £230, 11 per cent. by

- those with incomes of [250-500, 8 per cent. by those with incomes of
£500-1,000, and 38 per cent. by those with incomes over £1,000.

. Allocated government expenditure, taken from Table 58, is shown

“in col. (5). &7 per cent. of it benefits the classes under fz50, 7 per
cent. those with incomes of fz50-500, and 6 per cent. those with
incomes over {5o00.

Attributed public expenditure and saving, that is, expenditure on
indivisible benefits, is shown in cols. (6)-(8) and the distribution of
total public expenditure and saving in cols. (9)-(11), according to
three alternative assumptions (given in Ch. XVI).2" Of {1,103 mn.
public expenditure and saving 74 per cent. accrued to the classes
under f£250 on assumption I, 67 per cent. on assumption II, and
6o per cent. on assumption I11.. On the basis of the opinions expressed
on p. 213, above, this propornon can be reasonably taken as 6o—5 per
cent. 'The benefits accruing to persons with incomes of f£250-500
were 9—11 per cent. of the total, to those with incomes of £500-1,000,

! See Tables 48 and 17.
2 Cf. dp. 209-12



TABLE §8. Summary of allocated government expenditure

(In million £’s)

Secial expendityre®

INHANYIAOD JHL 40 FENLIANIIXE ANV INONIATH

i
i Pubiic | Health i Unemployment | ) |
Range of incomes | Fducation . kealtht | rRsurance | and poverty | Pensions ’ W.M.C. Housrmg Totall
et Il oeeanen o . JFVURPTR it S S SRt A
£ : | i i | |
Under 125 402 | 20-3 207 119-4 1163 ‘ 10°4 90 | 357°§
125-250 57'Q 220 17°3 16-8 H 20-9 i 26 133 15106
250-500 78 i+ o3 oz 18 ‘ — — . zh'z
500—1,000 oh 1-7 — —_ ' —_ J —_ —_ ! z'3
1,000-2.0C0 o8 o7 — — — —_ —_ 1'%
2,000-1¢,000 o . a'g ; —_ — I -—_ — —_ ‘ 13
15,000 and aver [ | ot ! —_ —_ : — I - — o'z
- — ] e R A
ToTAL ! §24'2 : 580 i 473 1364 139°¢ | 130 22'3 ‘ 5406
Under {250 104'1 } 489 . 470 136z 1372 30 223 : 50071
Over {250 | 2011 | 'R ' o3 oz | -8 — — : Irs
. | |
Social expendilure } !
Direct ! Trudirect Real . Protection of | Total Total real
Range of incomes transfers ‘ Iransfers expendingre§ Road traffic praperty | transfers expendiiure Tatal
skl b pi o S lier ol S S e S S gt AR S .
|
i : I
Under 125 * 2316 ‘ 174 1173 130 ' o3 ! 249°0 1326 ‘ 3816
125-250 480 | 19°3 gra 151 : o4 | 673 1065 1738
253-800 2'5 [ oz 25'% 10y . 23 | 27 429 ‘ 45
501,000 — | — 26 12°7 i o5 1 —_— 158 ! 158
1,000—2,000 — , —_ 16 TE L 5 —_ o6 ’ %3
2,000 10,000 — | —_ 3 70 o'g | — 10-2 ! 10°2z
10,036 and aver — ~— oz } 1-8 | of — ] ' 2§
Torar ., . 2821 309 239’5 | 770 36 : jigo jaox \ 63971
L= | = N i !
Under £250 2796 367 2083 I 3958 | o6 3163 239°1t ‘ 555'4
Over {250 25 o'z 31z ‘ 468 i 30 27 1o B3y
* Excluding expenditure on Junacy and mental deficiency., . 1t Excluding expenditure on discase, &¢.
1 Including miscellancous social expenditure but not including expenditure by public charities. § Including expenditure by public charities.

Lz



TABLE 59. Revenue and public expenditure
(In million £’)

1 1
i | Allocated | Indivisible benefits Public expenditure and seving
Public govérnment -
Range of incomes Taxation ‘ incone Revenue : expenditure 1 i | I I 1 ‘ 11
(1) (2} (3) (a) (s} (6} (7) : {B) (9) (10) i {11}
£ | i

Under 125 23671 ~4'2 2319 3816 1247 70°1 435 506°3 4517 425'1
125-150 637 — 14 623 570 348 230 r 138 518 Bao 708
180~17§ 615 —15 6oo 478 342 266 154 820 744 63-2
175-z00 508 —14 49°4 330 29°4 26z . 148 624 592 478
200-250 66-6 —20 646 361 382 377 1 210 74-3 a8 571
250-300 431 —1'6 41'3 16-9 24°3 26-% | 148 41°2 43°0 3177
300400 52°4 —28 49'6 181 ' 296 az-6 205§ 457 507 38-6
400500 34'2 -2'2 320 106 ; 162 206 140 z6-8 312 z46
soo-600 270 ~I°Q 25T 46 i 114 153 II-7 160 199 157
6oo—-8oo 366 —30 166 6-8 : I4'Q 207 16-7 217 275 235
8oo—1,000 266 —-23 273 44 . 10-2 147 12°4 146 1071 16-8
1,000—1,500 54'5 —43 50°2 61 172 254 258 233 315 319
1,500-2,000 390 —31 59 35 11°§ 1773 2tz 150 208 247
2,000-2,500 20°3 —23 ! 270 | 24 81 124 1607 10°§ 148 91
2,500—3,000 23°8 —18 : 2y | 17 6z 96 143 79 1y 160
3,000~4,000 373 —2-8 " 34§ 2z o2 142 23'4 14 164 | 256
4,000—8,000 280 —z20 i 2600 '} 13 64 09 175 oy irz ! 188
5,000—6,000 231 —16 i 21'5 09 4G 7 141 38 86 156
6,000-8,000 334 —2'2 3z 10 67 104 207 il 11'4 217
8,000—-10,000 2472 —15 227 o7 475 70 151 52 i 158
10,0600—15,000 407 —24 i 383 i o9 70 108 259 2} 317 268
18§,000—20,000 234 —1'3 2z'1 1 o4 36 58 50 40 6z 163
20,000—30,000 253 —-1'3 240 | o4 37 58 162 41 62 1676
30,000—-50,000 226 -1'1 21°5 a3 31 48 13’5 34 5X 138
£0,000-100,000 24'9 -1z 237 | o3 31 49 14'0 4 52 143
100,000 and over 231 —10 221 o-z 25 39 Iz 27 41 114
ToTAL N 1,156-8 — 542 1,102°G ‘ 0391 463-% 463'5 4635 1,202'6 1,702-6 1,102'6

g1¢
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'T'ABLE 60. Revenue and public expenditure (Swmmary)

) Allocated | Indivisible benefits Public expenditure and squings
FPublic : Fovernment [ —
Range of incomes Tuxation income 5 Revenue expendifure | I I i ir I Ir Ir

(1) (2) (3} | (4} (5) (6) (7) ’ (8) (9) (10} (e}
£ mn. 4 mn. 4 mn. £ mn. £ mn. £ mmn. £ mn, £ mn i £ mn, £ mn,
Under 123 2361 —4'2 2319 3816 ! 1247 7o-1 435 5063 451°7 4251
128-2Z50 24Z°% — 63 2362 1738 1366 T135 650 31o4 287-3 2388
250-500 129-8 66 12372 156 681 793 403 1137 12479 949
500—1,000 96z — 2 Byo 15-8 365 507 402 523 665 s6o
1,000—2,000 g3's s 861 "R 287 42v7 470 383 523 566
2,000—10,000 1947 — 142 1845 1 o2 460 712 1218 562 814 132'0
10,000 and aver 160-0 —-83 1507 2'5 23'0 160 907 255 385 QG2

! ) — T e —mem
TOTAL . .| r,a568 —54'2 t,102°6 | 639°1 4938 s 4635 1,102°6 1,1026 1,102°6
Under £250 ‘ 4786 i —ro'g 4681 £55°4 2613 1836 108-5 8167 i 730-0 ) 6639
Over L2350 i 6782 - 437 65345 837 202'2 279y 3550 2859 3636 | 4387

L % ; o % ‘ % % % | % % % %

Under 125 204 ' — z1°o 397 209 151 94 450 410 386
125-250 z1'0 M — 214 272 20'§ 24'5 14'¢ 28z 26-1 ‘ 217
256-500 112 . — 112 7 147 17°¢ 106 153 11-3 86
seo-1.000 | 83 ! — 81 25 79 1079 85 49 6o | 5T
1,000-2,000 | 81 : — 28 i'5 Gz 9z 101 35 a4y 5L
2,000-10,000 } 17°2 ! —_ 16-7 1 1 99 15-4 | 263 51 74 ‘ 120
10,000 and over . 138 H — 138 a4 H 5 78 ! z0'9 2'3 35 go
ToTAL o 10070 1000 | 1000 1000 | 100°0 1000 1000 160°0 1000 ‘} 10070

- ‘ ! — . LT
Under La250 ‘ 4y | 194 424 869 56°4 [ 396 234 741 oL o3
Over {250 1 586 | o6 576 | 531 | 430 604 1 766 25 3279 . 397

LNFANYIAOD FHL 40 FILLIANIEIXE ANV dNNIATY
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5—b per cent., and to those with incomes over {1,000, 11260 per cent.,
according to the assumption chosen.

T'axation and revenue as a proportion of nominal unadjusted pro-
ducers’ income is shown in Table 61.' {Allocated government ex-
penditure as a proportion of income is also shown. This propertion

TABLE 61. Proportion of income devoted to taxation or received from
the government®

{In percentages)

’ | Allacated | Public expenditure

and saving
: government
Range of incomer | Taxation | Revenue  expenditure = I ' II 11
‘ ‘

Under 125 68 . 16°5 271 ! 360 | 3271 302
125-250 18 | ayr 130 |23z ! 25 | 178
250500 Y200 1o 7o 17°5 | 192 | 146
500,000 274 254 45 139 | 189 | 1670

1,000—2,000 338 31t 3'3 1378 | 18¢ | 204

2,000-10,000 445 413 ! 2'3 12:6 | 182 | 295

10,000 and aver 71-8 68-0 - 't 11°4 | 17'3 | 44°5

AVERAGE . - 247 23°5 136 235 | 23'5 | 23'5

Under £z50 i 174 171 ) 20'2 29'8 1 269 | 242
Over £z50 348 326 43 147 i 187 | 22°§

* Percentapges of nominal unadjusted producers’ income.

is 27 per cent. for the classes under £125, 13 per cent. for those with
£125-250, or 20 per cent. for the class under £2;50 as a whole. For
the higher classes the proportion steadily falls and is 1 per cent. for
thase withincomes over {10,000, Total public expenditure and saving
as a proportion of income is dependent on the assumption chosen.
Under assumption I the proportion falls from 36 to 11 per cent.,
under assumnption II it falls from 3z per cent. but becomes almost
steady at 17-19 per cent. above an income of £250, under assumption
[II the proportion falls from 3o to 15 per cent. and then rises again
to 45 per cent. for the highest group.

The composition of taxation paid by the various classes is repre-
sented in Fig. 15. The total taxation paid by each class is represented
by a column, proportional to the amount paid, which is divided ac-
cording to the different kinds of taxes paid by that group. The com-
position of expenditure conferring benefits which are allocatable to
indiyiduals is similarly represented in Fig. 16.

' Cf. pp. 185-91._
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{_Einally, Fig. 17 represents the distribution of taxation and allo-
catable government expenditure’ under three alternative assumptions
corresponding to the assumptions made with reference to the distri-
bution of indivisible benefits. The base of the diagrams is divided in

Taxation S~
assymption I

Expenditure =
assumption I

o — — — g m———— "

R A o A o R o o)

= : E= under £ 125
% ' 125 ~ 250
= [ 250~ s00
500 ~ 1000

1,000 ~ 2,000
Expenditure -

assumption 11 [:’ 2,000 ~ 10,000
-:. @10,000 & over

Taxation-
assumptica [

=
=

——3-~--r-~1-r=f--
1

\. i
NS

I
//.

Taxation -
assumpticn [f

L

”

Fic. 17. Taxation and allocated government expenditure.

proportion to the distribution of divisible benefits under the different
assumptions, and areas are proportionate to tax paid or benefit re-
ceived. Hence ‘the rectangle marked represents what would be a
neutral systemn of taxation, or of allocated benefits, under the different
assumptions, and divergences from this rectangle represent redistri-
bution by taxation or by allocated government expenditure,}

i1. CONSUMERS’ INCOMES

The distribution of the number of persons, of producers’ income
and consumers’ income is shown in Table 62 and, in a summary



TABLE 62. Producers' end consumers’ income

(In million £'s)

Number of |

|
i
l persons
Range of incomes ' (Thous)
(x) ! (2)
£ I
Under ras ; 21,800
125-1%0 6,050
150—-17§ [ 5,000
175200 ! 3,700
2002850 4,000
250300 1 2,090
300400 | 1,Bgo
400500 8316
s00-600 i 471
6oo-800 ! 486
8o0- 1,000 : 252
1.006—1,500 100
1,500-2,000 142
2,000-2,500 ! 763
2,500—13,000 r 482
3,000-4,000 55°¢
4,000-5,000 : 301
§,000-6,000 | 181
6,000-8,000 : 204
8,600-10,000 1072
16,000—15,000 - 11-7
15,000-28,000 | 43
20,000~30,000 | 31
30,000~50,000 15
£0,000— 100,000 10
100,000 and uver o3
TotaL 47,300

Producers'

income

_ @

T.172

3268
1206
2739
3502
228-¢

2598
1519
1974
140°3
ofi-o
161G
1077
765
87
8646
ba-t
4h3
b2-7
42'0
(i8]
344
346
288
zZ0°0
z3'1

4,350

| Unadjusted ' unadjuste

producers’

income

@

Nominal | ! { '
,} ! Private Unadfusted Consumers e
producers’ | Avarlable | consumers consumers' J .
income fncome | income ircame ¥ Ir [ Iir
{s) (&) ! {7) (8) | (9} \ (10} | (11}
1 i

1,407 1,376 1,189 1,321 1,446 ) 1,391 : 1,365
3465 3356 2888 321’5 3563 | 3445 3153
137°4 1272 z81-2 3004 3436 3360 3248
2851 2781 2384 250°§ ‘ 2889 ‘ 2857 2743
3687 3879 ! jofrz 307 | 3689 368-2 3517
2310 | 2228 1881 2034 2277 | 220'% 2182
2637 2802 21173 2283 1 2559 2609 2488
1541 14177 1199 1308 | 1367 | 18171 144'5
1093 gbg 823 86-9 083 [ 102-2 [1: 1
1431 121-8 1037 110°§ 1254 | 131°2 1272
o83 80-3 687 731 833 i 878 | 855
1662 130°2 111-7 1178 1350 1432 1436
1108 831 718 753 86-8 026 ob-g
748 s6g 495 59 boo 643 686
Go-s 422 re a8z 44'9 483 530
894 58-9 §2°1 | 54'3 635 685 7
621 383 341 35'4 418 4573 52'9
479 277 243 257 300 334 198
649 352 ars 32’5 392 420 53°2
438 E zr'6 93 I z0°a z4°5 z7e 151
672 29's abs 274 344 38z 53'3
357 136 12°3 127 163 18 286
359 il ‘ 106 343 1477 158 272
299 e 3 76 107 12°4 211
303 61 | 58 58 Bp 1wy 198
241 1’z 10 12 ‘ 37 L | 12-4

I S, — | . |
4.502 4,153 3.872 i 3.892 4350 4,356 4,350
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form, in Table 63. The figures up to col. (7) are taken from other
tables,! but it is desirable to recapitulate the definitions used.?

The range of incomes refers to incomes assessed to income tax on

a single tax return, that is, income of man and wife. The number of
persons refers to persons maintained out of that income, that is, man,
wife, and children under 16 (or over 16 if contmumg educatlon) and
elderly relatives. Unadjusted producers’ income includes income
actually received (except social transfers} and imputed income (bus1-
ness saving, income of life funds and of societies). Unadjusted in-
comes are corrected for a share in public income (attributed income)
to obtain producers’ ificomes, Public income (the income of the
government and public chanties from investment and trading)—
which was negative in 1937—was allocated in proportion to income
from capital.> 'The total of producers’ income is equal to the net
national income.
" Nominal unadjusted producers’ incomes are obtained by, adding
social transfers to unadjusted producers’ incomes. Available ncomes
are obtained by deducting direct taxes from nominal unadjusted pro-
ducers’ incomes. Available income is equal to private expenditure on
consumption and saving valued at market prices. Private consumers’
income is equal to private expenditure on consumption and saving
valued at factor cost; in other words, private consumers’ income
is obtained from available income by deducting indirect taxes and
adding subsidies: '

That part of the national expenditure which is expendlture on
consumption and saving by private individuals or bodies is covered
by the distribution of private consumers’ income given in col. (7).
The rest of the national expenditure consists of expenditure on con-
sumption and saving by public authorities, including public charities.
Such expenditure confers divisible benefits, which are allocatable to
private individuals, and Indivisible benefits, which are not alloca-
table unless an arbitrary assumption is made (attributed consumers’
income).

Unadjusted consumers’ income includes all expenditure on con-
sumption and saving (valued at factor cost) which can be allocated to
persons without an arbitrary assumption, that is, private consumers’
income and divisible benefits from government expenditure. Col. (8)
is obtained by adding to col. (7) the distribution of divisible benefits
shown in Table 353.

' Cf. Tables 17, 37, and 46. * Cf. p. 15.
3 Cf. p. 72.
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I'mally, total cons%imers income is obtained by adding to un-
adjusted consumers’ income indivisible benefits, the distribution of
which is shown in Table 55; the results are shown in cols. (g)—
(11), according to the three assumptions. The total of consumers’
income is equal to net national expenditure, to net national income,
and therefore to the total of producers’ income]

It can be seen from Table 63 that 86 per cent. of the population
had incomes of less than £250 a year, or about {5 a week. This level
can be taken as the dividing line between the working classes and the
upper and middle classes since, before the war, very few manual
wage earners had a weekly income in excess of 5.7

Fifty-six per cent. of the national income accrued to the working
classes but, according to the different assumptions, 61 to 64 per cent.
of the national expenditure was enjoyed by them, probably 62 per
cent. It can also be seen that transfer expenditure and direct taxes in-
creased their share in the national income, while the effect of indirect
taxes was about offsct by subsidies (as far as averages are concerned).
Government expenditure on divisible benefits again increased their
share, while expendiwre on indivisible benefits decreased it.

- The share of the upper and middle classes (14 per cent. of the
population) fell, therefore, from 44 to 36— per cent., according to
the different assumptions, probably to 38 per cent. Most marked was
the fall in the share of persons with incomes over £1,000 (11 per cent.
of the population), from 21 per cent. to 14-18 per cent.

“The distribution of producers’ and consumers’ income (the latter
under three ditferent assumptions) is represented in the form of
Lorenz curves in Fig. 18, The index of inequality,? for the distribu-
tion of producers’ income was o-70, for the distribution of consu-
mers’ income o-53-0-61. The distribution of incomes had, therefore,
markedly improved through the interference of the government, but
its inequality still remained great.

iii. REDISTRIBUTION OF INCOMES
ﬁncomes accrue to individuals in the form of producers’ income and

are enjayed in the form of consumers’ incomes. ;Bedistribution of ;
T e e et e

incomes consists ther__gL he difference between ) COnsumers’ ant and

producers’ income. This difference might be ] posnme, "in which case

' There are, of course, a number of persons whose incomes are similar to those
of manual wage-earners but who belong, from the social point of view, to the
lower middle classes., Here all persons with less than {250 a year are regarded
as working classes, 2 Cf. p.6gm

4819 Q



TABLE 63. Producers’ and consumers’ income (Summary)

I
Neominal ' -
Unadjusted | unadjusted [ © Private Unadjusted l C:)mm"s mcon:“
Range of Number of | Producers® producers' producers’ Available consumers' consumers' | '
incorries persons ‘ income incumie tncome income income tn¢ome I i Ir ] Hr
(3] (2) ) (4) (5) 6] (&)} (8) ‘ (9} ! (10) ! (11}
s ‘Thousands £ mn. £ mn. £ mn. £ mn, £ mn, £ mn, £ ma. | £ mn. ! £ mn,
Under 125 21,800 1,172 t,176 1,407 1,376 1,189 1,321 1,446 | n3gt 1,365
125-250 18,750 1,284 1,240 1,738 1,299 1,115 1,221 1,358 i 1,335 ‘ 1,286
250500 4,816 640 | H46 649 61% 519 562 630 ! 642 612
§00-T,000 1,209 344 35t 35t 299 255 7 307 { 321 | 311
1,000-2,000 451 270 | 277 277 213 184 193 222 236 ! 240
2,000~10,000 258 433 447 447 j 281 248 250 30% 330 [ 3180
10,000 1nd over F¥] z13 213 223 ' o3 63 66 8g w02 | 163
" Tora. . . 47,300 4,356 4.410 4692 4,153 3,572 3, 802 4,356 4,356 | 4,350
Under £zso o 49,550 2,456 2,466 2.745 2,673 2,303 2,542 2,904 2,726 f 2,651
Over [250 ]‘ 6,750 1,901 1,944 1,947 1,478 1,260 _ La3se 1,452 1,630 ‘ 1,70%
° % % % % 2, % % % i %
Undet 129 461 269 E 267 30°Q 331 333 v 339 332 31'9 l 3
125-250 i 29°5 20°2 285 - § 4 302 4 312 306 295
250-500 152 147 | 147 138 : 148 i 146 14°4 I4°5 147 | 14°0
§00—1,000 ! 24 79 ‘ 80 7'5 ‘ 7z i T2 10 70 7'4 | 71
1,000-2,000 ! e 62 63 L] 51 i 51 (R 5K L¢3 | 55
2,000—10,000 o 09 10°1 95 68 69 67 70 76 ! g-7
10,000 and over X1 49 ! 51 48 'y 17 1'7 20 23 37
Toral . . 100'0 100'0 | 193G 1000 looo 1000 1000 1000 I 1000 ioo'c
Under {250 857 564 L 559 585 644 ‘ 645 653 644 l 62-5 bog
Over L2509 143 436 [ 41°5 356 v 385 34°7 356 375 {39
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sthe individual gains by the process of redistribution, of it might be
'negative, in which case he Toses.” This gain or loss is, of course,
measured in terms of money, and so measured the gains and losses
must cancel since the totals of producers’ incomes and of consumers’
incomes are equal. -

But the measure of redistribution is dependent on arbitrary as-
sumptions, one concerning the allocation of public income, and

another concerning the allocation of indivisible benefits.” The con-
CEpt of parfial redistribution of incomes is free from arbitrary assurp-
tions but is necessarily deficient since it does not deal with the
distribution of total national income and expenditure.
~Partial redistribution of incomes is measured as the difference’
{positive or negative} between unadjusted consumers’ income and:
_unadjusted producers’ income, both of which are defined without.
recourse to arbitrary assumptions. This amount is equivalent to the
excess (or deficit) of allocated benefits over tax payments.

Partial redistribution of incomes is measured in Tablés 64 and 63.
"The total came to minus £518 mn., the excess of the tax revenue over
expenditure conferring transfer and divisible benefits. The classes
under f125 had a clear gain of £145 mn., but all other classes paid
more in taxation than the amount they received in allocated benefits.
This cxcess was § per cent. of unadjusted producers’ income for those
with incomes of f125-250, 13 per cent, for those with incomes of
£250-500, 23 per cent. for those with incomes of f500-1,000, 30 per
cent. for those with incomes of £1,000-2,000, 42 per cent. for those
with incomes of f2,000-10,000, and 7o per cent. for incomes over
f10,000. Altogether the upper and middle classes paid [394 mn.
more in taxation than the cost of allocated benefits conferred upon
them, while £76 mn. was conferred upon the working classes by
allocated benefits in excess of tax payments by them.

ﬁ'ull redistribution is obtained from the partial redistribution of
incomes by allocating public income and indivisible benefits, Two
extreme cases can be considered,

First, it can be assumed that none of the expenditure on indivisible
benefits or public income is beneficial to the working classes; in other
words, only allocatable benefits accrue to the working classeg{ In that
case the upper and middle classes paid £678 mn. in taxation, of which
£54 mn, covered the negative public income, £84 mn. paid for allo-
cated government expenditure beneficial to the upper and middle

' The assumptions relating to incidence, and s0 on, are in a category entirely
different from the one to which the assumptions referred to belong. Cf. p. 13.



TABLE 64. Redistribution of incomes

Tarat .

Range of incomes

£
Under t25

125-180
150-175
175-200
200250
250-300

100400
400—~500
so0—600
boo—tao
Roo—1,000

1,000-7,3500
1,5§00-2,000
2,000~ 2,500
2,500—3,000
3,900--4, 000

4,000- 5,000
5,000-60,000
6,000-8 000
8 oc0-10,000
10,000-1 5,000

15,000-20,000
20,000—30,000
10,000 50,000
50,000— 100,000
100,000 and over

Partial
redestribution

4 mn.

+ 148
— 67
- 137
- 178
—30'§
- 260z
— 33
- 236
—23'4
~ 328
— 252
- 484

-3571
267
- 222
—324
- iys

398
— 210
230
223
- 245
229

113

Full redistribution

1 i i
— . o= oo —
L mn, . £ mn.
274 | + 220
295 +177
~z2'0 : ‘144
T 130 | - g8
+ 97 | T gz '
—03 ! 18 '
it |
-5z -of |
- T ‘ —52
—14'p =0 ‘
—12y | -8z |
— a6y | — 18-y
209 ! — 185z |
- b5 122
—138 —10% r
—ayr i — 18
— 183 ' — 148 !
157 —12Q
— 235 . —198 !
— 175 i — 1593 I
— 304 - 206 |
—181 ; — 154 F
- 199 1 —17'8
- 181 | —rg:.c
—202 . — 184
— 194 . —180 I
° o i

Partial . Ry
 redistribution® J I I
% ! % %
© 1373 + 234 - 18-y
e 499 +54
a2 | 68 +4%
—b4 | 47 +36
—Bs P27 +26
—i'4 | —orI by
- Ir -y +o4
—I53 34 —o5
—20'5 —85 —48
I ! 106 —bg
~-2586 - 132 —85
—291 | — 166 - 116
so3za | 19-4 14
— 341 —z21'6 — 154
~ 360 —235 - 177
- 303 | — 267 - 209
—-430 | ~ 304 — 246
—4b3 —33% —279
—49'¢ — 375 —arh
~ 540 - 4rh 387
—59z | — 460 —410
—bq'g ; — 526 — 4z
LI I © 573 — 514
746 - 628 -~ 5bg
~80p - 69 — 632
_ oze ! - 840 =779
—11g | _ —

Full redistributiont

—i177
- 16
—2zI'4
— 267
=320
— 463

i —

* Percentage of unadjusted producers’ income.

1 Percentage of producers’ income.
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TABLE 65. Redistribution of incomes (Summary)

ofz

SNOIS(IIDNOD

‘ . U vedistributi - ' . .
Range of : Partial ﬁ Full redistribution o Partial Fuﬁll redutrxbut:g:z__ A
incomes | redistribution I | Ir Voo redistribution I I [
I gmn. | Lma [ Lo | £ mn, % % | % . %
Under 125 ) +145 i +274 +220 +193 +12°3 +234 +187 k + 165
125-250 — bo ' + 74 + 51 + 3 — 53 + 58 + 20 | — o2
250-500 —~ 84 | - 9 + =z — 28 —130 - 14 R - — 44
500~ 1,000 — 8o ‘[ — 37 : — 23 —~ 33 . —228 —10'8 — b7 — ¢6
1,000-2,000 — 84 — 48 - 34 — 30 —30°3 —178 —126 —1II1
2,000—10,000 189 \ —128 —103 — 53 —42°3 —29'6 —238 | —12'2
10,000 and over —157 —126 ~113 | — 52 —970'4 -—_-:58'6 ‘ —526 ‘ —242
ToTAL . . —318 : -] ] \\ o _ —19 - — ‘ —
Under £250 + 76 | + 348 +271 -+ 196 + 3t +142 +110 !+ 8o
Qver {250 —594 y —348 —2971 i —196 | —306 —183 — 142 I ~103
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classes, £464 mn. paid for all indivisible benefits, and £76 mn. wa
the transfer from the rich to the poor.

ernatively, it can be assumed that all the expenditure on indivi
sible benefits or public income is beneficial to the working classes
In that case the upper and middle classes pay £678 mn. in taxation,
of which £84 mn. pays for government expenditure specifically bene-
fiting them and £594 mn. is the amount transferred from rich to poor.

These figures, £76 mn. and £594 mn., give the absolute lower and
upper limits to the amount redistributed from rich to poor.! 'T'he
working classes had a clear gain of £76 mn. from the partial redis-
tribution of incomes which gives the lower limit to the amount of
full redistribution. The upper and middle classes had a clear loss of
£594 mn. which gives the upper limit to the amount redistributed.

{These absolute limits within which the amount redistributed must
lie can be narrowed by making an assumption as to the allocation of
public income and of indivisible benefits] Public income was allo-
cated in proportion to income from capital. Expenditure on indivi-
sible benefits was allocated (I) in proportion to producers’ income,
(11) in proportion to income above the subsistence level, that is, pro-
gressively in relation to producers’ income, and (I11) progressively
throughout the whole range of incomes.

Under assumption I £250 was the dividing line between those who
gained and those who lost by the process of redistribution, under
assumption 11 this level was at £400, and under assumption III at
£175. Under all assumptions the proportion of income redistributed
changes progressively with income, i.e. the larger the income the
smaller is the gain or larger the loss caused by redistribution expressed
as a percentage of income. This rule is broken under assumption I11
only, and not to a significant extent.

The redistribution of incomes, in absclute figures and in percen-
tages of income, is given in 1'ables 64 and 65. The percentage of in-
come redistributed is shown, under the different assumptions, in
Fig. 19 (which also shows partial redistribution as a percentage of
income). Under assumption I £348 mn. was redistributed from the
rich to the poer, under assumption II 271 mn., and under assump-
tion 111 £196 mn. It is, therefore, best to take the figure as between
£200 mn. and f250 mn.2 The bulk of the gain, under any of the

T In this sense the figure calculated by Colin Clark, National Income and Qutlay,
pp. 142-8, is an absolute mintmum, estinated at £91 mn. From Clark’s figures
the absolute maxitmum of £423 mn, is easily obtainable. {The figures refer to 1935,
and there are differences in definitions and the method of allocation.)

2 Cf. p. 213.
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assumptions, accrued to the classes under f125." The incame of the
classes with incomes of £125-250 was increased to only a small extent.
The income of the working classes increased through redistribution
by 8-14 per cent., and the income of the upper and middle classes
diminished by 10-18 per cent., according to the assumption taken.

Percent .
125
|00;.. T I
N— -\ w “ . E= under £125
P \ it B 125-250
5 s 250~500
sEE = il ez m]]m
Assumption | 500~1,000
125 F-27] 1,000~2,000
gwo ——— x ; DZDDO*H),OOO
EFE=\\ESE
0 5 = \ : ¥ 10000 Eover
=
S B (NN |
S 0 Aszumption I
125
100 _
75
50

25

i
ll
£

T ETE R IR
Assumption Hl Fercent
Producers’ income

Fic. zo0. Redistribution of incomes.

The share of the classes with incomes of £250-500 was insignifi-
cant in the process of redistribution. The classes with incomes of
£L300-1,000 contributed 7-11 per cent. of their income, the classes
with incomes of [1,000-2,000 contributed 1118 per cent. The
differences between the percentages obtained for the classes over
£2,000 are very great as between the results under assumptions I or
IT and those under assumption I1I. The percentages vary between
12 and 3o per cent. for the classes with incomes of £2,000-10,000 and
from 24 to 59 per cent. for the classes with incomes over £10,000.

The distribution of consumers’ incomes is represented in Fig. 20.
The base of the bloc diagrams is proportional to producers’ income
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and the areas to consumers' income, Hence the areas above or below
the broken lines indicated represent the amount of income redis-
tributed under the different assumptions.

1v. CONCLUSION

It can be seen that, whatever assumption is made, the direction
of the redistribution of incomes was from the rich to the poor. hoor and its
amount, best put at £266-23 50 mn., was substantial. 1t is also evﬁentj
that redistribution was effected b_\gii large social expenditure financed
by progressive direct 1 taxation. The amount redistributed from rich
to poor came to 5-6 per cent. of the nationa! income with 2 and 14
per cent. as the outside limits.

Itis also broadly true that the amount redistributed was a progres-
sive proportion of income and, therefore, the system of pubhc finance
as 2 whole was satisfactory from that point of view. S

There are two ways of drawing conclusions from these results
One might compare the distributions of producers’ and consumers’
income and consider the amount redistributed in relation to the
national income or in relation to the income of the classes whose
income was transferred to others. It is then found that the amount
redistributed from rich to poor was before the war considerable,

- If we look at it in another way, the amount redistributed from rich
to paor, £200-250 mn., though large, is nat so considerable. There
were 1,500,000 unemployed in 1937 and if the number of unem-
ployed were reduced to 500,000-750,000, the increase in the national
income would have been of the same magnitude as the amount
redistributed{ Also, the normal annual increase in productivity per
worker was 1} per cent. before the war. Hence the amount redistri-
buted from rich to poor was equivalent to 3-4 vears’ normal increase
in the national income, or about 6-8 years’ normal increase in
working-class incomes.

Alternatively, the distribution of consumers’ income can be con-
sidered by itself, in which case it would be ascertained that the final
distribution of incomes, after allowing for the effects of redistribution,
was still far from being equal. (Fo obtain an equal distribution of
incomes it would have been necessary to redistribute a further 215
per cent, of the national income, which is many times more than the
amount actually redistributed from rich to poor.

Professor Hicks estimates that, by cutting out all surplus consump-
tion above a tax-free income of £1,000, another £225 mn. would have
been available for redistribution; or, by setting the maximum at £ 500,
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the amount available would have been raised to £365 mn.' By the
amount actually redistributed the income of the working classes has
been raised by 8~14 per cent. If a tax-free £500 is set as the maximum
income, working-class incomes could have been raised by a further
15 per cent.

Clearly, there is no objective criterion as to how far incomes in
1937 should have been redistributed. Objective criteria can be
brought in at one point only. In 1937 a considerable proportion of
the population of Britain was living below the poverty line, a level of
income determined with reference to minimum physical needs. Yet
want, in the crudest sense of the word, could have been abolished by
a further redistribution of incomes of a relatively modest proportion.

This argument does not, of course, imply that the further redis-
tribution of incomes should have been vertical redistribution, It has
been demonstrated that want could have been abolished before the
war by a redistribution of incomes within the working classes.”
This is not to suggest that redistribution of incomes should be con-
fined to the working classes, but is a convincing proof that the abolition
of want would have been easily obtainable by a more equal distribu-

of resources.

Lﬂakmg a broader view and not regarding the size of the national
income as given, it can be said thatl_ocml justice demands redistribu-
tion of incomes greater than that recorded. On the other hand, each
increase in the amount redistributed might have an adverse effect on
the incentive to work and thus might diminish the national income,
though this is not necessarily $o if that amount is spent on services,
such as health services, which increase efficiency. Wrom the point of'
view of employment redistribution of incomes from rich to poor, that
is, from people whose saving out of marginal income is hlgh to people
whose saving is low, increases the propensnty to consume and there-
fore—even allowmg for some adverse effect of h1gh taxauon on the.

" The amount redistributed in 1937 is of real interest only when
comparison is made with the amount redistributed at other times or
in other countries. When a comparison is made, however, allowance

' The Social Framework, pp. 189—go. The figures refer to surplus personal
incomes only, but imputed incomes are devoted to saving and not consumption.
Even the sums quoted contein some saving and no allowance was made for death
duties. On the other hand, Professor Hicks when discussing practical socialism
assumes that all those who now have an income of 500 or more would still be able
to obtain an income of L300 under socialism. (It should be noted that this calcu-
lation is at prices ruling in 1937-8.) * Beveridge Report, Cmd. 6404, para. 465.
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must be made for various factors influencing the need for redistribu-
tion. [This depends, primarily, on the composition of the population
and the state of employment. A comparison of the amount redistri- -
buted is a problem of index numbers. One must find what the amount
redistributed would have been intwo periods with different rates of taxa-
tion and rates of benefits but with the same composition of population,
state of employment, and consumption habits. Any approximate
calculation would suggest that redistribution in Britain in 1937 was .
at a higher level than in any other previous year and possibly higher
than in the other major capigglist countries.

It could be demonstrated Eﬁ)m the sociclogical point of view, that
the amount redistributed depends partly on the need for, partly on
the resources available for, redistribution. Four main factors can be
enumerated: the composition of the population, the state of emglgx;
‘ment, the level of real incomes, and the distribution of j incomeg,
~The amount redistributed in Britain before the war must be judged
with reference to the growing number of elderly persons, high level
of unemployment, high level of real incomes, and an unequal distri-
butjon of incomesi,

'As the level of real incomes rises, redistribution is expected to
ificrease more than proportionately; for as the level of real incomes
rises not only does the standard of human subsistence rise! but it
becomes increasingly intolerable to have people living below that
level. XFhe greater inequality of incomes also tends to increase the
amount redistributed; for with greater inequality not only is the
amount available for redistribution gfeater but also the social force
(based ultimately on the fear of revolution) which tends to redistribute
incomes i§ strongert, ‘{I'th is more so with the acceptance of modern
cCOanlC doctrine, since’l 1t cannot begv rgued that the maintenance of
hlgh incomes is necessary for economic progr@ i

It must not be believed, however, that redistribution reached its
climaxin 1937. The methods of war finance brought in certain innova-
tions which have implications on the future technique of redistribution.

. Flrst the proportion of revenue raised in direct taxation has been
/mcreased and greater sections “of the population were hrought into,
the classes paying income.tax; this makes it possible to increase the,
plﬁﬁr'essweness of the system of taxation, and also to eliminate the dlp
in the tax curve, which in the past was caused by the regressive nature -
of indirect taxes. Secondly, purchase tax was introduced, which, un-

! 'The subsistence level is regarded not as something absolute but as being
determined by sccizl opinion.
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like the indirect taxes of the pre-war system, fell mainly on luxuries
and which has thus demonstrated that commodity taxation and pro-
gressive taxation are not necessarify contradictory. Thirdly, subsidie
on food were introduced, which (apart from other effects) benefit par-
Lticularly low incomes, out of whicha high proportion is spent on food

l:'hl‘his analysis of the redistribution of incomes has, of necessity.
been based on a limited view of the whale question; the national
income and the distribution of that income have been taken as given,
and on that basis the amount of redistribution through public finance
has been measured, and its effect on the inequality of incomes assessed.
On any wider view, however, the size and distribution of the national
income should not be regarded as given, and the need for redistribu-
tion should be investigated. Tt would then be found thatTihe evils
which in the past redistributive finance sought to mitigate could be
dealt with by other forms of social policy, and that as a social pohcy
the method of redistributive finance may be regarded as inferior to

~other possible lelClCS q

. WRedistribution of incomes through public finance was not, how-
ever, a deliberate pohcy, but accidental to the piecemeal development
of the social services. it was an ad hac policy: certain needs had to
be satisfied by society as they arose, and as social conscience demanded
their satisfaction. The fact that the payment for these social services
fell largely on the upper income classes was to some degree an in-
cidental consequence of the British system of taxation. But while this
method dealt, to some extent, with the exigencies of the moment, it
has not solved any of the problems that called it forth and has left no,
- permanent marks on the initial distribution of incomes. Redistribu+
tion was of the nature of a palliative rdther than of a 2 curey

i "~ "Anyideal social policy should attack the causes which give rise to the

needor the redistribution of incomes. For i instance, unemployment
with all its consequences, acgounts for a large part of the need. Lkt It has

y now been admitted that a full employment policy and not a system

of relief is the best (and also the cheapest) solution of this problem.
Slrmlarl , the need for redistribution arising from sickness and 1l
health could to a large extent be eliminated by an adequate develop-
ment of health services of a preventive nature, including a nutrition
policy.)

\Put the basic fact remains that, as a result of the inequality of
incomes, wages are insufficient to provide for the normal contingen-
cies of life, such as the maintenance of any but a small family, or the
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provision for old age. No doubt in the course of time the standard of
living of the working classes would rise (because of the increase in the
producthty of labour) sufficiently to prov;de for its normal needs;
in the meantime, however, a greater equality in the initial dlstr1but1qn
of incomes could achieve the same result. Redistribution of incomes
through public finance could then be restricted to provide for aeci-~
de tal and unforeseen needs only. .
he main cause of the inequality of incomes is, as has been demon-;
strated above, the very great mequahty in the ownership of capital;:
the inequality of capital itself is maintained chiefly by inheritance,’
and partly by the inequality of savings due tothe inequality of incomes.
Hence we have a vicious circle between the inequality of income and!
that of capital, Another vicious circle arises through the inequality
of opportum_tnmce out of a large income one can pay for an
expensive education which, in its turn, secures a large income.
Before the war death duties were the only form of tax designed to
mitigate the inequality of inherited wealth, but they remained largely
ineffective because of the possibility of evasion by the transfer of
property during life, Free education was provided up to the age of 14,
but after that age opportunity remained closely dependent on income.¥
Eile social policy of the future must, therefore, attack the roots;
of inequality from three main directions. First, the inequa llt_Y___f
capital should be diminished; this would lessen not only the inequality '
Pp'dnearncd _incomes, but also, indirectly, the mequallty of earned
incomes. Secondly, the share of the national income going to:
Cap1tal should he reduced, which can be achieved by a pohcy of
low interest rates, together “with a fresh attack on ~monopoly in lts
various forms “this would greatly improve the distribution of incomes,
since the importance of unearned incomes (the distribution of which
is greatly unequal) would be diminished. Lastly, further expansmn 1 iy
required in the social services giving greater equality of opportunity,
not only through the provision of equal educational opportunities,
but also through a policy of adequate nutrition and health servic
During the Iast twenty-ﬁve years the problem of unemployrnent
was the major economic problem of all capitalist countries, together
with the problems arising out of general international insecurity.
The solution of these problems is, we hope, within our power. We
shall then be able to turn to the two great economic problems of the
world: how to increase the size of the income of countries, and how
to ensure its more equal distribution, between both countries and
individoals.



APPENDIX A

ESTIMATES OF THE BRITISH NATIONAL INCOME,
192438

1. THE ESTIMATES OF PrROFESSOR BowLEY AND CoLiN CLARK

THE estimates of Professor Bowley, based on the adding incomes method,
are for the years 1924-38 and published in Studies in the National Income.
The estimates of Mr. Clark, based on the same method, except that he
substitutes the net output of agriculture for incomes in agriculture, are for
the years 1924—33 and published in National Income and Qutlay.’

In Table 66 the differences between the two estimates during the
period covered by both, 192433, are analysed. National income is shown
at factor cost, and therefore indirect taxes have been excluded from both
estimates.?

The differences due to definition are shown in col. (3) of the tabie and
consist of the following. Bowley includes interest issued or accrued on
saving certificates which is free of income tax; Clark omits the item. On
the other hand, Clark makes an allowance for net business losses, evasion,
and (but not in all cases) for the changing valuation of stocks;* Bowley does
not deal with these problems.

The definition of government income is a matter of convention, assum-
ing that consistent definitions of national expenditure are adopted. The
differences between the two definitions are shown in col. (4).*

In certain years there are differences in the interpretation of income-tax
statistics as shown in col. (5).5 Clark makes corrections for 1924—7 because
of the system of three-years-average assessments, based on information
from the Inland Revenue; Bowley corrects for 1924 only, though his infor-
mation must have been more recent. The small difference for other years
is due to different allowances for under-assessments under Schedule A,

Clark estimated agricultural incomes by the net output method and the
differences are shown in col. (6). Though farming profits are believed to be

¥ Details of his estimates for later years, some published elsewhere, are not given
and were obviously provisional.

% The only item added by Professor Bowley (which is regarded here as an
indirect tax) was emplovers’ contribution to social insurance.

* For the estimate of business losses a sample analysis is used; for evasion an
estimate by Bowley and Stamp; for the changing valuation of stocks cf. App. B.

+ Bowley's definition is not stated; Clark’s definition differs very slightly from
the official one. He includes central government income only, but local government
income is included in income-tax assessments and the income of extra-budgetary
funds consists of transfers. He adds, however, the balance of international govern-
ment transactions, which seems superfluous.

5 For 1933 Clark anticipated assessments which subsequently turned out to be
higher.



TABLE 606, Estimates of the nattonal income, 1924-33
(In million £'s}

The excess of Bowley's estimate over Clark’s due to

! Government | Income-tax | Agricultural | | Small | Interest on | Al statistical
Year | Bauley Clark Definition - mcome | assessments incomes | Wages ' incomies ; the debt | causes (5-9)
M @) @ , @ (5 | ® o | ® ® (10)
1924 3,852 ' 3,549 -9 : 12 : 38 ‘L 22 140 | 9o 10 300
1925 ¢ 3762 | 3862 1 —a2s5" g | —33 | —1z 81 | 29 27 ‘ 140
1926 | 3,723 | 3,662 | —1o7 [ 8 y —36 ‘ 6 104 ’ 70 7 160
1927 3,868 | 382 . —i21 | 8 ! -z0 23 6z 28 9 152
1928 3,895 ¢ 380z —57 ‘ 6 i —9 | 21 i 41 8e 11 | 144
1920 ¢+ 3807 | 380 = —n5 | 5 S " S R 80 B | 138
1930 3,783 ' 3817 . —z215 | 3 I S -8 i 14 185 o 177
1931 3,408 3,383 ‘ -6 5 i ° 9 24 27 14 26
1932 3,205 ¢ 3,303 5 —22 L 2 [ 17 ‘ —18 4 8
1933 3,500 1 3,421 32 5 3y i 6 —22 2 23 (42)

Sources: Bowley, op. cit., Table IX, p. 81, (B. Total less item 11.)
Clark, op. cit., Table 37, p. 88. (Net National income less indirect taxes and rates.)
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under-assessed on Schedule B, the comparison here would suggest the
opposite.’

Differences in the wage-bill are shown in col. (7). Bowley obtains a
weekly wage-bill by multiplying the number of workers employed and
average earnings. It is then assumed that a year consists of 48 working
weeks on the average.

Clark’s method was almost independent of Bowley’s. The bulk of the
wage-bilt was obtained from the Census of Production, 1930, and supple-
mented by the wage-bill of the railways, and so on. An estimate was made
for the residue using Bowley's method.

The differences in the estimates for incomes, other than wages, under
the income-tax exemption limit, and f1o-12 mn. for the excess of the
income of non-profit-making bodies over assessments (overlooked by Clark)
are shown in col, (8).2

The differences in estimates of income going abroad are small, but there
are some persistemt differences in interest on the national debt deducted,
as shown in col. (g). Clark deducts all interest issued on the internal debt,
though he should not have deducted interest issued on saving certificates
ot to the extra-budgetary funds, since these were earlier omitted.3

Col. (10} sums the differences duc to statistical causes {cols. (5)}-(9)}.
The differences (which should be related only to items estimated indepen-
dently) are small for the recent years, for which the estimates were more
accurate, but fairly large for earlier years,

i, THE ESTIMATES OF IP"ROFESSOR BOWLEY AND TIIE WHITE PAPER

(C»p. 6347)

Professor Bowley compares his estimates for 1938 with the White Paper
(Cmd. 6261, 1941), having received information from the authors of the
latter.t The subscquent White Paper (Cmd. 6347, 1942), however, raised
the estimate for 1938 by £180 mn. It can be seen that of this sum f135 mn,
was due to the correction for stocks, government income has been raised
by £13 mn., the wage-bill by £24 mn., and other items by £8 mn, Taking
into consideration all information published elsewhere, the official estimate
for 1938 has been broken down in Table 67.

Bowley includes cmployers’ contribution, which the White Paper ex-
cludes because it is regarded as an indirect tax; also, he makes no correction
for the changing valuation of stocks or business losses. Neither estimate
makes an allowance for evasion.

! In Bowley, op. cit., p. 95, the net output of agriculture has been estimated
by different methods, but no attempt has been made to reconcile the considerable
divergences.

2 The great difference for 1930 is due to Clark regarding the change in the
income-tax cxempftion limit as being effective in 1930 (which was correct for
incomnes assessed under Schedules B, D, and E) and Bowley as in 1931.

1 For Bowlev’s definition cf. p, 243, below,

4 Bowley, op. cit,, pp. 83—4.
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Bowley estimates the investment income of non-profit-making bodies as

£65 mn. and income from small property as {60 mn., and these ﬁgures
were adopted by the White Paper.

TaBLE 67. The national income in 1938 (according to Cmd. 6347)
(In million £'s)

Schedule A assessments . . . . . . . 345
Correction for underassessment . . . . . 7
Qmal[ property and non-profit-making bodxcs . R . . 21
. Rent of land and buildings . . . . . . 373
Schedule B assessments . . . . . . . 29
Correction for underassessment . . . . . . 5
Schedule C assessments . . . . . . . 141
Schedule D assessments . . . . . 1,057
Interest accrued on saving certlﬁcates . . . . 18
Government income from trading and pmpem . . 37
Investrnent income of non-profit-making bodies and small
property . . . . . . 104
National Defence Contrlbutlon hablllty . . . . . 25
Writing down of stocks . . . . . . . 135
Earnings of workers on own account . . . . . 40
Less Net business losses . . . . . . —20
Income due to residents abrnad . . . . . —13
Interest on the national debt . . . . . . —185
2. Profits and interest . . B R . . . 1,351
Schedule E assessments . . . . . . . ).
Salaries below the exemption limit . . . 45
Earnings of shop-assistants below the exemptmn l:rmt . . 54
Non-assessed pay and allowances of officers in H.M. Farces . z
3. Salaries, &c. . . . . . . . . . 1,081
4. Wages, &c. . . . . . . . . . 1,790
NET NATIONAL INCOME . . . . . . . 4,595

* Except local government profits {(£26 mn, net) included in Schedule A and D,

Bowley allows only £3 mn. for corrections to Schedule A assessments
and none for Schedule B. He puts interest issued and accrued on saving
certificates at £20 mn., while Cmd. 6261 puts the figure at £11 mn. (which
includes interest issued only). It would seem that this figure has been
raised to £ 18 mn. in Cmd. 6347.1

Bowley’s estimate of government income excludes the income of extra-
budgetary funds and there are further small differences. The official esti-
mate (but not Bowley’s) adds National Defence Contribution which is a
direct tax though deducted from income-tax asscssments.

Bowley's estimates of ‘other incomes’ (small profits and salaries),
£85 mn., and of the earnings of shop-assistants below the exemption limit,
£54 mn., were adopted by the White Paper,

T It can be estimated from reports of the National Savings Committee that
interest accrued exceeded interest issued by £7 mn.
4830 R’
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The:biggest statistical difference is in the wage-bill, where the offictal
estimate exceeds Bowley’s by £y9 mn. As explained, 5o mn. of this sum
is due to different assumptions as regards the average number of working
weeks in the year. On the whole Bowley's method was used' and there is
no difference in the estimate for the “weekly wage-bill. But the official
estimate implies a year of 49-4 working weeks, as against Bowley’s 48.

There are two reasons why Bowley's assumption is preferable to that of
the White Paper. Detailed calculations were made and it has been found that
the average number of weekly contributions for unemployment insurance
by employed wage-earners was 49 in 1937." All persons who performed, or
were paid for, any work during a calendar week were liable to contribute
faor that week,* therefore the number of weeks worked in a year must be
less than the number of weekly contributions, and 48 seems to be a close
estimate for the figure.*

Secondly, it has been shown® that Colin Clark estimated the wage-bill
by an independent method, except for a small part for which a multiplier
of 48-7 was implied. Yet for the five years centring on 1931, the base year
of the estimates, the difference between the two wage-bills is 0-2 per cent.
only, which also confirms the correctness of Bowley’s procedure as against
the White Paper's.®

Bowley's wage-bill has been extrapolated from rg31 when holidays with
pay were not customary. This factor might account for 10 mn. in the
difference. {15 mn. was probably due to various inaccuracies in extra-
polation as against a direct estimate for 1938.7 The remaining £24 mn. of
the difference has been added to the official estimate since Bowley wrote,
and the reason for this is unknown.

On the basis of the above argument there is justification for placing the
correct wage-bill about midway between the two estimates.

Bowley’s deductions for income to residents abroad and interest on the
national debt were adopted in the Whitc Paper. In the Board of Trade’s
estimate of the balance of payments, incomes to residents abroad are put
at £15 mn., but seem to exclude incomes to residents in Eire.® Estimating

v Cf, p. 240, above,

* Cf. p. 101, above,

3 For example, contribytions are paid on account of holidays with pay, which
accounts for 0’3 out of the 49 contributions.

4 ‘The White Paper’s 49-4 is above the possible maximum of 49-1, allowing for
holidays with pay.

5 Cf. p. 240, above.

¢ The close agreement between the two estimates of the wage-bill is partly due
to coincidence. Apparently Bowley has overestimated the number of wage-earners
in employment whilst Clark put the average wage of domestic servants too high,
both overestimates coming to {60 mn.

7 Apparently the proportion of females working has increased between 1931 and
1938 above the figure assumed by Bowley, and this accounts for the difference.
Cf. p. 276, below, and Bowley, op. cit., p. 56 n.

® Tt is stated that the negative balance with Eire was £5 mn,
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the latter at £10 mn. and grossing for income-tax, Bowley’s £35 mn. for the
income of residents abroad is obtained.!

The reason for the deduction of £185 mn. for interest on the national
debt is not altogether obvious, and it is curious that the White Paper,
according to Bowley, made the same deduction, though there the interest
income of extra-budgetary funds, £14 mn., was added. It is clear that
all interest on the national debt, issued or accrued (222 mn.), should be
deducted.

It is sometimes held that only interest to residents in Britain should be
deducted since interest to residents abroad is not transfer but real income
and is already deducted, being included in incomes to residents abroad.
But this view is fallacious because all interest assessed to income-tax must
be deducted to arrive at home-produced net output plus gross income from
abroad. To obtain net national income (home produced net output plus
net income from abroad) a further deduction has to be made for incomes
to residents abroad, that is, interest to residents abroad is deducted twice.?

¥ If this interpretation is cotrect, it is obvious that income-tax paid by residents
abread should not be deducted from the national income.

2 It also becomes clear that when dividing the national income between private
incomes and government income (e.g. in Table Il, Cmd, 6347}, incomes to resi-
dents ahroad should be split between private incomes and government income,
interest on the debt and war pensions payable abroad reducing the government’s
share in the total,



APPENDIX B
THE VALUATION OF STOCKS AND THE NATIONAL INCOME!

THE definition of the national income used here is that of a maxirmum
which could have been consumed while maintaining the real amount of
capital intact. It follows that investment is defined as the value of the
increase in real assets, and profits as current receipts less the current cost
of replacing factors of production used up.®* The current value of any
increment in stocks should be added to, or of any decrement deducted
from, profits.

For this purpose the Inland Revenue definition of profits is not adequate
because it includes the increment in the value of stocks (stocks being valued
at cither cost or current prices, whichever is the lower), and not the value of
the increment. Profits must, therefore, be corrected before being included
in total national income on the definition adopted.®

In order to correct assessments of profits the amount of investment in
stocks must be known in real terms. A price index of the baiance-sheet
value of stocks is necessary with the aid of which the estimated balance-
sheet value of stocks can be reduced to real terms. Further, it is necessary
to know the period of turnover of stocks in the major industrial groups.

The balance-sheet value of stocks is obtained from samples.* The pro-
portion of stocks to the average of raw material costs and gross output
gives the period of turnover for industrial groups. The price-index for
any month is obtained by averaging prices® over the period of tumover
ending that month, but taking the current price of the last month instead
of the price in any month if the former is lower. The monthly index
numbers were averaged to obtain an index for the end of each calendar
vear.® It has been estimated that investment in stocks amounted to £30
mn. in 1937 and that £g5 mn. is t0 be deducted from profits, and the national
income, to correct for the valuation of stocks.”

Since the ‘writing down’ of stocks from cost to current prices must
always be followed by a return to cost prices when prices start rising again,
it does not matter from the point of view of long-run profits whether firms

' Cf. Evonomica, 1942, pp. 149 et seq. Also Cmd. 6438, p. 13, Cmd. 6520, p. 4,
and Economica, 1944, p, 12 seq, 2 Meade and Stone, op. cit, p. 210.

3 Colin Clark (op. cit., p. 293) and Cmd. 6347 (note to item 2 of Table I} make
this correction for years of falling prices, but it is stated that no correction is
required in vears of rising prices. (But see Cmd. 6438, p. 13.}

+ Cf. A. Maizels, Economica, 1941, p. 151, continuing the samples of Colin Clark,
op. cit., App. IIL

$ Using a weighted average of wholesale and retail prices.

5 Using a weighted average based on the distribution of the perieds to which
balance-sheets refer, given in Coluyn Report, Appendix XI1.

7 There is reason to reduce the figures as they were originally estimated in
Economica, loc. cit. (Cf. Economic Journal, 1943, p. 264 n.)
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change over to the current price basis when prices are falling or not. If it
is assumed that stocks are always valued at cost, for the period 1924-38
the figures would be altered in two cases only and not considerably. It
follows that the correction in the national income is neccssary not because
the Inland Revenue allows the standard of valuation to be changed but
because costs change.

It can also be shown that the same correction is applicable to the national
income measured by the output method if net output is obtained on the
definition of the Census of Production.” The census definition, similarly
to the income-tax definition, measures value added by production to
original cost and not the excess of value over current replacement cost.

Mr. Colin Clark arrived at the correct formula for the calculation of the
necessary corrections of assessments.> He applied the formula to years of
falling prices, but explicitly stated that no corrections were necessary for
years of rising prices (when the formula would have given negative results).?
It is difficult to see the reasons for this statement.

A note of caution must be added in respect to the calculation of invest-
ment in stocks (the physical change in stocks valued at annual average
prices), if rates of consumption and purchases of stocks are not constant
during the year and therefore the accumulation or decumulation of stocks
is not even. Correctly, investment in stocks should be valued at an annual
average of monthly prices weighted by monthly changes in real stocks.
This method, however, may lead to absurd results if real stocks over the
period are alternately rising and falling, in which case the net change in
physical stocks over the year might be zero, but the formula will not give zero.

But investment in stocks has to be defined as the net change in stocks
valued at the average price over the period because this method afone is
consistent with the current practice of valuing the other items of national
income, that is, consumption and net investment in fixed capital,

This method is free from ambiguity only if the various components
of the national income, consumption, net investment in fixed capital
and in stocks accrue at a uniform rate over the year, In fact, the concept
of money national income would only be free from ambiguity if annual
consumption, net investient in fixed capital and in stocks were all valued at
prices ruling ata single moment, 2nd not at the average prices over the period.

' This also applies to the census in the United States.

? Op. ct., App. ITI. @f{P,— P)+0O(P,— P, is the formula, where O, and
), are the volume of stocks at the beginning and end of the vear, P, and P, the
balance-sheet prices at the same dates, and F,, the average price over the year.
(There is, however, a small error in the working, affecting, for instance, the results
for 1934. O, and @y have been correctly obtained from balance-sheet values by
using an index of cost or current price whichever was the lower. But when the
formula was applied P, and P, were always taken as current price, though in
certain cases cost prices were appropriate.)

1 The statement first appeared in The National I'ncome, 1924-1931, and has

been corrected by S. Kuznetz, ‘Changing Inventory Valuations’, in Jrcome and
Wealth, vol. i, 1937.



APPENDIX C
ESTIMATES OF THE BRITISH NATIONAL EXPENDITURE

NET national expenditure consists of private consumption, investment,
and government consumption, less indirect taxes, plus subsidies, that is,
consumption and investment measured at factor cost.

i. PRIVATE CONSUMPTION

Private consumption was first estimated in detail by Mr. Feavearyear."
His estimate for 1932 was used by Mr. Clark in National Income and
Outlay for extrapolation for later years.

An estimate for 1938, on which Table 68 is based, was published in
the White Paper, Cmd. 6438, section B, in nine categories. The method by
which details of the official estimates were filled in and figures for 1937
compiled (as shown on p. 53) was the following:

Food. The retail value of the national food consumption has been
estimated in two ways, obtaining £1,155 mn. by either estimate. First,
expenditure on food in 1938, as given in the White Paper, has been brought
back to 1937, using the index of retait sales of food. T'o this igure consump-
tion by the Forces has been added.

Secondly, a detailed estimate of food expenditure in 1937 has been made,
as shown in Table 6g. For 1934 Mr. Feavearyear made a detailed estimate
of the quantities of human food consumed (both home preduced and im-
ported), and, allowing for wastage, of the retail value of each food group.?
Production and imports of human food have also been estimated for
1937-8.7 Only the majn items are included, but the figures have been
completed and retail values estimated in Table 69. For meat the figures
covered 8o per cent. of the consumption, and it was assumed that the
change in the remainder was the same between 1934 and 1937, that is, an
increase of | per cent. in weight. Consumption of tea, coffee, and cocoa are
given in Customs and Excise Reports. Changes in prices have been calculated
on the basis of prices collected for the Ministry of Labour cost-of-living in-
dex and, for fruit and vegetables, from import prices, allowing for the latter
being wholesale prices.

From the £1,155 mn. various allowances have to be made. Food con-
sumed by persons in hospitals, poor law institutions, and other places is
included either in expenditure on medicine or in government expenditure.
To eliminate duplication 1 per cent. of food consumption has been de-
ducted. Moreover, about 10 per cent. of the total is consumed in hotels
and restaurants for which food is bought at wholesale or semi-wholesale

' Economic Journal, 1931 and 1934.

z Cf. ]. B. Orr, Food, Heaith, and Income, Table I and App. IIL.
3 Cf. Sir Joha Orr and D. Lubbock, Feeding the People in War-time, Table 2.
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TaBLE 68. Private consumplion in 1938
{In million {’s}

Food . . . . . . . . . 1,198
Drink . . . . . . . . .o272
Tobacco . . . . . . . . . 1Bo

1. Food, drink, and tobacco . . . . . Lbso
Rent, rates, and water charges . . . . . 500
Coal and coke . . . . . . . . 105
Gas, electricity, and oil . . . . 8g
Furniture, household textiles, and hardware . . . zz1
Household stores . . . . . . . 40
Domestic service . . . . . . . 103

2. Rent, rates, fuel, and household goods . N . 1,060
Women’s gnd gitls’ wear and dress materials . . 23r
Men's and boys’ wear . . . . . . 130
Boots and shoes . . . . . . . 2o
Laundry . . . . . . . . . 22

3. Clothing and Laundry . . . . . 463
Private mototing . . . . . . . 126
Other travel . . . . . . . 170

4. Travel . . . . . . . . 296
Books, newspapers, periodicals, and stationery . . 100
Drugs, perfumery, photographic, and optlca] goods . 40
Other goods . . . . . . 85
Medicine . . . . . . . . . 6o
Entertainment . . . . . . . 63
Betting .- . . . . . . . . 50
Postal services . . . . . R . . 40
Hairdressing . . . . . . . . 20
Undertakmg . . . 8
Other services, mcludmg hotels and restaurants . . 100

5. Other goods and services . . . . . 560
Private expenditure on consumption (at market prices) . 4,035

Note. The figures include expenditure on consumption by individuals and by
non-profit-making bodies. Rent includes the rent of buildings occupied by
non-profit-making bodies and hotels. The income in kind of the Forces is in-
cluded in ‘Other goods’.

prices, warranting a further deduction of 2 per cent. In addition the value
of food produced on allotments and in private gardens, and not sold, should
be deducted because the corresponding item has not been included in the
national income. Allowing £10 mn, for this item," personal expenditure
on food in 1937 came to £1,110 mn,

Drink. Expenditure on drink has been estimated for each year and

' Estimate based on notes to the Ministry of Labour family budgets, 1937-8,
and retail prices.
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"TABLE 6g. Food consumption in 1934 and 1937

T934 Iy3r-8 . .
(Thousand tons) l (Theusand tuns) Retail | Retail
. (AN - e— e | ualue value
Home | Home ‘ | 1934 1937
i products - Imported 1 Total | products | Imported | Total | (L mn) | (£ mn)
i | . ;
Beef and veal br4 646 | 1,260 | _
Mucton and lamb ‘L 255 338 © 501 | } 918 1ee7 ;L9258 -
Bacon and ham , | 104 438 542 151 125 ' 470 — —
Other pigmeat . 271 &84 . 337 — —_ — — -
Meat offals . 197 3 | 178 —_ — o — — —
Pouliry and game 78 24 102 — — - 1 - —_
Rabbits . . 16 26 ‘ 12 - | = — — —
Total meat . 1,445 1 1,666 | 3,081 | zp48 305
Eges . . 270 70 | 449 409 590 500 | 448 61
Fish . . . 742 173 Dty 774 1B6 yoo 52 55°8
Fresh miik and | ’
cream . . 3030 . B 3.018 4,556 — 4,556 96 } 12775
Cundensed mitk 137 0 107 | o244 18R 103 291 J 10
Buteer . - 57 485 | 542 45’ 472 517 535 65
Cheese . . 75 150 225 37 146 183 23 235
Vegetable lard . 48 142 190 11 | 94
Margarine . 166 —_ 166 8 10
‘Wheat flour . 6bo 1,560 4220 267 1,197 | 3,904 } 28 tos
Other cereals 93 166 289 128 237 368
Apples . 400 267 . 667 ! F
Bananas . . — 256 256 1
Other fruit and 5 ; ] 66r | 1,048 [2,600 | 1o 100
nucs . ' 09 1,246 ! 1,546 | | i
Potataes . . 4,600 | taB 4,708 4,400 145 4.545 37 38
Other vegetables l 1,540 | 880 jz.130 (2,000} 44 |(z,600) 40 | 46
Sugar . . 490 1,505 1,99%5 46g 1618 2087 | 49 53
Cocos (mn. 1b.} . -— 1z 12 ’ — 15 1 5
Tea ( ,, ). — 4305 | 4105, — 4346 1 a340| ] 48 53
Cotfee ( ,, ). — o3 ! ay! — o3 3,
Preparation of ! |
complex food- ! . i
aruifs . N — - = E — 100§ 100
ToTAL . . I —_ | —_ — t — i — — | 1,075 1,155

published annually in The Times by Mr. G. BBWilson.! An allowance has
to be made for Northemn Ireland, The official estimate seems to be some-
what higher.

Tobacco. Expenditure on tobacco in 19378, based on an expert esti-
mate, has been given in The Burden of British Taxation (p. 126), from which
estimates for other periods can be obtained, since physical consumption is
published in the Customs and Excise Reports. The Retail Trade Commuttee
has estimated expenditure on tobacco in 1939 as £180 mn,?

Rent. 'The official estimate for 1938 includes the rent of dwellings and
non-profit-making bodies, hotels, boarding-houses, &c., but the estimate
in Table 7 refers to dwellings and non-profit-making bodies only. It is
known that rates on dwellings amount to about two-thirds of all rates.?
Also, knowing the average poundage of rates, expenditure on rent could

P Cf, G. B. Wilson, Alcohol and the Nation, for estimates since 1910.

2 Second Interim Report, 1942, p. 3.
» Cf, The Burden of British Taxation, p. 21.
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be estimated. The estimate has been confirmed by figures derived from
family budgets.’

Fuel and light. The domestic fuel and light consumption has been esti-
mated in P.E.P. reports and estimates of average prices are also available.?
In 1937 expenditure on the domestic consumption of coal amounted to
£88 mn., coke £16 mn., gas £43 mn., electricity £40 mn. (of which f15
mn. was spent on lighting), and other fuel £3 mn.

Household goods. Expenditure on furniture, household textiles, and
hardware has becn estimated for 1939 by the Retail Trade Committee as
{225 mn., on household stores as 40 mn.? These figures can be extra-
polated for other years by using indices of retail trade sales. An allowance
has to be made for office furniture.

Domestic service. Expenditure on domestic service has been estimated
as £ 105 mn. by taking into account the number of domestic servants and
gardeners in private emplovment and their average remuneration, including
payment in kind.*

Clothing and laundry. Expenditure on clothing for 1939 has been esti-
mated by the Retail Trade Committee as 240 mn. on women's and girls’
wear and dress materials, £140 mn. on men’s and boys’ wear, and £8; mn,
on boots and shoes.* These figures can be extrapolated for other years
using indices of retail sales. Expenditure on laundry can be derived from
an estimate by Mr. Feavearyear for earlier years.®

Travel. The estimates for private expenditure on motoring and other
travel in 1938 are based on figures given in Cmd. 6261 (1941). It can be
estimated from motor-car registration that private expenditure on motoring
was about 8 per cent. less in 1937 than in 1938. Passenger transport
receipts on railways, buses, and trams were £5 mn. less.

Other goods. Expenditure on books, newspapers, periodicals, stationery,
drugs, perfumery, photographic, optical, sports, travel and other goods,
and hairdressing, has been estimated for 1939 by the Retail Trade Com-
mittee.” Expenditure in other years is obtained using indices of retail trade
sales. An allowance has to be made for expenditure by business on items
such as stationery.

Services, Expenditure on medicine is based on Mr. Feavearyear’s esti-

' Cf. p. 154, above. The figure alse agrees with the residue of the corresponding
iem in the White Paper, Cmd. 6261, 19041.

® Report on the Gas Industry, Tables XIII and X1V, and Report on the Supply
of Electricity, 3 Loc. cit.

* The number of domestic servants in private employment has been estimated
as 140,000 men and 1,270,000 women aged 10-04, 100,000 men and women 63
and over, and §o,000 private gardeners. The average wage of men, including
payment in kind, was 40s, (moare for gardeners), of women 23s.

5 Loc. cit. ¢ Economic Fournal, 1934, p. 19.

? Loc. cit. Books, newspapers and periodicals, stationery, &c., {120 mn.; Drugs,
perfumery, photographic and optical goods, £50 mn.; Sports and travel goods,
£40 min.; Miscellaneous, £8c mn,
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mate for 1g32z.' In Table 68 health insurance medical benefit (£13 mn.)
is included, in Table 7 excluded.* Expenditure on entertainment can be
derived from entertainment duty statistics, since the distribution of ticket
sales in cinemas (which forms the main item) is known.® Expenditure
on betting has been estimated in The Economist.* Expenditure on postal
services 18 The Home Market (193) estimate confirmed by family budgets.’

The Home Market estimated expenditure on hotels and restaurants in
1937 as £85 mn.® An allowance has been made for expenditure by business.
In Table 68 the rent of hotels is included in expenditure on rent and not in
expenditure on hotel services. Expenditure on undertaking has been esti-
mated by Mr. Feavearyear as £8 mn.” Other services include religion and
private education.’

It must be remembered that in the case of expenditure on clubs, trade
unions, and so on, not the full amount of expenditure is included but only
the part not paid back directly to the public.® In Table 68 the rent of hotels,
hospitals, or churches is included in rent, while in Table 7 this is included
in expenditure on hotels, medicine, or other services, in so far as jt is paid
out of personal incomes.

Colin Clark in National Income and Outlay extrapolated Mr. Feavear-
year's estimate of consumption for 1932z. This series has been continued,
and for 1938 Mr. Clark’s estimate exceeds the official estimate by g per cent.'®

An even higher figure is used for 1937 by The Home Market.'" Since
details of this figure are given it can easily be ascertained that expenditure
on food, rent, and domestic service has been grossly over-estimated.'?

ii. EXPENDITURE ON INVESTMENT AT HOME

For expenditure on investment at home in 1937 and 1918 the estimate
given in Table 70 can be compiled. Gross investment in fixed capital has

! Eeonomic Journal, 1934, p. 41. Doctors’ fees {30 mn., income of voluntary
hospitals £15 mn.

* Health insurance medical benefit is here regarded as a subsidy. Cf. p. 170,
abhaove.

2 R. Rowson, ‘“The Cinema Industry in Great Brigain in 1934', Fournal of the
Roval Statistical Soctety, 1936, p. 67.

4 29 February and 7 March 1936. 'The amount of money put up in betting
was about £300 mn., of which £so mn. covered the costs and profits of the
betting industry. § The Home Market (1939), p. 95, and also p. 157, above.

% Loec. cit, The cost of food consumed in hotels and restaurants is included in
all estimates as expenditure on food. ? Economic Jourmal, 1931, p. §9.

8 The Home Market estimated expenditure on private education in 1937 as
£25 mn., on religion as £35 mn,

° Subscriptions providing cash benefits are regarded as transfers.

e Pritchard, Wood, and Partners, Lid., 4 Commercial Barometer. Consumption
in 1937 is put at £4,331, in 1938 £4,410 mn,

' 1939 edition, p. g5, gives (omitting direct taxes paid) £4,420 mn.

'3 It is obvious that a¥f rents (and not only the rents of dwellings) have been
included, The figure for food has apparently been extrapolated from Mr, Feavear-
year's estimate for 1g3z.
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been estimated by Colin Clark and A. Maizels,! Depreciation and main-
tenance has been estimated by A, Maizels, but an allowance had to be
made for the depreciation of untaxed preoperty not actually made good.*
Net investment in working capital and stocks has been estimated above.?
Expenses connected with investment have been estimated by Colin Clark
and A. Maizels.*

TaBLE 70. Home investment tn 1937 and 1938
(In million £’s)

1937 Ig38

Gross investment in fixed capital . . . . 818 773
Depreciation and maintenance . . . . . —462 —484
INet investment in fixed capital. . . . 37b 28q
Net investment in working capital and stocks . . 30 44
Expenses connected with investment, . R R 95 [oT]
NET INVESTMENT AT HOME . . . . §21 423

The estimate of £423 mn. for 1938 can be reconciled with the official
estimate of £287 mn. by correcting the latter for the changing valuation of
stocks ({70 mn.)* and for depreciation of untaxed property not made good.
The rest of the difference is due to definition, in so far as the official esti-
mate is restricted to privately financed investment only. Gross public
investment in 1938 (excluding housing and Post Office) has been estimated
by Mr. Kalecki as L1570 mn.,® of which £35 mn. covers the maintenance
of roads. It is, therefore, necessary to allow £75 mn. for net public invest-
ment.

' C, Clark, Economic Fournal, 1938, p. 444, for 1937 and A, Maizels, Economica,
1941, p. 158, for 1938, excluding armaments. Mr, Clark's method is based on
adding the gross output of the investment goods industries, which might involve
some duplication.

* A, Maizels, loc. cit., p. 160, estimates maintenance and depreciation as {454
mn, and £476 mn. for 1937 and 1938 respectively. It should be noted that expendi-
ture gn depreciation and maintenance is based chiefly on income-tax allowances
which do not closely correspond to economic depreciation and maintenance attri-
butable to any year. Secondly, allowance is in most cases according to eriginal
and not replacement cost and a correction, similar to that applied to stocks, is
warranted.

3 Cf. p. 244 and also Economic Yournal, 1943, p. z7o. Colin Clark quotes esti-
mates by Dr. Tweddle in the Feomomic Fournal, 1938, p. 445. These estimates
refer to investrment in working capital but not stocks. Moreover, they are derived
as the difference betwven two figures, the difference being about r per cent, of
cither figure, and hence the margin of error in the estimate must be very grear.

* . Clark, loc. eit., for 1937 and A. Maizels, loc. cit., p. 159, for 1938, Expendi-
ture out of personal incomes included but nat expenditure entering into business
costs. The cost of life insurance is included, though C. Clark, Nationa! Irncome
ard Outlay, p. 156, excludes it. It seems that life insurance premiums are either
paid out in claims, invested, or cover the cost of insurance, and accordingly should
be regarded as transfer, investment, or expenses connected with investment.

* Cf. Appendix B.  © Bulletin of the Oxford Institute of Statistics, vol. v, No. 1,p. 6.
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iii. EXPENDITURE ON INVESTMENT ABROAD

Expenditure on investment abroad, that s, the balance of payments on
income account, has been estimated by the Board of Trade as a disinvest-
ment of £56 mn, in 1937 ang £55 mn. in 1938." The balance on private
account consists of visible and invisible exports, and income from abroad
less visible and invisible imports and incomes to residents abroad. The
balance on government account includes payments to and from overseas
government and payments abroad by the Foreign Office, Admiraity, War
Office, and other departments.*

The balance of payments, as estimated officially, excludes transactions
in gold (these being regarded as on capital account), but includes imports
and expotts of silver coins and bullion. If this is done, however, any
imports or exports of silver (in so far as silver is not used for mdustrial
purposes) should be added to or deducted from net investment in working
capital and stocks.?

The official estimate is the following:

The balance of payments, 1637
(In million [’s}

Exports of British produce and manufacture . . 522
Net shipping income . . . 130
Net receipts from commissions, insurance, &c . 40
Net receipts from other services . . . . 10
Net income from investment abroad . . . . 210
Imports retained for consumption . . . . —053
Net imports of silver coin and bullion . . I
Excess of government pavments abroad over rece1ptq . —4

Balance of payments . . . . . . —sb

iv. THE NATIONAL ACCOUNTS

Colin Clark attempted to reconcile his estimate of the national income
and Mr. Feavearyear's estimate of the national expenditure for 19324
The estimate is the following:

(In million £’s)

Net national income at factor Private consumption . . 3,493
cost . . . 3,303 Net investment . 112
Balance unaccnunted fur . (168) Government consumpuon . 407
Less Indirect taxes . 541

Net national expenditure at
ToTaL ) , . . 3471 factor cost - . . © 3,471

¥ Board of Trade Journal, 1939, p. 284.

* An element of capital transactions is admittedly included in the balance on
government account.

* A large amount of silver was in transit and has been added to imports in 1937
and to exports in 1938,

* Op. cit.,, Table 68, p. 157. The figures have been somewhat rearranged and
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According to Mr. Clark the divergence is due to evasion of income-tax
assessments. It seerns more likely, however, that private consumption has
been over estimated by not making an allowance for expenditure on con-
sumption geods included in business costs.

the balance unaccounted for increased by L30 mn. because public services paid
out of government income have been excluded in error in the Jower part of the
table and incomes should have excluded government income in the top part.



APPENDIX D
INCOMES ASSESSED FOR INCOME-TAX

In this appendix the distribution of incomes over [125 assessed to income-
tax is estimated.! For purposes of income-tax the family consists of man
and wife, children under 16 {or over 16 if continuing cducation}, and
persans incapacitated by old age or infirmity and maintained out of the
same income. The incomes of man and wife are assessed jointly and
regarded as a single income. Income asscssed to income-tax is, therefore,
neither the income of a single income recipient nor that of the economic
family, but a mixturc of the two.?
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Incomes accruing in 1937 were assessed under Schedules A, B, and Cin
1937-8 and Schedules I and E in 1938-g, and came to £3,330 mn. Non-
personal incomes assessed to income-tax were estimated as £365 mn.,* and
hence the amount of personal incomes over {125 was £2,965 mn. The
number of incomes can be put at 10,000,000.*

Earned income allowances amounted to {413 mn. for 1937, and it is
estimated, taking into account the probable distribution of earned and un-

! Tncomes below the exemption limit ([125) were not reviewed for income-tax
purposes.

* For the most frequent case {that is, single earner in the family) there is no
difference between the definitions. 3 Cf. p. 61, above,

* The number of incomes assessed above {125 was 9,700,000 in 1937-8 and
10,100,000 In 1938-9. During the latter period £3,340 mn, were assessed.
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earned incomes, that £1zo mn. of income were not eligible for allowance
because in excess of the maximum.! Earned incomes assessed to tax can,
therefore, be put at £2,185 mn. and personal unearned incomes at 780 mn.

The distribution of incomes is known to follow Pareto's law according
to which incomes plotted against the number (or amount) of incomes
above that limit on a logarithmic scale give a straight line.* But a closer
study would disclose that the line is, in fact, curved; its slope first rising
from the horizontal, then diminishing, and finally rising again towards the
vertical.* An analysis of published distributions of income has been made
use of to derive certain general rules which were then applied to the
distribution in 1937.4

The distribution of incomes above £2,000 can be obtained from surtax
statistics. Assessments may be made at any time within six years after the
end of the year to which they relate, but the bulk of asscssments is made
within two years and therefore it is possible to adjust the figures.® .

The distribution of incomes assessed to tax in 19389 has also been
published in broad groups.® The distribution of incomes shown in Table
13 has been obtained by fitting curves described above to this distribution
and to the distribution of incomes above £z,000.”

Pareto curves illustrating the distribution of incomes, according to both

! Earned income allowance {one-fifth of income} was limited to {100.

* Cf, V. Pareto, Cours D’econemie Politique (18g97), vol. i, p. 299 seq., and A, L.
Bowley, Elements of Statistics, p. 146 seq.

* See Fig. 22. For any level of income the slope can be derived by three different
methods: from the distribution of the number of incomes, of the amount of
incomes, and the average income abave incomes of certain level. (See D. H.
Macgregor, ‘Pareto’s Law’, Economic Journal, 1936, for two of the three methods.)
The slope derived by each of the different methods is different but shows similar
variations from one level of income to another,

* Incomes asstssed for tax in 1918~19 and 1919-20 {63rd and O.4th Report of
the Inland Revenue) and the distribution of consurner incames in the United States,
1935-6 (Statistical Abstract of the United States, 1939, Table 3353). The latter
distribution is more suitable for analytical purposes than the former because it s
split into distributions referring to single persons and families, and it is more
complete in the range of low incomes. The slope of the Pareto curve in the lower
ranges cannot be obtained from the British distributions because the exemption
limit was high enough to cut out the part of the curve with a rising slope, but it
is necessary that the curve should start horizontally since the total number or amount
of incomes is given. It can be assumed, therefore, that alt distributions are similar
in the lower ranges of income,

3 The last publication {§2rd Inland Revenue Report, Table 57) refers to incomes
in 1936 and assessments made within two years. The figures were adjusted for
complete assessments (by a method described in C. Clark, National Income and
Outlay, p. 104) and for the higher level of incomes in 1937.

® Pariiamentary Debates, House of Commons, 23 July 1942 (vol. ceclaxxii, No. g3,
cul. zo1).

? The two distributions are not for the same periods. It can also be scen that
the distribution given in Parliament is in round figures, and therefore the distribu-
tion in Table 13, which is estimated more exactly, is not inconsistent with it.
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numbers and amounts, in 1919-20" and 1937 are shown in Fig. 21. It can
be seen that in 1937 there were more persons with incomes above any given
level of income up to about £6,000 than in 191920, but less with incomes
" above this level.

An analysis of the Paretian constant is shown in Fig. 22. a has been
estimated by three methods, as described in the note at the end of this
appendix. The curve is U-shaped but turning sharply downwards on the
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Fic. 22.  Analysis of Pareto’s a

left. Any irregularities in the range of higher incomes should be ignored
since their number is rather small. It can be seen that the values of a at
any given level of income are different as estimated by different methods,

The proportion of unearned income at different levels of income can be
estimated for 191g-2z2. For 1919-20 the proportion of uncarned income
is estimated for incomes up to the super-tax limit from income-tax statis-
tics.” For 1gz2-3 the Board of Revenue prepared similar estimates for
incomes of f 10,000 and over.?

The proportion of unearned income has also been estimated for 1937.
The total of unearned incomes assessed has been calculated above and the
ptoportions arranged so as to give a regularly rising curve. There are

' Assessments in 191g-20. It should be noted that these assessments relate to
incaomes which accrued in a number of vears. At that time profits were assessed
on a three-years' average basis.

z J. Wedgwood, Economics of Infieritance, Table TI1.
} Qalweyn Report, Appendix XV.
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reasons for assuming that between £1,000 and [z2,000 unearned incomes
were less in 1937 than in the inflationary period of 1919." Also, unearned
incomes at the higher end were more in 1937 than in 192z because of the
tendency of private firms to become companies.? The proportions of un-

earned income are shown in Fig. 23, earned and unearned incomes in
Table 13.
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Fig. 23. Proportion of unearned income, 1919-24 and 1937

Note on the Parelo curve

Write x for income, y for the number of incomes greater than x, and z
for their amount. According to Pareto’s first law

logy = alogx — &, (1)

where 2 and & arc constants.

! It is obvious from the diagram that the propostion of unearned income between
£1,000 and {10,000 must already have been less in 1922 than in 1919,

* Profits of private individuals and firms are regarded as earned, of companies
4s unearned, incotne,.

81 s
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It follows from this equation that
logz = (a+ )logx+¢, (2)
@
atr’

Let us write £ for the average income above x. It follows from the above
equations that

where ¢ = b+ log

. a
x—a_ILIx. (3)

The@;retian}constant a can be obtained according to either of the three
equations as follows:

a __d{logy) 2 _d(Iogz)_l and %:: b

Y dlogx)’ 2T d(logx)y x—x

from equations (1), (2), and (3), respectively.




APPENDIX E
THE DISTRIBUTION OF CAPITAL AND ALLIED PROBLEMS

1. THE DISTRIBUTION OF CAPITAL
THE national capital is partly in private, partly in public ownership; this
appendix is concerned with capital in private ownership only.' Such
capital is subject to estate duty if its net amount at death exceeds f100.
Net capital includes the value of life policies, but excludes debts due to
residents in this country, mortgages, funeral expenses, and other small
items,

Reports of the Inland Revenue Commissioners contain tables, in certain
vears, showing the distribution of capital left by persons dying, classified
according to the size of the cstate and the age and sex of the owner. Such
tables were published for England and Wales {(since 1930} for 19367 and
1938~9, and far Scotland, for the first time, for 1938-9.2 From these tables
the distribution of capital of [100 and over can be obtained by the estate
method.* When the amount of capital left at death, in a given vear, in a
given age and sex group, is multiplied by the reciprocal of the mortality
rate of that age and sex group, the value of capital owned by persons in
that group is obtained. The distribution of the number of persons ac-
. cording to estates can be calculated similarly.*

The distribution for 1937 has been estimated by averaging those for
1930 and 1938. Using general mortality rates, it was found that, for
estates liable to duty, the estate multiplier was 32 (the number multiplier 47)
and the amount of capital in England and Wales 15,700 mn. Using social
class mortality rates this amount was £16,600 mn. in England and Wales

! The value of private capital is more than the value of national capital because
of the national debt, Cf. J. R. Hicks, The Social Framework, 194z, Table V,

2 The tables for Scotland are less complete than thase far England and Wales.

? For a description of the method see G. W. Daniels and H. Campion, The
Distribution of the Nativnal Capital. A distribution for England and Wales, in
1936, is estimated by H. Campion in Publtc and Private Property in Great Britain,
but this is not sufficiently complete for our purposes.

4 Some refinement is introduced by using social class mortality rates instead of
the mortality rates for the whole population. II. Campion, op. cit., pp. 15-16,
gives the following mean percentage differences between social class and general
mortality rates, the former being lower:

Age Males Females Age Males Females
15-25 174 19 5563 24 z}
25735 14 16 65-75 2 2}
3545 134 15 75-8s 1 i
4555 7 8 85 and over o o

It can be assumed that for estate owners under zs the mortality rate of persons
aged t5-23 is relevant.
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and £18,600 mn, in Great Britain. This figure has been increased by 2 per
cent. to allow for Northern Ireland. In addition there were settled estates,
not liable to duty, which can be put at £1,120 mn. and estates of less than
£100 amounting to £880 mn., giving a total of £21,000 mn. for the United
Kingdom. The margin of error is likely to be about 5 per cent.’

TaBLE 71. The distribution of capital, UK., 1937

Range of | E"F’E@"E?E‘,‘"’di estates | Including ‘set.tled’ estates®
estates Number | Amount Number Amount
£ Thousands L mn. Thousands ! £ mn,
190-300 2,390 490 2,530 520
jo0-500 1,325 530 1,400 560
500—1,000 1,910 1,340 2,020 1,420
1,000—5,000 1,480 ! 3,580 1,570 3,790
5,000—10,000 293 ) 2,150 310 2,320
10,000-25,000 195 : 3,110 207 3,290
23,000-50,000 63 i 2,230 67 2,360
§0,000-100,000 27 1,860 29 1,970
100,000-250,00C It 1,680 1z 1,780
250,000-1,000,000 34 1,420 35 1,500
1,000,000 and over | o3 10| o3 540
ToraL . . } 7,700 18,940 ‘ 8,150 20,000

* ‘Settled’ estates were added proportionately to other cstates. {It is possible
that the average value of ‘settled’ estates was greater than that of other estates and
therefore the total number of estates is somewhat overestimated.)

Table 71 shows the distribution of the numbers and amounts of estates
of £100 and over, based on social class mortality rates, and smoothing the
‘rate of risk’ according to Fig. 24, in the United Kingdom in 1937.%

11. THE RATE OF RISK

Capital falling in annually in any estate group can be compared with
capital owned in the same group. The proportions of capital falling in are
shown in Table 7z and also in Fig. z4. This proportion was called the
rate of risk, that is, the average probability of an estate in a given estate
group becoming liable to death duties within the period of a year, which is
the reciprocal of the average mortality rate of owners of estates in the given
group.? The table also shows the proportion of estates owned by the
different sexes in each group.

! The amounts of settled estates and small capital are the mean estimates in
H. Campion, op. cit., for 1936. The margin of error in either figure is £300 mn.

* The fgrures for Great Britain were proportionately increased to allow for
Northern Ireland,

* See p. 113, abave.
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TABLE 72. Capital falling in, Great Britain, 19368

Range of Capital R‘:;:kaf Proportion owned by*

estates Capital | falling in | [(3)-(2)] Males Females
(1) (2) @ | @ | ® (6)
£ £ mo, Lmn, | 9 { % F %
100-500 1,000 16 1-63 : 56 i 44
500-1,000 1,320 27 2'03 56 44
1,000-5,000 35350 o1 2'57 56 44
5,000-10,000 2,080 64 " 307 34 46
10,000-25,000 3,040 99 . 326 58 42
23,000-50,000 i 2,110 77 364 61 | 39
50,000~100,000 1,900 b7 3°52 66 34
100,000-250,000 1,650 64 1-86 50 30
250,000 and over 1,500 =26 402 8o P12
ToraL . . 18,530 580 (3'13) — —

* Figures refer to England and Wales only.
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ili. INCOME FROM CAPITAL

The definition of income from capital 1s here restricted to unearned
income.' There are four types of capital which yield no unearned income:
life policies, household goods, cash, and trade assets.?> The distribution of
capital according to types of assets and estate groups is shown in Table 73.
‘Personalty’ comprises the first seven types: British government securities,
other government securities (British municipal, Empire government and
municipal, foreign government and municipal), proprietary shares of joint
stock, &c., companies, cash in the house and at the bank (including deposits),
money lent on mortgage or short-term, personalty which yields no un-
earned income (life policies, household goods, and trade assets) and other
personalty. ‘Realty’ comprises land, house property, and other reaity
(ground rents, mines, &c.}).

The proportions shown in Table 73 have been applied to the distribution
of capital on p. 260, making an allowance for deductions, and it was possible
to obtain the total gross value of different types of asscts in personal owner-
ship, excluding estates under £1co, as shown in T'able 74. The value of
government securities and shares in existence is about 213 times the value
in personal ownership as ¢stimated. This shows the extent of public
ownership or rather the extent of ownership by firms (including banks and
insurance companies).’

It is possible to calculate the average yield of the different types of assets
by the following, rather lengthy, method. The yields are shown in Table 74,

British government securities. 'T'he yield of 13 long-term securities, 2
guaranteed loans, and of savings certificates was averaged, using interest
issued as weights.

Other governmeni securities consist of five types: British municipal,
Empire government and municipal, and foreign government and municipal.
The yield of 4 Indian loans was used for India and a representative selection
of 57 government and 13 municipal securities for 1y important Empire
countries or colonies. The yields of securtties of different Empire countries
were averaged with reference to interest income from these countries. The
same method was employed for 18 foreign countries represented by 40
government and 7 municipal bonds. The weighted average vield of 31
British municipal securities was also estimated. The vield of the latter
type was 3-o per cent., of Empire bonds 3-3 per cent., and of foreign bonds
63 per cent. Estate-duty statistics give the value of different types of
securities left, and from these an average of 3-6 per cent. has been obtained,

! Delined on p. 85, above,

2 Tncome from trade assets in personal ownership 1s regarded, by the Inland
Revenue, as earned income,

¥ Tt is possible that the value of shares in personal ownership is underestimated
and that of cash and bank deposits overestimated if estates are liquidated, in order
to pay death duties, before they are surveved for statistical purposes,



TABLE 73. Distribution of assets left at death, Great Britain, 1937 (percentages of gross capital)

| British | Other | { Insurance policies, |

‘ government | government ! Money ;. household goods, Other L(m::l,1 Houses, | Other
Range of estates | .semrmcs ‘ securities | Shares Cash | lent trade assets personalty | &e. &e. | realty: Total

£ I | ! ' |
100-300 i 64 ‘ o2 14 286 122 259 10 oG 233 o0 | 1000
300-500 10°0 o' 29 i 276 | 118 189 11 05 268 o1 | 1000
500—1,000 : 130 | o7 28 1 zog 103 165 23 24 310 oI | 1000
I ,000-5,000 \ 17°3 : 22 113 | 161 121 100 ‘ 21 2'9 256 o'3 | 1000
§,000-10,000 \ 15'0 i 63 289 [ 1078 8-4 i 31 23 158 o9 | 1900
16,000-25,000 | 138 8o 360 93 74 29 241 122 o'g | 1000
25,000-50,000 ! 13°5 . 96 426 ‘ 74 61 29 20 95 1'3 | 1000
50,000-100,000 ! 12°3 ' 87 I 46-6 70 67 25 24 T '8 | 1000
100,000—250,000 141 10°4 464 5 5 54 52 27 31 6o ' 13 | IOOO
250,000-1,000,000 118 67 52'1 45 49 8z 1'e 50 397 . 2°§5 | 1000
1,000,000 and over i h2 ; 33 . 470 144 48 z'6 o4 29 17 | 4'0 | 1000
AVERAGE 140 | 66 ' 240 : 04 85 ! g2 23 27 132 12 | 1000

Notes, ‘This table is based on ‘T'ables 14-16 in the 82nd Report of the Inland Revenue Commissioners where a detailed description of
the items and also a more detailed division of the totals can be found, The percentages shown refer to gross capital, deductions
from which amounted to 6-z per cent. of net personalty and 14°8 per cent, of net realty.

f9z SIWFTI0Ed QATTIVY ANV TV.LIdVD 40 NOILLOgIYLESIa dHI,
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For Joini-stock company proprietary, &'c., shares the Actuaries’ index of
vields was taken for ordinary, preference, and debenture industrial shares
and for bank and insurance shares. The first three indices were averaged
using for weights amounts paid out to different types, as indicated by
The Economist’s sample. (The respective yields were 4-4, 44, and 41
per cent.}

TABLE 4. Distribution of capital according to types of assets owned by
persons with estates of £100 or more, United Kingdom, 1937

i Gross capital | Yield
l £ mn. | Per cem‘ ; Per cent. ' £ mm.
British government securities . . j 2,980 i 13-8 329 98-1
Other government securities . .. 1,290 6o ! 3'56 461
Shares . ; . . 6540 | 302 | 430 2812
Cash and bank dep051t5 . . . 2,220 106 125 278
Money lent, &c¢. . . 1,910 ’ 88 5°CO 955
Insurance policies, hnusehold goods
and trade assets . . . 1,910 3-8 — ! —
Other personaity . . . . 500 | 23 . 300 15°1
Personalty . . . .| r7,360 1 So's (3-23) 5638
Land . . . . . . 390 27 ' 479 283
Houses . . . . 3430 158 744 . 2550
Ground rents, &c, . . - 180 o8 482 86
Mines, &c. . . . . . 20 oI 662 | 1'4
QOther realty . R . . 50 o2 | 500 2-6
Rcaltv . . . . . ‘ 4270 56 | (6-93) 2959
[Ol‘AL . . . . . l 21,630 1000 | (398) 8597

N'ores Realty includes property in direct ownership only and not property owned
through joint stock companies which is included in ‘Shares’. The percentage
distribution of gross capital refers to national capital and not, as in the last
row of Table 73, to capital falling in during 1937.

The average vield of financial shares was 4-0 per cent. which was averaged
with the average industrial yield of 435 per cent., using income-tax
(Schedule D) statistics of income on both types as weights.

The average yield of cask in the house and at the bank was taken as 11 per
cent., since part of it represents savings deposits. The yield of money lent
on honds, bills, notes, and other securities was taken as 5 per cent. taking into
consideration that the average building society mortgage rate was 4-g per
cent. in 1937. 'T'he average vield of other personalty was put at 3 per cent.
taking account that it includes some types vielding no income.

The estimated yields of different types of realty were less arbitrary
because for most types the average number of years’ purchase is published
in estate duty statistics, Weighted averages were calculated for the five
main types given in the table,
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The above calculation of yields can be used for two different purposes.
The amount of personal unearned income derived from each type of capital
can be calculated and is shown in Table 74. £860 mn. was derived from
estates over £ 100, and it can be estimated that £2z mn. was derived from
small estates, giving a total of £882 mn.!

Using the same set of figures, the average yield of capital in each estate
group can also be estimated® on the basis of the proportions given in
Table 73. The figures shown in Table 75 were obtained and are also
represented in Fig. 25.3

TABLE 75. The yield of capital, 1937

Range of estates Yield Range of estates Yield
£ % L %
I100-300 . . . . 340 23,000-50,000 . . . 433
joo-500 . . . 383 50,000-700,000 . . . 425
500—1,000 . . . 432 100,000-250,000 . . . 421
1,000-5,000 . . . 450 250,000-1,000,000 . . 414
5,000~10,000 . . . 440 | 1,000,000 and over . . . 393
10,000—25,000 . . . 435!

The rate of yield is obviously low for smaller estates because of the
necessary higher proportion of cash and other non-remunerative assets.
The shape of the curve is influenced chiefly by the distribution of shares
and house property. Shares, as a proportion of capital, gradually increase,
diminishing in the highest group only, while the proportion for house
property reaches an early maximum and then fails off rapidly.® 3

The figures ean be also used as rates of capitalization applicable to an
unearned income of the size of the central value of the estate group multi-
plied by the appropriate vield. Rates of capitalization are represented in
Fig. 2s.

iv. THE RELATION OF THE DISTRIBUTIONS OF INCOME AND CAPITAL

Unearned personal incomes assessed to income-tax were estimated at
£780 mn..% investment incomes below the exemption limit £6o mn.,” and
interest on saving certificates £18 mn.,® giving a total of £858 mn. Thisis
£24 mn. short of the yield of capital, £88z mn.,® but it must be remembered
that of investment income £35 mn. was due to residents abroad™ which

T 24 per cent. of the amount of small capital. This figure is justified by extra-
polating the curve of vield in Fig. 25.

# Not ‘yield’ in the economic sense, but rather the ratio of personal unearned
income to net capital, both being defined statutorily.

¥ The yields given in Table 74 referred to gross capital. These were sufficiently
increased to be related to net capital.

* See Fig. 26,

3 Ags the relative yields of houses and shares fluctuate over the trade cycle, the
shape of the curve of yield is likely to change.

% See p. 64, above. ? See p. 241, above. ¥ See p. 241, above,

? See p. 264, abave. 10 See p. 243, above.
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was not included in the £858 mn. It can be assumed that this £35 mn. has
been derived from capital about two-thirds of which was subject to estate
duty (considering the possibility of evaston), which assumption would
account for the difference,

Capital £
500 5000 50000 500000
CEE 100 1000 10,000 100,000 1,000,000
|
\
3 /
3
Per
cent
43 =
27 T
= ]
5 a
&z
g 755 000 5000 75000 W0
100 500 2,500 1,000 50,000
Income £

FiG, 25. The vield of capital

Ilence £ 550 mn. capital was owned by residents abroad, and was subject
to estate dutv, and 20,390 mn. by British residents. Excluding small
capital and settled estates, of the latter amount £18,3g0 mn. was liable to
death duties.?

An attempt will now be made to distribute personal capital not into
estate groups but income groups, to obtain the amount of capital possessed
by persons falling within certain ranges of income.

! That is, including capital owned by residents abroad, £18,940 mn. was subject
to death duties,
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The distribution of unearned personal incomes can be obtained in two
different ways. 1t can be obtained in relation to income categories, as
shown in 'Table 13, or in relation to estate groups, as the product of the
contents of estate groups shown in Table 71 and the appropriate rates of
yield shown in Table 75. There are small differences in the definitions of

TABLE 76. The relation of distributions of income and capital, 1937

| ; | " Ratio of
Range of Investment Range of Rate of i mp:rul to
facames . Income estates yield l Capital | income
_ (2) (3) {4) L L
£ £ mn. £ ‘ o i £ |
Under fi1z5 | 61 Under {510 110 | 1,970 | —
125~150 T4 310-650 420 ' 41473 13
150-175 ¥ & h50-820 4.345 4878 16
175-200 2032 820-1,000 4°445 4544 17
200~250 2947 1,000,400 452 ‘ 6570 ‘ 19
250-300 286 1,400-1,8c0 4°545 bzgz 28
300—400 ] 491 | 1,800-3,000 4515 10873 44
400—§00 ;385 3.000-3,300 447 8638 5'g
§00—600 39 4,300-3,500 +43 J20°L 72
boo—-8oo ayT 3,500-7,500 441 l 1,103°4 \ &6
8oo~1,000 382 7,800-10,000 4'39 8ra2 10°a
1,000—1,500 688 | 10,000-16,000 4375 | 1,572°5 l 109
1,500—2,000 488 | 16,000-22,000 I 438 | ti2te 118
2,000—~2,500 kR : 22,00c—28,000 I 4333 : Bagz | 124
2,500~3,000 ag-e | 28,000-3%,000 f 432 | 6O7E3 ‘ 132
3,000—4,00C 448 i 35,000—4%,000 | 410 l 1,0419 139
4,000—5,000 320 47,000-60,000 by 7494 ‘ 144
5,000—6,000 251 ‘I 60,000-75,000 \ 4.255 \ 5599 147
6,000-8,000 35°¢ ' 75,000-[00,000 | 4°24 | 82574 ‘ 153
8,000~10,000 235 100,000 130,000 [ 4228 55603 | 15°5
10,0001 5,000 377 [30,000-210,000 | 47208 | 8gh-6 163
£5,000—24,000 z0'3 210,000—300,000 4149 48¢:3 thg
20,000—30,000 207 ‘ 300,000—460,000 ‘ 4°16 | 4977 l 72
30,000-50,000 172 ! 460,000 -7 10,000 . 41z ' 1176 154
50,060—-100,000 145 710,060-1,200,0c0 406 455°7 1G'C
100,000 and over | 167 1,200,000 and over | 394 Poos23m 223
T S SO St b i — LT

ToTar . . 1 859 I {42 20,406 51)

the two distributions which must be ¢liminated. The first distribution
excludes interest issued or accrued on savings certificates (exempt from
income tax), for which a correction has been made.! The distribution of
unearned incomes, inclusive of interest on savings certificates, is shown
in Table 76, cal. (2). The sccond distribution of unearned incomes was
madified to exclude income from capital owned abroad. £24 mn. has been
proportionately deducted from the vield of estates £i100-£100,000.

! There is no accurate basis for the ailocation of such interest. [18 mn. has
been distributed arbitrarily, tuking account of other unearned incomes and the
maximum limit for holdings of savings certificates.
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Let us write C for the capital corresponding to a given income, I. Cis
so defined that the amount of unearned incomes derived from estates
greater than C is equal to the amount of unearned incomes contained in
incomes greater than I, The capital grades corresponding to given income

Fercent
20

Z

10}
L GOVERNMENT BONDS

] N

T

a0-
|
30 -
20 -
10}-
o SHARES
30 -
20 -
or REALTY
100 1000 00060 00000 000000
Capital £

Fic. 26. Proportions of government bonds, &c., in
net capital

grades are shown in col. (3), Table 76." For the representative estate in
each capital group the appropriate rate of capitalization has been obtained
by interpolation from Fig. 25 and is shown in col. {4). The amount of
capital owned by persons in any income group, shown in col. (5), is ob-
tained by dividing figures in col. (2) by those in col. (4. The ratio of capital
to income is shown in col. (6).2

' Values of € for given values of [ have been obtained graphically.

¢ While the error in Anding the capital grades can be great, the error in the
amount of capital in a given income grade will probably be small. To every income
group there corresponds, in fact, a much wider range of estates than suggested,

but it seems reasonable to assume that on the average greater estate corresponds
to greater income.
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v. THE DISTRIBUTION OF DIFFERENT TYPES OF ASSETS

On the basis of the above estimates it is also possible to find the amount
of any type of assets possessed in a given income group. The proportions
of shares, government bonds, and real property to gross capital were shown

TABLE 77. Shares, government bonds, and real property, 1937

| Proportions of net capital ‘ Gross value of

] T
Range of ! Gaaernment{ Real {Government) Heal

fncomes Shares bonds | property | Shares bonds ! property

L w e @ W | e[ © | o
% % 1 % lgmn | Lo Lmo
Under f125 15 57 ! 26 [ 30 112°'5 ‘ §E2°2
125-150 31 130 360 . 128 539 | 1491
150-175 37 14'3 ‘ 372 J 181 ‘ 697 181°8
175—200 48 158 | 360 218 71-8 1663
200-250 G5 176 3572 427 | 1156 231°3
250-300 84 15°1 l 336 530 ‘ 12072 ’ 2114
300-400 {119 196 | 3o 12g4 | 23132 | 3371
406-500 180 19°2 274 1555 | 1658 2367
500—-600 243 180 | 247 1750 1296 177:9
6o0-8Boo 302 | 166 bozrer 3363 1848 2340
8oo—1,000 34’5 156 ! 1970 j00°2 1358 | 1653
1,000-1,500 38-2 150 ‘ 171 6oo'y 2359 2689
1,500-2,000 4173 47 | 155 4633 1649 1739
2,000-2,500 434 | 146 ©146 1599 121°1 120°1
2,500-3,000 439 143 140 2047 973 | uso
3,000—4,000 461 144 133 4803 15000 | 1386
4,000-5,000 474 143 126 | 3552 | 1072 ‘ 944
5,000—6,000 484 142 izr | 283§ [ 838 71°4
6,000-8,000 492 | 341 i -8 4062 | 1164 974
8,000-105,000 50°2 iyo - 116 279°3 779 ( 645
1e,000-15,000 . 5§26 | 138 | 114 717 1237, 10272
1 5,000-20,000 l 533 ! 137 1104 ¢ 2608 1 67¢ | 5358
20,000~30,000  §5'0 135 . 14 2738 J 672 { 56+7
30,000-50,000 | g6g9 = 136 114 2375 | 56-8 | 476
50,000-100,000 ; 502 | 146 R g 8 25601 666 s51°%
100,000 and over 7| 500 17 3 ' la2 7‘ _21_1_7 _7_‘,:.5; _ __; ___43'2

ToTtaL . . ] 320 [ 146 ‘ 20°0 ‘6.552 2,982 l4,085

in Table 53, above. The same proportions to net capital are represented
in Fig. 26. By interpolation the proportions of shares, government bonds,
and rcal property to net capital have been found for each capital grade
in Table 76; hence it was possible to obtain the value of shares, govern-
ment bends, and real property in each income group, The results are
shown in Table 77 and summarized in Table 78. The relative percentage



TaBLE 78.

The distribution of investment income, capital, shares, and other assets

Range of

tncames

£
Under {250
250-500
500--1,000
1,000~2,000
2,000-10,000

10,000 and over

ToTaL

t

Investment
income

£ mn.

‘ 149
116

119
3¢
225

!

Net

capital

£ mn.
3,980
2,580
2,700
2,090
5,200
3,180

- 858

f

!

Gavernment Real ‘}
! Shares bonds property | Shares
| £ mn. L mn. £ mn. %
130 420 1,240 | 33
340 500 790 i V33
810 450 : 580 ‘ jo0
1,060 400 ‘ 440 39'4
2,460 ; 750 ! 680 46-8
710,  4s0 | 360 338
I 6510 | 2,070 4,090 (39}

Proportion to net capital

VReal

Government
bonds | property
Y 3 %
105 312
R 307
| 16-6 21°5
| 149 t 163
133 12:9
i 141 I 113
i L I
L Ge®) | o)
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distribution of investment income, capital, shares, government bonds, and
real property is shown in Table 9.

TABLE 79. Relative percentage distributions

Range of Investment | l | Govermment Real
incomes income Capital | Shares |  bonds property
“% R S T B

Under £250 17°2 ! 10°5 I z'0 141 30°3
2350-500 136 12'7 ! 52 ‘ 16-8 19°3
500,000 130 13'2 ‘ 124 ! 152 14°2
1,000—2,000 13°7 112 ' 16-3 : 13'5 10-8
2,000~10,000 263 25-8 . 378 I 25°3 i 166
10,000 and over 15°3 156 \ 20-3 152 3-8
TOTAL . ioct'o 1000 ‘ 1000 1000 ! 1000




APPENDIX F
'THE INSURED POPULATION AND INCOMES UNDER fz30

THE statistics of income and capital discussed in Appendixes D and E
throw sufficient light on the higher end of the distributions but have to be
supplemented by 2 study of low incomes. This study will be based on an
analysis of the insured population and its earnings.

1. THE INSURABLE POPULATION

In 1937 three great contributory social insurance schemes were in
existence {unemployment insurance, health insurance, and contributory
pensions for old age, widows, and orphans), under which, broadly speaking,
all gainfully employed persons, with the exception of non-manual workers
earning more than {230 annually, were compulsorily insured. With certain
exceptions all such persons aged 16-64 were included in health insurance.’
Those insured for pensions differ so little from those included in health
insurance that very little attention need be paid to them. But a great
number of persons included in health insurance are not included in un-
employment insurance.*

It is necessary to reconcile the number of itnsurable persons (that is,
employed persons, other than non-manual workers earning more than
£250 annually), the number compulsorily insured for health, and the
number insured for unemployment. To bring about uniformity all data
refer to persons aged 16-64 and to Great Britain only.

The main groups of insurable persons are manual wage-earners, shop-
assistants, and salaried employees earning under f250. There were in
1937 11,330,000 male and 4,265,00c female wage-earners of all ages in
Great Britain,? The total number of shop-assistants was 1,054,000, of
whom 551,000 were males and zo03,000 females.* The proportion of shop-
assistants earning more than £z 3o is available for those over and under 21,
for both scxes.® On the average 4-75 per cent, of the males and o-33 per
cent. of the femalcs received more than {z50, which leaves 525,000 male
and ;01,000 female shap-assistants insurable.

The number of salaried persons, excluding statutorily exempted teachers
and civil servants (included in a separate category), was 1,718,000 males and
971,000 females.® Of this number 554 and 40 per cent., respectively,

! The age limit was lowercd to 14 in 1938.

* Practically ail persons insured for unemployment were insured for health and
pensions also, with the exception (up to 1938) of boys and girls aged 14-16.

* Bowley, Studies in the National Income, p. 56. 2-7 and 2-5 per cent. respectively
has been deducted for Northern Ireland.

4 Ibid., p. 77. $ Ibid., p. g1.

¢ Data for 19371, ibid.,, p. 86. The increase between 1931 and 1937 can be
estimated as ¢ and 16 per cent. respectively. (Cf. ibid., p. 87.)
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were earning more than £250," leaving 766,000 males and 932,000 females
insurable, Salaried civil servants numbered 146,000 males and 85,000
females.* Of these 30 per cent. and 8 per cent. respectively received more
than fz350," which leaves 102,000 males and 78,000 females insurable,
The figures are summarized in Table 8o.

TaBLE 8o. The insurable population, Great Britain, 1937 (all ages)

(In thousands)

Wage-earners . . . . . . . 11,330 4,265
Shop-assistants 525§ 501
Civil servants with incomes under ,{:250{ . 102 78
Other salaried persons 266 932

ToTaL R R . . . . . . 12,923 5,776

The tatal number of insurable persons, excluding teachers, was
18,500,c00. Salaried persons (and shop-assistants) with more than f250
numbered 1,070,000* and teachers 240,000.5 The total number of
emplovees was, therefore, 19,810,000.

In order to compare these figures with those for health insurance, persons
under 16 or over 65 should be excluded; and it is essential that the same
number should be excluded as is implied in the above estimates. It can be
estimated, with reference to Professor Bowley’s assumptions,® that 470,000
boys and 370,000 gitls aged 14-15, and 550,000 men and 110,000 women
over 65 have been included in the above figures. The numbers of employees
between the ages of 16 and 64, excluding teachers and non-manual workers
earning more than f250, were therefore 11,700,000 males and 3,300,000
females.

The comparable figures of health insurance statistics (that is, the
numbers of ‘emploved centributors’ and H.M. Forces, aged 1664, inter-
polated for mid-1937) were 11,430,000 males and 3,730,000 females.”

A number of persons were exempted or excepted frem health insurance
by certificates of the Minister of Health.® 380,000 persons in the employ-
ment of the Crown, local government, and other public authorities or
statutory companies were excepted and 12,000 were exempt. It can be
estimated that these figures include 292,000 men and 88,000 women

' Derived from fipures, Studies in the National Income, pp. 88-9.

* 133,000 males and 79,000 females in 1931. See ibid., p. 86.

* Ibid,, p. 90.

* Of these 1,022,000 were men and 48,000 women.

¥ Of these 70,000 were men and 170,000 Wwomern.

® Op. cit., p. 56.

? Excluding voluntary contributors, persons over 035 in insurable employment,
and married women having the right to benefit though no longer occupied.
(Women retain their rights for one vear after marriage.)

¢ Exemption is usually granted to individuals, exception to groups, such as rail-
way officiels. Those excepted are usually excepted from unemployment insurance
also,

4830 T
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excepted’ and 8,000 men and 4,000 women exempted, a total of 300,000 men
and g2,000 women.

The estimated numbers of persons aged 16-64, insured for unemploy-
ment, were 10,386,000 males and 3,677,000 females. The number of
persons excepted by the Minister of Labour is published, classified ac-
cording to industrial status.* The estimated number in 1937 was 497,000,
of whom 9,000 were employed by government departments, 88,000 by
local authorities, 323,000 by the railways, and 77,000 by public utilities
and other statutory bodies. These persons are all included in health insur-
ance except local government employees and railway officials.

In order to classify the number excepted from health insurance according
to industry and the number excepted from unemployment insurance ac-
cording to sex, one must go back to 1931, the census year. For that vear
it is possible to obtain the number of government employees. Deducting
those over 65, and those insured for unemplovment, or excepted or in
agricultural and domestic employment, and making an allowance for non-
manual employees earning more than f230, r15,000 men and 50,000
women remained to be accounted for,

Making a similar calculation for local government employees, excluding
teachers and policemen, 61,000 men and 11,000 women remained to be
accounted for,

Railway employees can be similarly treated and eventually classified into
clerical and manual occupations.

The numbers of central and local government employees, policemen,
and railway officials unaccounted for comprise those exempted from health
insurance. Central government emplovees and policemen were statutorily
exempted from unemployment insurance, the rest were excepted by the
Minister of Labour, Insured for health but excepted from unemployment
insurance were manual railway employees and certain government em-
ployees and employees of public utilities. As the latter group comprises
mainly manual workers the number of females is not likely to be over
10,000.

The results of this analysis have been applied to the 1937 figures and the
estimates on the next page were obtained,

In addition 14,000 persons, of whom 4,000 could have been women,
received individual exemption from unemployment insurance but not
from health insurance. The total numbers excepted or exempt from un-
employment insurance {(but not health insurance) were 357,000 males and
22,000 females, a total of 379,000.

Certain types of occupations are statutorily exempt from unemployment
insurance, among which civil servants and teachers have been mentioned.
By 1937 agricultural occupations were insured under a separate scheme,

' At the end of 1935 (the last date for which the division according to sex was

given) 287,000 males and 83,000 fenales were excepted. (Total 372,000.)
2 Last time for March 1936. These figures have been extrapolated for 1937-
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but employment of domestic servants, if not for purposes of gain, was
exempt. The employment of domestic servants can be divided into three
classes: as private employment; employment by the govemnment (central
and local}, institutions, charities, or religious bodies; and employment in
the catering trade, hotels, or lodging-houses. In 1937 only the third
category was insured for unemployment.’

{In thousands)

Men Wonten Ail
-Excepted from health insurance by the Minister
of Health and exetnpt or excepted from unem-
plovment insurance:
Central government . . . . . 120 66 186
Local government . L. . . 75 13 88
Policernen . . . . . . 6z — 6z
Railway officials . . . . . 35 9 44
ToTaL . , . ) B . 20z 88 380
Excepted from unemployment insurance by the
Minister of Labour but insured for health:
Central government . . . . . 6 3 9
Mental hospitals . . . . . 6 — 6
Public utilities . . . . . 61 10 7
Railway warkets . . . . . 274 5 279
ToTtaL . . . . . . 347 18 365

The number of private domestic servants in 1937 (excluding agricultural
occupations, which were insured) aged 16-64 can be estimated from the
last census, assuming that the rate of increase between 1921 and 1931
continued. The estimated numbers are 154,000 men and 1,338,000 worien,
Domestic servants in the second category numbered 86,000 men and
122,000 women.> This gives a total of 240,000 men and 1,460,000 women
in domestic employment exempt from unemployment insurance.

Certain other occupations were also statutorily exempt from unemploy-
ment but not from health insurance, Qut-workers, share-fishermen, and
sub-contractors numbered about 140,000, of whom about 2c,000 could
have been women.' Female nurses, aged 16-64, numbered 131,000 In
1937, assuming that the rate of increase in their pumber between 1921 and
1931 continued. A total of 120,000 men and 151,000 women were exempt,
apart from domestic servants. Nembers of H.M. Forces were also exempt

! In 1938 the second category was also brought inte the insurance scheme.

* The numbers were estimated for 1938 when these classes were insured for
unemployment (Adinistry of Labour Gazette, 1938, p. 425). The number of chauf-
feurs in private service has already been included in the first category,

3 'The Final Report on Unemployment Insurance (1932), p. 57, gives the following
estimate ;

Out-workers . . . . 100,000
Share-fishermen . . . 12,000
Sub-contractors . . ., 20,000

ToraL . . . . 132,000

4839 Tz
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with special provisions made for discharged men. Their number is given
in health insurance statistics.

In Table 81, total A should agree with the numher insured for health
and total B with the number of insurable persons. For males there s an

‘TABLE 81. The insured population, 1604, Great Britain, 1937
{In thousands)
Males Females

Insured for unemployment . . 10,386 3,677
Not insured for unemployment but msured for health
Excepted or exempted by the Minister of Labour . 357 22
H.M. Forces . . . . . . . 324 —
Dornestic servants . . . . . . . 240 1,460
Other exempted gccupations . . . . . 120 151
ToraL A . . . . . 11,430 5,310
Insured for health . . . 11,430 5,730
Excepted or exempted by the l\lmlster of Health"‘ . 300 oz
Torac B . . . . . . . . 11,730 5,820
Insurable persens . . . . . . . 11,700 5,300
(5,400}

* Of these 2,000 mien and 18,000 wornen were insured for all pensions, 208,000
men and 76,000 for pensions except for old age.

agrecment between the first two numbers, The difference of 30,000 be-
tween the other two numbers is explained by the fact that rotal B includes
some unoccupicd persons and the number of insurable persons includes
a somewhat smaller number of persons emploved by relatives or in casual
employment who are not liable to be insured.

The totals for females are more difficult to reconcile. Adding the
number excepted from health insurance to total A gives §,400,000. This
fipure is 100,000 in excess of the number of insurable persons, and it is
reasonable to assume that the latter figure has been underestimated by this
amount.*

The difference between total B and the number of insurable persons as
corrected is 420,000, which is significant.? This figure can be explained in
the light of figures in the census of Scotland, 1931, where questions were
asked as to whether individuals were insured or not. Of 552,000 females,
aged 16-64, who stated that they were insured, 39,000 were unoccupied.
The number of insured persons was, however, 627,000, and therefore a

' This figure has been based on Bowley’s estimates which were obtained by
extrapolation from the census figures. The possibility of an Inaccuracy of such
small magnitude is admitted in op. cit., p. 56 n.

* But it ‘is probably no greater than the ambiguity which enters into the calcula-
tion as a result of the uncertainty of the boundary tine between “‘unemployed”
and “unoccupied™, or the inclusion within the totals of Health Insurance of a
number of workers who will not be insured under the more precise conditions
faid doswn for the Unemployment jnsurance Scheme' {C. Clark, op. cit., pp. 286—7).
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maximum of 114,000 could have been unoccupied. Unoccupied women
included 18,000 marricd women who retained their insurance rights in a
special category. The number of unoccupied women in Scotland who
should not have been insured must therefore be hetween 21,000 and 96,000,

If the same proportion is applied to Great Britain a discrepancy of
200,000-900,000 would arise. A discrepancy of 420,000 is therefore ex-
plained by the fact that certain women stay on the register for some time
after they cease to be insured because they do not notify the authorities of
their marriage, or for other similar reasons, and certain other women un-
occupied or working on their own account are insured who should not be
insured under the conditions of the scheme.!

ii. THE OCCUPATIONS OF INSURABLE YERSONS, AGED 16-04

The occupational distribution of persons of all ages is shown in Table 8o,
from which stmilar figures for persons aged 16—64 can be derived by finding
the occupational distribution of boys and girls, aped 14--15, and of persons
aged 65 and over.

The proportions of juveniles and elderly persons in various vceupations
were taken from the census of 1931 and applied to the totals deducted on
p. 273, above. Finally, the following figures were obtained:

TaBLE 82. The occupations of insurable persons, aged 16-64

(In thousands)

Men W omen At
Wage-carners . . . . 10,430 3,020 14,350
Shop-assistants . . . . 463 480 945
Civil servams . . . . 100 8o 180
Other salaried persons . . 705 920 1,625
Torar . . . . . ILYoO 5,400 17,100

‘The categories in Table &1 will now be divided into manual and non-
manual occupations or, alternatively, the manual and non-manua! occupa-
tions in Table 8z will be divided into the categories of Table 81.

Of persons excepted or exempted from unemplovment insurance by the
certificatc of the Minister of Labour, but insured for health, only raifway
employees are manual workers. Of occupations exempt from unemploy-
ment insurance only nursing is non-manual, the rest are manual.

Of persons excepted or exempred from health insurance all policemen and
railway ofhicials arc classified as non-manual. With reference to the census
it can be estimated that 20,000 men employed by the central and 15,000 by
the local government were excepted and in manual occupations.

The division of persons insured for unemployment is obtained as a
residue. All shop-assistants in Table 82 are included in this category.

' About 120,000 of these women could have been recently married or sick for

a long time. CF. Sir A. Watson, Journal of the Royal Statistical Saciety, 1927,
Pary II1.
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'T'ABLE 83, The insured population and its accupation, 16~64 (Great Britain, 1937)

(In thousands)

| Men | Women f At
! Non- | | Non- ’ | Nom-
Alanual m(mu(d B AH } M’anua! . manual AH ' M’anual | manual | /lll >
Insured far unempfu) ment . : 9,437 922 I 10 359" 2435 | 1,240 i 3, 675 I 872 Doz2,062 | 14, 034 %
Not insured [or unemploy- : : ‘ | ) | 5
rment but insured for healeh: i L | [ ‘ ‘ | ‘ g
Excepted or exempt o 274 83 i 357 5 | 17 F 22 | 270 | 100 [ 376 .
H.M. Forces . i 124 — ; 324 ‘ — i — . = | 324 | —_ | 324
Domestic servants | 240 — | 240 1,460 | — i 1,460 1,700 | — {1,700 =
Other exempt occupations ! 120 — ! 120 I 20 -‘ 131 151 | 140 | 31 | 271
Excepted or exempted from ' i
health insurance: i 35 265 ‘ 300 — ! 9z 92 ‘ 35 357
= T L — 2
Torat . ! 10,430 | 1,270 ‘ 11,700 3,920 | 1,480 | 5,400 | 14,350 2,750 ‘ 17,100

* Reduced by 27,000 to allow for the excess of unoccupicd persons over the number employed by relatives.
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The age distribution of persons insured for unemployment in July 1937
has been published for the General and Special, and the Agricultural

TABLE 84. Persons insured for unemployment, Great Britain, 1037

' (In thousands)

Age | 14-15 ' r6-17 i 8-z20 2r-64 Total
Males ‘ ‘ :

Agriculture, . . 20 ' 42 43 540 I 654
Industrial wage-earners | 429 1 539 | 3536 I 7,717 G,241
Salaried persons | . 22 ‘! -3 a6 1 288 | 45
Shop-assistants . . l 43 "1 ' 66 328 I 508
Torar . - a3 725 L 61 8,873 | 10,882

Females _ ! | :
Agriculture. . 3 5 4 29 41
Industrial wage-earners 311 375 ! 349 1,673 ; 2,708
Salaried persons 39 , 100 130 530 790
Shop-assistants 54 81 78 321 | 534
ToraL . . . , 407 | 561 | 561 I 2,553 4,082

Schemes.! In addition to persons enumerated above, boys and girls aged 14
and 15 were also included.* From the census of 1931 the occupational
distribution of juveniles has been calculated® and eventually the distribu-
tion in Table 84 obtained.

1. UNEMPLOYMENT

In 1937, on the average, 1,104,000 men and 279,006 women were un-
employed. The age distribution of these persons can be estimated on the
basis of sample figures published for May 1937.* The age distribution of
unemployed in apriculture is published separately. The occupational dis-
tribution of unemplovment among boys and girls aged 14-15 can be easily
ascertained from industrial figures, taking Distributive trades to represent
shop-assistants and Commerce, &c., to represent salaried occupations.

Unfortunately there are no statistics relating to unemployment in

U Ministry of Labour Gazette, 1937, p. 420.

2 The number insured 15 not identical with the number deducted on p. 273.
The latter figure is meant to include non-manual occupations and is based on the
percentage occupled of the total population in 19371,

1 Except the number in agriculture, which has been published for 1937. Non-
insured occupations have been omitted from the estimate.

* The percentages of unemploved persons in the General and Special Schemes
were the following:

Age Male Female
16-17 . .33 34
18-z0 .57 4G
z1-64 . . 128 8_7

Al .. 106 73
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occupational groups' and figures published for industrial groups had to
be used.

The majority of insured persons in Commerce, Banking, Insurance and
Finance, and in Professtonal Services are salaried; about half of those in the
Distributive Trades are shop-asststants.® If thesc industries are taken as
representative for salaried persons and shop-assistants, the following
percentages of unemployment are obtained (for persons aged 16-64):?

Men Women
Salaried persons . . 5z 1'p
Shop-assistants . . 103 61

Unemployment percentages for the different age groups of salaried
persons and shop-assistants were taken round the above averages in pro-
portion to similar percentages for the General Scheme as a whole. The
number of unemploved wage-earners was obtained as a residue. The
distribution of insured persons in unemployment is shown in Table 8g,
that of insured persons in employment in Table 86.

TasLe 85. Insured persons in unemployment, Great Britain, 1937

(In thousands)

Age . I4-I§ 16-1% | 18-20 | 21-64 - Total
Males ‘ i ;

Agriculture. . . 1 I 2 | 17 F34
Wage-earners . . 6 . 19 | 34 1,011 1,070
Salaried persons . i — i 1 i 3 20 I 24
Shop-assistants . . 1 ! 2 , s | 4z | 49
TaoraL . . . i 8 .23 I 43 1,090 I 1,164

Females !
Agricuiture. . . — : I I 1 5
Wapge-earners . L 7 _ 16 22 ; 184 229
Salaried persons . . 1 ; 1 { 11 I' 15
Shop-assistants I 2 l 3 i 24 | 30
Torar . . . | 9 | 20 1 28 222 l 279

It can be assumed that all persons excepted or exempted by the Ministers
of Labour or Tealth and members of 11.M. Forces are employed.

Unemployiment among domestic servants can be estimated on the basis
of the census of 1931, but taking account of the general improvement in
economic conditions in 1937, as ¢ per cent. for males and 43 per cent, for
females. On a simifar basis unemplovment among nurses can be put at

1 C. Clark, op. cit., Table 1g, estimates unemployment in occupational classes
on the basis of the census of 1931, but these figures were not valid for 1g37.

* About go per cent, of all shup-assistants are in this industry.

3 In a proper comparison of occupational unernplevment the influence of certain
factors, such as age distribution, ought to be eliminated.



THE INSURED POPULATION AND INCOMES UNDER fz50 281

TAaBLE 86, Insured persons in employment (Great Britain, 1937)
(In thousands)

Age | 14-15 | 16-17 ' 18-20  z1-64 E Al
Males : : ‘ ' ;
Agriculture. . . 28 41 41 523 . 633
Enduystrial uage-earners | 423 520 S22 6,706 - 8,171
Salaried persons . . 22 72 93 208 | 455
Shop ass1stants 4z 69 6z | 236 439
ToraL si5 ! g0z 718 ! ,78; [ g,718
Females { l ; I
Agriculture. . . 3 | 4 3 26 16
Industrial wage-earners 304 { 350 327 1,480 ' 2479
Salaried persons . 38 g 128 510 784
Shop-assistants . . 53 79 75 297 504
Torar . . . \. 398 | 541 533 lo2,331 ‘l 3,803
TasLE 87. Employment and unemployment (1937)
{In thousands)
! Unemployed f Employed
b Men | Women At Men omen All
Insured for unemployment . 1,156 270 1,426 | 9,203 3.405 12,608
Domestic scrvants . . 15 ¢ 66 81 225 I 1,394 1,619
Female nurses . . - 4 4 ' — 127 | 127
Other exempt occupatmns ! 14 i [ 15 rob g 125
Excepted or exempted from ¢ i : ‘ !
unemployment insurance . — I — | = 187 1 22 379
Excepted or exempted from ! | | i
health insurance . . — ‘ — | _— joo , 92 392
H.M. Forces . . L L 324 — 124
ToraL . . . .1 1,185 | 34t P 1526 'rosrs o s089 | t5.574

3 per cent. For other exempt occupations the general rate of unemploy-
ment was assumed to hold. Table 87 summarizes the number of insurable
persons, aged 16-64, employed and unemployed.

iv, THE NATIONAL WAGE-BILL

The numbers of manual wage-earners, aged 1664, in employment as
shown in Table 88 have been estimated above. The number of bovs and
girls, aged 14 and 15, are those insured for unemployment, and domestic
servants, with an allowance for evasion of insurance. The numbcers of
persons, aped 65 and over, are those in insurable employment (as returned
by pensions statistics), with some allowance for persons in non-insured
employment and evasion.
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TasLe 88. The national wage-bill (Great Britain, 1937)

ﬂfale: I Females ,
! Ae erage | Average | Total
Number r weekly | Annual | Number weekly | Armual | annucl
employ ed' ! wage egrnings | emploved ' vwage | earmngs | earnings
Thausands rn £ mn., | Thousands 5. Lmn, | Lmn.
Boys ard girls, 14~15. | 481 | 136 l 159 387 E 1273 114 271
Insured for unemplay- | . 1 H
meni: I i { i {
Juveniles, 16~17 . sbr i 16°0 323, 363 1584 ; 160 483
. 18-20 . 563 330 448 - 330 273 ¢ 219 665
Adults 21-64 ! !
Agriculture . 523 ‘ 3775 47°1 26 275 . 17 488
Industry . . 6.506 67-5 1,085 1,489 330 g 1,190
Noat insured; : | | | i
Diomestic servants . 215§ 370 1971 l‘ 1,394 z30 | Bog 906
H.M. Forces . o 324 | 4w " 400 | — —_ ’ — 400
Other exempt \ | l '
OCCUpPAIons ‘ L1/ 1 | 10 !
Excepted or 66-0 657 . } 250 ‘ 14 671
exempted . 309 J ! 5 .
Pmswns tn, ﬂ"’fd over |, ¢ jo0 §1'3 369 ‘ 72 116 19 | aR-8
TOTAL . . ., 10088 | (=) 1382 1 4083 . () 254 | 1,635

The average weckly wapes of juveniles, aged 14—20, are based on Bowley's
cstimate.* The average wages of adults in industry are based on the
Ministry of Labour inquiries.? The average wages of adults in agriculture
are similarly based on a Ministry of Labour inquiry.? Wages in domestic
service have been estimated for 1631 by Bowley,* and it can be assumed
that there has been little change up to 1937. The average amount of pay
and allowances in the Forces mc[udmg the cost of pavment in kind was
475 per week,

Persons in other occupations are mainly railwaymen (274,000) with an
average wage of 6455, public emplovees earning about 70s.,° share-fisher-
men earning about £3,% sub-contractors and outworkers earning about

£3~4 per week.
From the little information available on wages of persons over 65 it can

' Op. cit., p. b7.

* The average weekly wages of men in all industries, except agriculture, railways,
and coal-mining, were 645, 64, in 1935 and 69s. od. in 1938. The figure for 1937
would be 67-35. The average wage on railways (66-1s.), in railway shops (70-95.),
and in coal-mining (6z-2s., including juveniles) raiges this figure to 67-5s.

The average weekly wage of women over 18 in 1935 was 315 34., in 1938 325, 6d.
This would be 3z-0s. for 1937 or, excluding women aged 18-20, 3305

Y Ministry of Labour Gazette, 1938, p. 425. The weighted average earnings in
different occupations {36:7s5.) has been somewhat increased because the sample
excludes better-paid occupations. The wages of women have been derived from
estimates of Bowley, op. cit.,, p. 70.

4+ Op. cit., p. 70. 36s. for men and 22s5. for women.

* Earnings and hours inquiry, AMinfstry of Labour Gazette, March 1oq1.

5 Final Report on Unemployment Insurance, 1932, § 382.
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be seen that the average wage of elderly men was %o, of women 35 per cent.
of the adult wages." 2

Annual earnings were computed by taking the year as consisting of 48
working weeks on the average, and on this basis the national wage-bill
came to £1,635 mn.}

v. THE DISTRIBUTION OF EARNINGS

The distributions of weekly earnings of wage-earners have been obtained
from various sources. The wages of juveniles can be found in ofhicial pub-
lications,* the wage distribution of adults in industry in various social
surveys.” The range of wages in agriculture can also be obtained, though
not their actual distribution.® The wage distribution of domestic servants
not living in is available for London.” The distribution for excepted
persons, maostly railwaymen, can be obtained from railway statistics.

These distributions were adjusted to bring their average to the levels
shown in Table 88, Assuming that the year consists of 48 working weeks
the following percentage distributions were obtained for industrial wage-
earners:

'l Age 1 Age Age  Age
Annual earnings rg-15| 16-17 | 18-20 | 21-G4

L% % | % . %

Males | : .

go and under . 1000 | 420 | 290! 44
go—-125 . — 280 473 150
125-150 — - 250 231
150175 ‘ - 1 — 20 26-8
175200 ] -] - 10 | 156
200 and over . — l — o5 | 148

ToTar. | 1000 | 1000 | 1000 | 1000
Females ‘ ' ‘

60 and under . l 1000 893 I 380 207

bo-go . - 97 | 530 | 503

9o-125 '

— ‘ o8 8-a 244

125 and over . — 10 46

ToraL . . 10000 | 1000 1000 | roo-e

U Cf. Merseyside Survev, vol. i1, p. 28,
* The ratio of male to female earnings at different ages was therefore the
following:

Age Ratie
14-15 I
16-17 11
18-20 12
21~64 2-1

65 and over 44
* This agrees with Bowley’s estimate of {1,675 mn. (based on the same assump-
tion} if an allowance is made for Northern Ireland.
For notes ¢-7 see page 284.
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The distribution of wages calculated by this method is not realistic
because it is assurmned that all persons are either employed all the year
round or unemployed. In fact unemployment is fairly widespread, and a
greater proportion of wage-earners suffers at one time or another a reduc-
tion of income from this cause.

From statistics on the spell of unemployment! it can be ascertained that
only 21 per cent. of the average number of male and 6 per cent. of female
unemploved were unemploved throughout 1937,

Persons suffering a spell of unemployment of 3 months and losing a
quarter of their annual earnings were four times as numerous as their
number at a given time; persons unemployed for 4 months three times,
and so on. Hence the following figures were obtained:

Insured adull industrial wage-earners
(In thousands)

Annual earnings Men Women

Full earnings . . 2,280 426
Loss of one- e:ghth . . 4,835 1,176
I.oss of three-eighths . . z2bg 47
Loss of five-eighths . . 78 1]
Loss of seven-eighths . . 40 3
Na earnings . . . . 218 II
Torar . . . - 7,717 1,673

Assuming that the incidence of unemployment is uniform? the distribu-
tion of wages has been modified on the basis of these figures and the
following distribution obtained, for instance, for adult industrial wage-
earners:

(In thousands)

Men | Women

No earnings . . . 215 | No earnings . . . 11

£90 and under . . 793 ‘ £6c and under . . 537

fao-125 . . . 2,065 | f6o-yo . . . 756

£L125-150 . . . 1,781 Loo-125 . . . 327

L150-175% . . . 1,451 41235 and over . . 42
£175-200 . . 713 |
4200 and over . . 699 |

‘ToTaL . . L ) ‘Totarn . . . :.673_

A similar procedure was applied to all wage incomes.

4 Standard Rates of Wages and Hours, 1929. Bowley, op. cit., p. 67, states that
the wages of juveniles were applicable in 1937.

5 New Survev of London Life and Labour, vol. vi, p. 78 and p. 83; B. S, Rown-
tree, Poverty and Progress, pp. 162-3. These distributions were adjusted for the
age group t6-64. * Proceedings under the Agricultural Wages Act, 1937.

7 New Survev of London Life and Labour, vol. vi, p. 84.

thruc!r} of Labonr Gazette, 1938, p. 26,
* This assumption is probably not valid, but there are ne data on which an
alternative could be based.
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Far non-manual occupations the distribution of carnings under [250
only has been ascertained. The earnings of juveniles in clerical occupations
and shop-assistants have been ascertained from the sources quoted. The
distribution of earnings of adult salary-earners and shop-assistants is fairly
accurate, being based on a large sample taken in 1938.1 ‘The following
percentage distributions were obtained for adults:

i Salaried persons Shop-assistants
Range of incomes | Men v Women ! Men Women
Y e T Ter T e
| 10 o o . 2]
90 and under . . g 97 | o5 308
90-125 < s 1wz | 333 ! 63 557
125-150 . . .- 17§ | 220 | 229 | 83
150-173 . . . I7°5 140 ! 267 - 35
175-200 . . . 1075 75 I 180 | o3
200-250 . . o 338 135 | 256 | 1o
SR DU e .
ToraL? . . .+ Tooo 100’0 | 100D . looO

Certain information is also available on salaries of nurses.* For salaried
persons excepted from insurance the distribution in local administration
has been used.?

The estimated distribution of the annual earnings of persons aged 16-64
in manual and non-manual occupations is shown in Table 8g. The table
also shows a similar distribution for persons insured for health and for all
persons aged 16-64.° The next column includes, in addition to the above,

TaBLE 8g. Distribution of earnings of employees, 1937

i . ré—by . Insured | A .
fjj—“-’eif?miﬂlm—r' i hd Jor A0 employees Al
Rarnge of . r Non- i v health emplovees ¢.B. emplovees
earnings  Manual mamal Al ré-6¢ 16-6¢ ryand aver UK.
Thausands " Thousands Thousands Thousands i Thousands Thousands Thousands
Usnder 6ot | 1,820 . 440 2,260 3.080 3,110 3,210 4,200
bo—go bozg20 | 330 2,750 ze00 | 3450 3530 . 1390
o0—-128 : 2,000 530 3,430 3.730 3,790 3,60 3.840
125-150 1,840 260 2,100 Z.500 2,550 2,870 2,490
I150-175 r,476 | 210 1,680 1,000 1,002 2,000 1,950
175-200 X 0 149 K6a 5,010 1,520 I.izo i,150
200-250 : 640 | 250 88a 680 . Loge | 1,000 I 1,150
250 and over} . 60 — &o go go 90 300

ToTAL . 11,850 2,160 14,030 16,710 17090 2 18.0boo ! a84%0

® Incomes of husband and wife counted as one income. )
t Including fully unemploved. 1 [ncluding wage-earners only.

' Bowley, op. cit., p. 8qg. ? Excluding earnings over {250.

* Appendix to Report on Nursing Services (Lancet} and Report on Health Services
(P.E.P.), pp. 170-5. For nurses living in hospitals £350 mn. has been added as
the value of payment in kind. {Two-thirds had less than [125 including payment
in kind.) 4 Bowley, op. cit., p. 8g.

§ That is, including 390,000 persons excepted or exempted from health insurance
and 90,000 teachers earning less than 250,
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boys and girls aged 1415, and persons aged 65 and over. Of 1,040,000
boys and girls only 1 per cent. earned more than f60.! About 300,000
men and 70,000 women over 65 were in employment, The table includes
all employecs except 1,220,000 non-manual workers (including teachers)
earning more than f£z350.2

vi. 'T'HE DISTRIBUTION OF INCOMES UNDER £250

It is possible to examine the consistency of the figures in Table 8¢ in the
range of incomes f125—250 with the distribution of incomes in T'able 13.
The incomes for incorme-tax purposes include the joint incomes of husband
and wife as one income. It can be estimated that of women, aged 18-64
and earning, about one-eighth is married.’ A corresponding number of
women, 450,000,* was deducted and an allowance made for the joint incomes
of man and wife. It was assumed that the proportion of married persons
does not vary with income, and neither are the incomes of husband and
wife correlated.

The figures Were then increased to allow for Northern lreland, and the
distribution obtained is shown in the last column of Table 8g.

In order to compare these figures with Table 13 the number of persons
brought into the f125—250 class by payment in kind must be omitted.®

Range of incomes | Employees | Al incomes ' Difference
Fa - Thousands ! Thousands ' Thausand F o0
125-150 2,220 1 2,370 150 ] 6-3
150~175 1,820 1,00 140 71
175-200 1,080 I [,450 370 I 23
200-250 1,120 : 1,570 450 P29

The two sets of figures seem to be consistent, for the difference between
them reasonably accounts for employers, independent workers, and persons
having unearned income,

The number of incomes under fi125 was 11,430,000, and 500,000
incomes were brought to over f125 by payment in kind. 'There were,
thercfore, 10,000,000 incomes assessed for income-tax and 12,000,000 (ex-
cluding incomes of emplovers, independent workers, and unearned incomes)
not assessed, On the basis of the distribution estimated these 12,000,000

incomes amounted to f£g9oo mn, which is consistent with the estimates
on p. 73.

¥ g30,000 insured for unemployment, ric,co0 (mostly domestic servants) not
insured.

¢ The total number of employvees was therefore 19,800,000.

¥ In the L.andon Survey in 1,000 families there were 350 women aged 18-64
earning and 44 families with man and wife earning.

4 Domestic servants were ignored.

5 Pavment in kind is not assessed for income-tax.
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