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Introduction

There has been widespread disappointment on the left that the New Labour government have not used their strong parliamentary
position – with significant majorities in the past two parliaments – to move redistribution up the political agenda. In particular, the
limited progress in reducing child poverty has attracted considerable critical attention. From the right, there is even the suggestion that
the Chancellor has undertaken redistribution ‘by stealth’, as if there is something to be ashamed of.The Institute for Fiscal Studies has
produced a number of reports, available on their website (www.ifs.org.uk) which show the modest redistributive effects of New
Labour’s initiatives over the past few years.

However, there is another side to this story which has not been so well publicised.This concerns the distribution of the tax burden
across the population.The impact of the tax burden after a decade of a Labour government contributes significantly to the unequal
character of our society and the prevalence of poverty.This Thinkpiece presents some fiscal facts through turning the figures into
graphs.

The figures upon which these graphs are based can be found in publications of the Office for National Statistics (ONS). A publication
entitled ‘The effects of taxes and benefits on household income’ is published each year1 .The most recent edition was published in
May 2006, covers fiscal year 2004/05 and was written by Francis Jones.

The ONS does not use graphs to show these figures and calculates percentages only for quintiles (where households are ranked
according to size of income and then divided into five equal sized groups) but not for deciles (where divided into ten groups).We
have produced these graphs since they communicate information effectively.Whatever the merits of analysing quintiles, we believe it
conceals the impact of taxation on household income for the least well off 10% and best off 10%.

It is important to emphasize that the data from which these figures are prepared relates to taxable income and does not take into
account that income which is concealed from taxation either through legal tax avoidance schemes or illegal tax evasion.Tax avoidance
is only really of significance for the very top income earners, in effect the top 5%, but if we were able to consider it, then the tax
contribution of the most affluent would look even more meagre.

Tax take from gross household income

Figure 1 shows the proportion of gross household income taken in tax organised by decile - i.e. with all households ranked into ten
equal size groups according to equivalised disposable household income.The proportion shown is the annual average across the New
Labour period 1997/98 - 2004/05.

Figure One
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1 F. Jones (2006) The Effects of Taxes and Benefits on Household Income, 2004/05, Office for National Statistics. Comparable reports
for previous fiscal years can be found from the same website (http://www.statistics.gov.uk/cci/article.asp?id=1551).

The figure shows that the bottom decile - i.e. the 10% of households with the lowest income pay the highest rate of tax; the best off
10% in terms of household income pay a lower proportion of their gross income in tax than all other deciles except the second and
third.Taking tax revenues as a whole, it can be seen that the brunt of the tax burden is being borne by middle groups: especially
deciles five, six, seven, eight and nine.These represent precisely the ‘Middle England’ whose interests the New Labour government have
claimed to represent. Table 1 shows the percentage of gross income taken by all taxes for deciles 5-10 both for the most recent year
for which data is available (2004-5) and across the period of New Labour’s administration (1997-8 to 2004-5). Throughout this
period the top tenth of households have never paid as high a proportion of their income in tax as households with a gross income
which is two thirds lower – decile five.

DECILE % TAX TAKE 2004-2005 % tAX TAKE AVERAGE 1997-8 TO 2004-2005
Fifth 35.0 35.4
Sixth 34.9 36.5
Seventh 36.2 37.1
Eighth 35.9 37.0
Ninth 36.7 36.1
Top 34.9 34.5

The remainder of the graphs are based on figures for 2004/05 and are presented to demonstrate the regressive character of
many taxes which have given rise to the overall outcome shown in Figure 1.

Figure 2 shows that income tax is progressive, with the better off paying a higher proportion of gross household income in tax.
The graph shows net income tax - that is, after allowances and tax credits have been taken into account.

Figure Two

Figure 3 shows that National Insurance Contributions
are progressive until the top 10% when the rate falls
dramatically.

Figure Three
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Although direct taxes are progressive as a whole, Council Tax (and rates in Northern Ireland) is a regressive direct tax as Figure 4
shows - that is, the less well off pay a higher proportion of their gross income in tax than the better off.These figures take
account of any discounts and rebates paid.

Figure Four

Figure 5 shows that
indirect taxes as a whole
are regressive and Figure
6 shows the proportion
taken in VAT, the largest
indirect tax.

Figure Five

Figure Six

Figure 7 shows the distribution of gross household income before and
after tax.The Ôpulling awayÕ of the top 10% is evident.

Figure Seven

Discussion
It is not difficult to see why there is popular
wariness at best when it comes to increases in
tax rates: if they add further to this pattern, they
reinforce current inequities.The top 10% include
the rich and the super-rich but also people we
are more likely to meet on a regular basis —
comfortably off co-habiting middle class couples
where both have professional jobs in the private or public sector. Demands on the left for tax increases must be targeted carefully
at those with high household incomes and not at Middle England. In fact, it is a redesigning and rebalancing of the tax system
which is required, one which not only overhauls tax avoidance schemes but which also tackles household as well as individual
income.

The Rich Pay Less www.compassonline.org.uk PAGE 3

compass

10987654321

6

5

4

3

2

1

0

Index

0
4
-0

5
%

N
e
tC

T

2004-5 % of Gross Income Taken in net Council Tax by Decile

For Deciles One is lowest

10987654321

30

20

10

0

Index

04
-0

5
%

In
d

T
a

x

2004-5 % of Gross Income Taken in Indirect Tax by Decile

For Deci les One is lowest

10987654321

10

5

0

Index

04
-0

5%
V

A
T

2004-5 % of Gross Income Taken in VAT by Decile

For Deciles One is lowest

10987654321

80000

70000

60000

50000

40000

30000

20000

10000

0

Index

0
4
-0

5

Gross Income and Post-Tax Income by Decile 2004-5

Income
Gross

Income
Post-Tax



It is difficult to see how the inequity evident in the graphs above can be rectified without devising a policy for households as units.
A consequence of switching taxation from households to individuals in 1990 (a policy known as disaggregation) was the
redistribution of resources to two-income households with greater benefit felt among households with relatively high earners
such as professionals.Tackling the tax inequity arising from this concentration of incomes requires taking onto consideration the
concerns of those who wish to see neither partner becoming the ÔappendageÕ of the other.

But to return to taxes on individuals, two key themes run through this discussion: one is how a fairer tax burden can be achieved;
the other is how desirable new taxes designed to address urgent concerns such as the environmental impact of individualsÕ
behaviour can be fairly designed and introduced with public consent.

The most transparent tax is income tax and the progressive character of this tax can be strengthened by reducing further income
tax on the least well off earners and increasing significantly the top rate. However, a more just approach to taxation really requires
that the regressive effects of other taxes be tackled. National Insurance could be made fairer relatively simply by removing the cap
on contributions on higher incomes.At present (using figures for 2006/07), NI Contributions are levied at 11% on employee
incomes between £97 per week (just over £5,000 per year) and £645 per week (around £33,500 per year) but at only 1% on any
additional income above £645 per week. Maintaining a rate of 11% on income above this level would contribute to a more
progressive tax system.

Indirect taxes are taxes on behaviour (choosing to buy certain goods and services, allowing for the fact that ÔchoiceÕ might be
constrained).We could abandon taxes on expenditure or alternatively adopt a far more selective and discriminating approach to
taxing expenditure decisions.The current distribution of the tax burden may contribute to political resistance to green taxes,
especially where the latter are regressive and have the effect of reinforcing the regressive character of the existing tax burden.As
we try to grapple more effectively with the environmental consequences of lifestyle and consumption, it may be preferable for
policy makers to focus such taxes on genuinely harmful or damaging behaviour.Transparently moving towards a fairer tax burden
may create political space to push up the political agenda new taxes more relevant to current pressing social concerns.There are
signs of growing discontent with aspects of the current tax system.The street demonstrations of pensioners against Council Tax
rises over many years and the 1.7 million signatories to a petition protesting against the introduction of road congestion charges
in February 2007 suggest that green taxes may be deeply resented if pre-existing inequities are not addressed beforehand.

The Council Tax raises the question of taxes on property.The basis of Council Tax is the value of the domestic property which is
banded from A (in England, a valuation of up to £40,000) up to H (over £320,000).These are historic valuations as of 1991.The
negative impact of the tax derives from two factors.The first is that the top cut-off is set too low.This is rather like the impact of
National Insurance payments.A dwelling valued at £320,000 requires exactly the same council tax as a dwelling valued at £3
million.The second is the impact of means tested relief.There is a Council Tax benefit which is available on a means tested basis
to persons with low incomes and capital of less than £16,000 (more for those of pensionable age). However, there are significant
numbers of pensioners who have to pay large amounts of Council Tax because they have valuable properties but middling incomes
above the level of eligibility for rebates. Of course these people have wealth in the form of their valuable dwellings which they
could mobilize as income in a variety of ways. However, the impact on them of Council Tax without that mobilization is severe.

Thus, the distributive effect of Council Tax points to the important issue of the relationship between taxes on income and taxes
on wealth. In effect, Council Tax is a tax on the value of property which is levied on incomes.The perceived inequity arising from
the fact that many pensioners own higher band dwellings but have middling incomes is exacerbated by the ceiling on banding since
those owning very valuable domestic properties are lightly taxed in relation to that value.We need a sensible system for taxation
of wealth. Capital gains tax has many exemptions. Inheritance taxes are easily avoided by the very affluent through systems such as
discretionary trusts. In reality the biggest tax in England and Wales on middling peopleÕs wealth is the confiscation of it to pay for
residential social care in old age.A full fiscal policy must address real inequalities of wealth which are far greater than inequalities
of income.

That brings us back to the perhaps the most important political implication of the findings reported here. For all the talk from
New Labour about their attention to ÔMiddle EnglandÕ, it is the ÔmiddleÕ which bears the fiscal burden in this country.The middle
must mean those of us, like the authors of this piece, who are not in the top ten percent of household incomes but not in the
bottom forty per cent either.We pay a higher proportion of our income in taxes than the best off ten per cent and a far higher
proportion than the super class in the top one per cent.And we pay the charges — for University tuition and for social care in old
age. It seems to us that a reasonable demand from the left in UK politics is that the rich pay their share and that means that they
should pay much more than they do and much more than the rest of us do.The middle needs to know that it is being exploited in
the interests not of the poor but of the rich. Other states can tax their super affluent citizens quite effectively and we should do
the same. Spelling out the reality of taxation is an important political weapon towards achieving this end.
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Notes
In 2004/05, each decile contained around 2.44 million households.

In 2004/05, the average gross income (that is original income from, inter alia, wages, self employment income, investments and
occupational pensions plus contributory and non-contributory cash benefits) for each decile and the average post-tax income for
each decile was as follows:

Decile Gross Income Post-Tax Income
Bottom £8,376 £4,811
Second £12,995 £8,782
Third £15,608 £10,648
Fourth £19,210 £12,814
Fifth £24,206 £15,721
Sixth £28,491 £18,537
Seventh £33,262 £21,227
Eighth £41,263 £26,472
Ninth £51,070 £32,315
Highest £84,357 £54,937

The income included is that disclosed to HM Inland Revenue.

Contact:

Prof David Byrne, Durham University
dave.byrne@durham.ac.uk

Dr Sally Ruane, Health Policy Research, De Montfort University  sruane@dmu.ac.uk
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