United Kingdom 1995: Survey Information*

*The information presented here is based on the Robusiness Assessment Report on
Income Didribution Daa for the United Kingdom. Margaret Frosztega, Socid Security
Depatment and on the “Family Expenditure Survey User Documentation 1995/96°, by
the Office for National Statistics.

For more information about the survey and its variables, please check the pages of the
Data Archive: http://www.data- archive.ac.uk/findingData/snDescription.asp?sn=3783
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A. General Characterisics
Name
Family Expenditure Survey (FES)

Adminigrative unit regponsble for the survey

Ingtitution:  Department of Socia Security,

Name; Margaret Frosztega

Address:. The Addphi, 1-11 John Adam Street, London, WC2N 6HT
Country: UK

Td: 0171 962 8232

Fax: 0171 712 2001

E-mal: frosztet@asdlondon.dss-asd.gov.uk

The Family Expenditure Survey (FES) is a voluntay sample survey of privae
households. Prior to 1989 the Depatment of Employment had responghility for the
Family Expenditure Survey, with the data collection being carried out by the Office of
Population Censuses and Surveys, Socid Survey Divison. In 1989 the Centrd Statidticdl
Office took over the responshility for the survey, with the Office of Population Censuses




and Surveys, Socid Survey Divison remaining responsble for the data collection. With
the amagamdtion of the Centrd Statistica Office and the Office of Population Censuses
and Surveys in April 1996, the Office for Nationd Statistics (ONS) became the
respons ble body, both as principa investigator and data collector.

Purpose

The origina purpose was to collect expenditure data for weights for the (consumer) retall
price index; and for national accounts estimates of consumers expenditure. Income data
are used to identify “Index households’ for the retall price index.

To provide information on spending patterns for the Retall Prices Index, for andyds of
expenditure and income distributions, characterisics of individuas a various pogtions in
the digtribution, tax benefit modelling, effects of taxes and benefits.

Man usars ae government analyss. Others include loca authorities, employers, trade
unions, and researchers.

History

The survey has been conducted each year snce 1957. The survey is continuous,
interviews are soread evenly over the year to ensure that seasond expenditure changes
are covered. From time to time, changes are made to the information sought. Some
changes reflect new forms of expenditure or new sources of income, especialy benefits.
The survey data may therefore not provide a consgtent time series, and care should be
taken when making comparisons over time.

Time series are avalable since the first survey year. Publications from 1957 onwards and
electronic data are avalable from the Office for Nationa Statistics from 1988 onwards.
At the Data Archive Essex Universty from 1961. The Household Below Average Income
(HBAI) datasets are available for 1979, 1981 and from 1988 to 1996/7. Data are released
as an anonymized micro-data set.

Changes over time

No mgor changes, except that in the annud report of the FES assstance to low-income
households specificaly for housng costs has been excluded from income. In 1983 an
effective discontinuity in income data was created because assistance for renters was
switched from a generd benefit to a benefit specific to housng codts in 1992, Before
1992, imputed income, that is the rent they would pay themsdves for living in the
property, was included as income and aso as a housing cost. Mortgage payments were
not counted as a housing cost. From 1992 imputed income has not been caculated and
has not been counted as a housng cost. From 1992 interest payments on a mortgage have
been counted as a housing cog, though repayments of the capita have not been included.



Comparability

Many definitions are harmonised with other surveys but the income concept is not
harmonised with UN guiddines. It is intended to harmonise expenditure data on
COICOP.

Income definitions as published in the report of the survey are not drictly harmonised
with dl sources. Some dso differ from the definitions used in the andyds of income
presented in the series Households Below Average Income.

Income data are dso avalable from other socid surveys where different questions and
differing levels of detall may be used. The Family Resources Survey is the other mgor
source of income information. This survey has a larger sample sze, some differences in
biases, and more extensve editing of benefit information. The two surveys collect
income to the same levd of detall, but some variation in derived definitions are used,
such as in the definition of income from sdf-employment and the trestment of assstance
with rent.

B. Population, Sampling size, ssmpling frame

Population: 58.6 million (1995) in United Kingdom

Population covered by | Size of group | Likely effects on income analysis
the surveyExclusion excluded
(individuals)

Geographical aress.
Scottish  Idands  (and | <0.3% of | Negligible*
northern Highlands up to| population

1996)

Homeless people

With no accommodation < 10,000 Negligible*

In “bed & breskfast” | < 50,000 Smadl: high proportion are on low incomes

accommodation and not in work, but group not large
enough to have much impact on mog
anayses.

People in care or nursing Smdl except for results specific to those

homes, or in hospitd for | c. 500,000 aged 80+; exclusons are likdy to have

> 1 month wide range of incomes ~ though

disproportionate share have low incomes
before state assi stance with homes' costs.




People in hogelghdls of | c. 100,000 Smdl ovedl. But may introduce

residence(students, ggnificant  biases  into  andyses  of

nurses etc.) economic activity and incomes of young
(age <25) adlults.

Children's homes ¢.10,000 Negligible*

Military,  police,  ther | < 100,000? Not known. Exclusons ae likdy to have

families avilians living | (induding wide range of equivdized incomes

in military indalaions 2h) unlikdy to have many a extremes of
income didribution. Overdl effects may
be amdl.

Foregn amed forces, | ? Negligible*

diplomats etc. These households will be induded in the
FES if not on a base or other inditutiona
household.

Prisoners < 60,000 Smadl. Group are not in work and (mainly)
on low incomes. But group not large
enough to have much impact on most
anayses.

Others No Absent members of households may not

(E.g. defined by economic | excdlusons of | aways be captured. But effects likdy to

activity, age, income| private be negligible.

level, family size) households

due to age
income levd,
€conomic
activity or
family 9ze.

Negligible
Roman
Catholic
priests in
housing
provided by
parish.

* Where the effects of excluson are said to be "negligible™ this is true for all practical
purposes, for analysis using this data source. For example, the FES sample size would
not permit andyss of the incomes of homeess people even if they were included in the

sampling frame.

References An illuminating andlyss is “Out for the count: the incomes of the non
household population and the effect of ther excluson from nationd income profiles”
Martin Evans, LSE Wedfare State Programme WSP/111, 1995.




An assessment of the coverage of the PAF smdl user’s file was linked to the Census
Vadidation Survey in 1991 and showed that 96.6% of resdentid addresses were ether
covered by the frame or would be included under usud SSD sampling procedures. The
sudy did not reved any strong biases in the characteristics of households covered by the
PAF. (See Foster (1994) “The coverage of the PAF as a sampling frame” Survey
Methodology Bulletin, no. 34, ONS)

Changes during the last 10 years

Coverage

In 1996/7, the coverage has been extended to include households north of the Caedonian
Cand (the northern part of mainland Scotland). The Scottish idands are ill excluded.
Likey effect: negligible

Sze of excluded groups
No sgnificant changes

Sample design

The FES sample for Great Britan is a multi-stage dratified clustered random sample
(with clugering a the find dage) drawn from the smdl users file of the Postcode
Address File - the Pogt Office's list of addresses. The sampling fraction is about 1 in 2100
eigible households. All Scottish offshore idands and the Ide of Scilly are excluded from
the sample because of excessve travel costs. Postal sectors (ward size) are the primary
sample unit. 672 postad sectors are randomly sdected during the year after being arranged
in drata defined by dandard regions, area type, and two 1991 Census variables
(proportion of owner-occupiers and proportion of renters). The Northern Irdland sample
is drawn as a random sample of addresses from Rating and Vduation ligs (these are local
government property registers).

Sanplesze

Some 10,000 households are selected each year to be invited to take part in the FES. It is
never possible to cover the entire sample sdlected. A smal number cannot be contacted at
dl, and in other households one or more members decline to co-operate. In al, some
7,000 households in the UK, or about 70 per cent of those contacted, co-operate fully in
the survey each year i.e. they complete both the diary and the questionnaire.

Detalls of response in Great Britain to the 199596 survey are shown in the following
table:

Response in 1995-96

No of % of effective
households sample



I. Sampled households 11,611 -

i. Indigible households, 1,461 -
hotdls, ingtitutions, empty
demolished/derdlict
i Effectivesample (i.e. i 10,150 100
V. lessii) 6,663 65.6
V. Co-operating households 3,222 317
Vi. Refuds 265 2.6
Households a which no
contact could be obtained

In the Northern Irdand Survey, the effective sample was 1,087 households. The number
of co-operating households was 659, giving a response rate of 60.6 per cent. Out of the
co-operating households, 134 were sdected at random to form part of the UK FES giving
atotal UK sample of 6,797 households, so that the responserate is of 67%.

Effects on sampling error

Regiond dratifier is largey for representation of regions other draifiers largey for
increased precison. Desgn effects vary with the nature of the variables For gross
(norma) household income Deft is about 1.1. For different components of income Deft
varies between 1.0 and about 1.2.

Weighting procedure

From 1997/8 a standard set of weights is added to the database usng CALMAR with
controls based on population age group by sex data for individuds (and on number of
persons by standard region). The initid set of weights is derived from the Census nornt
response study. The population controls are by five-year age bands, except for young
people where the bands are 10-15, 16-17 and 18-19, and for the 85 and over who are
consolidated into one band. The control totds ae the Government Actuary’s
Depatment’'s edimates for the mid-year population, adjusted to dlow for the non+
household population. The adjustment factors are caculated from the proportion living in
private households for each age/sex band in the 1991 Census.

The initid weights largly determine which groups have large or amdl find weights. See
3.4.

The Household Bedow Average Income (HBAI) officid low-income datidtics published
by the Depatment of Socid Security have used grossng factors with weights rdating to
age, & and family type. FES grossng factors for HBAI are: well above average for
gngle childess men under 55; above average for dngle femdes over 75; and beow
average for families with children and sngle men over 65.



I
Income data reference period

Information on earnings is asked for referring to the last pay period (week, 4-week,
month, etc). Information collected dlows cdculation of both ‘current’ and ‘usud’
eanings and an edimate of annud earnings. Similarly, information about pensons and
benefits refers to receipts in most recent relevant period (e.g. week, 4week, month, etc.)
before the interview. Investment income and sdf-employment income ae typicaly
measured over a 12-month retrospective period.

Interviews are spread evenly throughout the year (different types of household are not
interviewed a particular times of the year). Income data are collected only once a the
time of the interview for the whole income measurement period.

Income data ae manly current. Sdf-employment income is based on the most recent
period for which figures are available; in some cases this may be severd years prior to
the interview.

Pay relates to the pay received from work done in the last 7 days. Where a person has just
started a job and not yet been paid it relates to the pay they expect to receive. If a person
has just left one job and started another in the last 7 days it relates to the current job.
Otherwise, variables such as employment status are measured as at the date of interview.

Changes during the last 10 years

The way income from sdf-employment is collected was changed in 1996-97. (See dso
availability of labour market information).
Note: The FES is currently conducted on a financid year bass. Prior to 1994/5 the survey
was conducted on a calendar year basis.

C. Data collection and acquisition
Fieldwork

The fiddwork is caried out by the Socid Survey Divison of the Office for Nationd
Statigics (ONS) in Great Britain and by the Northern Irdand Statistics and Research
Agency of the Depatment of Finance and Personnd in Northern Irdand usng amost
identica questionnaires. Households at the selected addresses are visited and asked to co-
operate in the survey. A detaled questionnaire covers household topics and income
information. Interviews are now conducted using portable computers with the questions
being asked usng computer asssted persond interviewing (CAP), rather than using
paper questions. Information is collected about the household, about incomes, and about
certain regular payments such as rent, gas, eectricity and telephone accounts, licences
and insurance, education, season tickets and hire-purchase during the interview. Each
individua aged 16 or over in the household keeps a detailed record of expenditure every



day for two weeks. Children aged between 7 and 15 were asked on a voluntary bass to
keep a diay of daly expenditure. The information provided is kept drictly confidentid.
If al persons aged 16 and over in the household co-operate each is subsequently paid £10
for the trouble involved in supplying the information. Children who keep a diary are
given a £5 payment. A refusal by an under 16 to keep a diary does not invalidate the
household from induson in the survey. A total of 2,224 children aged between 7 and 15
were asked to complete expenditure diaries, only 39 or about 2 per cent refused. Proxy
data are not permitted.

D. Definition of the survey units

Unit of obsarvation

Unit of obsarvation is individud. Household information is aggregated from individud
informetion.

Housshold

A household comprises one person living done or a group of people living a the same
address having meds prepared together and with common housekeeping.  Resident
domestic servants are included. The members of a household are not necessarily related
by blood or mariage. As the survey covers only private households, people living in
hogtels, hotels, boarding houses or inditutions are excluded. Households are not
excluded if some or al members are not British subjects, but no attempt is made to obtain
information from households containing members of the diplomatic service of another
country or members of the United States armed forces. Nor are attempts made to obtain
information from Roman Catholic priests living in accommodation provided by the
parish church.

Retired households

Retired households are those where the head of the household is retired. All made heads
of household are 65 years of age or more; dl femae heads of household are 60 years of
age or more. For analysis purposes two categories are used in this report:

a "A retired household mainly dependent upon Sate pensons’, aso known as a
pensoner household, is one in which a least three quarters of the tota income of
the household is derived from nationd insurance retirement and Smilar pensons,
including housing and other benefits paid in supplement to or ingead of such
pensons. The term "nationd insurance retirement and similar pensons’ includes
nationd insurance disablement and war disability pensons, and income support in
conjunction with these disability payments. In a smal number of cases it dso
covers unemployment, sickness and indugtrid injury benefits pad to men and
women over retirement age. A smdl proportion of persons in these households
may be working afew hours aweek.



b.

"Other retired households' ae households which do not fulfil the income
conditions of "pensone™ households because more than a quater of the
household's income derives from occupationd retirement pensions and/or income
from investments, annuities etc.

Head of household

The head of the household must be a member of that household. Helshe is the person, or
the husband of the person who:

a

b.

C.

d.

owns the household accommodation, or
islegdly responsible for the rent of the accommodation, or
has the household accommodation as an emolument or perquisite, or

has the household accommodation by virtue of some rdationship to the owner
who is not amember of the household.

When two members of different sex have equad clam, the mde is teken as head of
household. When two members of the same sex have equd clam, the eder is taken as
head of household.

Members of household

In most cases the members of co-operaing households are eadly identified as the people
who satisfy the conditions in the definition of a household, above, and are present during
the record-keeping period. However, difficulties of definition arise where people are
temporarily away from the household or dse spend their time between two residences.
The following rules apply in deciding whether or not such persons are members of the
household:

married persons living and working away from home for any period are included
a members provided they consder the sampled address to be ther man
resdence; in generd, other people (e.g. rdatives, friends, boardersywho are ether
temporarily absent or who spend their time between the sampled address and
another address, are included as members if they consder the sampled address to
be ther man resdence. However, there ae exceptions which override the
subjective main resdence rule:

I. Children under 16 away at school are included as members,
i. Older persons recelving education away from home, induding children

aged 16 and 17, are excluded unless they are a home for dl or most of the
record-keeping period.



. Vigtors staying temporarily with the household and others who have been
in the household for only a short time are treated as members provided
they will be gsaying with the household for a leest one month from the
start of record-keeping.

Household composition

A consequence of these definitions is that household compostions quoted in this report
include some households where certain members are temporarily absent. For example,
"one adult and children” households will contain a few households where one parent is
temporarily away from home.

Adult

Persons who have reached the age of 18 or who are married are classed as adults.

Children

Persons who are under 18 years of age and unmarried are classed as children.

However, in the definition of clothing, clothing for persons aged 16 years and over is

classfied as clothing for men and women; clothing for those aged five but under 16 as
clothing for boys and girls; and clothing for those under five as babies.

Keep in mind

The andyds of young adults is affected by the poor data avalable for students. The
incomplete coverage of students and their incomes adds to other problems at the bottom
of the income didribution; these argue for putting more stress on results from the bottom
quintile rather than decile.

Andyss of individuads income is inhibited because some income items are not collected
for dl household members, some are paid to one individua but in respect of more than
one (eg. retirement penson pad to an individua in respect of a couple); and transfers
within the household are not usualy captured.

E. Availability of geographic information
Regions
These ae the dandard regions for datigticd purposes as they exig following the

reorganisation of locad government in 1974-75 and ae defined in detal in Regional
Trends No 30 1995.



Types of adminidrative area

These are Greater London, former Metropolitan Counties in England with the Centrd
Clydeside Conurbation in Scotland, and non-metropolitan didricts with high and low
population dendties, i.e. 3.2 persons or more, and less than 3.2 persons, per acre
respectively (7.9 persons per hectare). The types of adminidrative area are defined by
the Office for Nationd Staigtics on the bass of the definitions of locd authority arees
and the Centrd Clydesde Conurbation used by the Regisrars Generd for England and
Wales, Scotland, and Northern Irdland. Since the 1989 survey, locd authorities in
England and Wdes and in Scotland are those exiding after the reorganisation of locd
government in 1974 and 1975. For Northern Irdland loca authority aress as they existed
after the reorganisation of loca g@vernment in 1973 are used, classfied by the population
densty factors gpplied generdly in the United Kingdom. All Northern Irdand didricts
are treated as non-Metropoalitan.

F. Availability of labour market information

Quality

Employment data is consstent with other available data on this matter. Daa on the
Employment 1996/7, ILO unemployed and Inective patterns for individuds in the age
groups 16-64/59 are broadly comparable. E.g. ILO unemployed for 16-64/59 is 6.3 per
cent from LFS and 6.5 per cent from FES. The proportion of those in employment with
second jobs is dightly higher in the FES (5.9 per cent compared with 4.4 per cent from
the LFS), though the sample size is smdler and the numbers reported are fairly small.

Economicdly active

These are persons aged 16 or over who fdl into the following categories:

a Employees at work - those who & the time of interview were working full-time or
part-time as employees or were away from work on holiday. Part-time work is
defined as normdly working 30 hours a week or less (excluding med bresks)
including regularly worked overtime.

b. Employees temporarily away from work - those who at the time of interview had a
job but were absent because of illness or accident, temporary lay-off, strike etc.

C. Government training schemes - those participating in government programmes
and schemes who in the course of their paticipation receive training, such as
Employment Training, including those who are dso employees in employment.

d. SHf-employed - those who at the time of interview said they were sdf-employed.



e. Unemployed - those who at time of interview were out of employment, and have
sought work within the last four weeks and were available to start work, or were
waiting to start ajob aready obtained.

f. Unpaid family workers - those working unpaid for ther own or a reative's
busness. For variables usng coding 13 'Economic Position' (see Section 3, Part 5
of the Usar Documentation), unpaid family workers ae included under
economicdly inactive because insufficent information is avalabile to assgn them
to an economic status group.

Economicaly inective

a Retired - persons who have reached naiond insurance retirement age (60 and
over for women, 65 and over for men) and are not working.

b. Unoccupied - persons under naiond insurance retirement age who ae not
working, nor actively seeking work. This category includes certain sdf-employed
persons such as mall order agents and baby-dtters who are not classfied as
economicaly active,

For varidbles usng coding frame 13 'Economic Postion' (see Section 3, Pat 5 of the
User Documentation), unpaid family workers are included under economicaly inactive,
dthough they ae economicdly active by definition.  This is because insufficent
information is available to assgn them to an economic status group.

Occupation

The occupationd classfication used in the survey is the socio-economic groups defined
in the Classification of Occupations (1990) prepared by the Office for Nationd Statistics.
Separate results are shown for the following groups. professona workers, employers and
managerid  workers, intermediate  non-manud workers, junior norrmanua  workers,
skilled manua workers, semi-skilled manua workers, unskilled manua workers,  Armed
Forces. As far as possible occupation is classified according to an individud's current or
most recent job; if an individua has more than one job, the most remunerative is used as
the basis for the classification.

Socid Class

Social class is based on occupdtion and is a classfication system that has grown out of
the origind Regidra-Generd's socid class classfication.  These ae defined in the
Classification of Occupations (1990) prepared by the Office for Nationa Statistics. The
5 categories arel

l. Professiond, etc. occupations
. Managerid and technica occupations
. Skilled occupeations



(N) nor+manua

(M) manud
V.  Partly skilled occupations
V. Unskilled occupations

For the FES, socid class of a household refers to the socia class based on the occupation
of the head of household where the head is economicdly active. Where the head is not
economicaly active, the household is dlocated to a separate category of "retired and
unoccupied”.

SHf employment

The qudity of information from the sdf-employed has been a persstent cause of concern
for surveys. For the 1996/7 survey the questions were redesigned. The revised questions
recognise that some sdf-employed individuds do not have separate business accounts
and are therefore treated more like employees.

For the FES data set and publication (and the series on redistribution of income):

If the sdf-employed person prepares annuad accounts, this is the primary source of
information. The period of the accounts may be for a period two or three years before the
interview. The amount of profit is then uprated from this period to the survey period.

If the accounts show a loss the respondent is asked how much is drawn from the business
for non-business expenses. Figures for both the loss and the drawings are recorded but in
most income analyses the drawings figure would be used as the income figure.

If the respondent does not draw up accounts then he is asked for an edimate of his
current income from his business.

SHf-employment incomeis recorded gross of taxes.

The same definition gpplies prior to 1996/7: only the questions have changed.

For the HBAI analysis:
A smilar definition gpplies except that 0sses used rather than drawings.

The rdio of income captured in the FES compared to the Nationd Accounts is fairly
dable from year to year for most components. However the ratio for sdf-employment
and invesment income shows consderable volatility between years. The full explandtion
for this voldility is not known but it is likey to be a result of timing problems for the
FES daa and perhaps with the sampling of outliers a the very top of the income
digribution.

G. Incomedata
The standard concept of income in the survey is, as far as possble, that of gross weekly

cash income current a the time of inteview, i.e before the deduction of income tax
actudly paid, nationd insurance contributions and other deductions at source.



Although information about mogt types of income is obtained on a current basis, some
data, principdly income from invesment and from sdf-employment, are estimated over a
twelve-month period.

The following are excluded from the assessment of income:

a

e

money received by one member of the household from another (e.g. housekeeping
money, dress alowance, children's pocket money) other than wages paid to
resdent domestic servants;

withdrawas of savings, receipts from maturing insurance policies, proceeds from
sde of financia and other assets (eg. houses, cars, furniture, etc.), winnings from
betting, lump-sum gratuities and windfals such aslegacies,

the value of educationd grants and scholarships not paid in cash;

the vaue of income in kind, including the vaue of goods received free and the
abatement in cost of goods received a reduced prices, and of hbills paid by
someone who is not amember of the household;

loans and money received in repayment of loans.

Detalls are obtained of the income of each member of the household. The income of the
household is taken to be the sum of the incomes of dl its members. The information does
not relate to a common or a fixed time period. Items recorded for periods greater than a
week are converted to aweekly vaue.

Particular points relating to some componerts of income are as follows:

a

Wages and salaries of employees

The normd gross wages or sdaries of employees are taken to be thelr earnings.

These are cdculated by adding to the norma "take home' pay amounts deducted
a source, such as income tax payments, national insurance contributions and
other deductions, eg. payments into firm socid clubs, superannuation schemes,
works transport, benevolent funds etc. Employees are asked to give the earnings
actudly recaved including bonuses and commisson the lagt time payment was
made and, if different, the amount usudly recaived. It is the amount usudly
received which is regarded as the normal take-home pay. Additions are made so
as to incdude in normad eanings the vaue of occasond payments, such as
bonuses or commissons received quartterly or annudly. One of the principd
objects in obtaining data on income is to enable expenditure to be dasdfied in
ranges of norma income. Average household expenditure is likely to be based on
the long-term expectations of the various members of the household as to their
incomes rather than be dtered by short-term changes affecting individuds. Hence
if an employee has been away from work without pay for 13 weeks or less he is



regarded as continuing to receve his normd eanings ingead of sociad security
benefits, such as unemployment or sckness benefit, that he may be recaving.
Otherwise, his norma earnings are disregarded and his current short-term socid
security  benefits taken ingtead. Wages and sdaries indude any earnings from
subsdiary employment as an employee and the earnings of HM Forces.

b. Income from self-employment

Income from odf-employment covers any persond income from employment
other than as an employee, for example, as a sole trader, professona or other
person working on his own account or in partnership, including subsidiary work
on his own account by an employee. It is measured from estimates of income or
trading profits, after deduction of business expenses but before deduction of tax,
over the mogt recent twelve-month period for which figures can be given. Should
a loss have been made, income would be taken as the amounts drawn from the
business for own use. Persons working as mail order agents or baby-gtters with
no other employment, have been classfied as unoccupied rather than as df-
employed, and the earnings involved have been dassfied as earnings from "other
sources' rather than salf-employment income.

C. Income from investment

Income from invesments or from property, other than that in which the household
is redding, is the amount received during the twelve months immediately prior to
the date of the initid interview. It indudes receipts from sub-letting part of the
dwelling (net of the expenses of the sub-letting). If income tax has been deducted
a source the gross amount is edimated by applying a converson factor during
processing.

d. Social security benefits
Income from socid security benefits does not include the short-term payments
such as unemployment or sickness benefit received by an employee who has been
away from work for 13 weeks or less, and who is therefore regarded as continuing
to receive hisnormd earnings.

H. Quality of the dataset

Amount of data collected by proxy

Negligible fidd indructions permit proxy information only when a member of the
household will be absent from the household for more than 7 days from the household
interview. Employers do not supply information on earned income. However when it is
possible records (paydips, etc) are inspected. For other income data, records are checked
aswedl wherever itispossible.



Income data from datasets compared to National Accounts information

Income Grossed Comments Implications
component estimate from for income
micro-data  as digtribution
% of national estimates
accounts
(1995/6)
Wages and | 94% a)FES does not cover HM Forces| Likdy to be
sdaies living in baracks or dationed| smdl. May be
oversess (1.5% of nationad accounts| modest under-
totd) edimaion  of
inequaity if
b)Comparison is based on FES| shortfdl IS
norma wages and sdaies, which | heavily
are 2.7%, lower than current wages | concentrated at
and salaries. top of income
digtribution.
Sdf- 67% ) National accounts figure are| Sgnificant
employment adjusted upwards by 16% for under- | bias in
income reporting. andyses of the
d) Edimate varies from year to| sdf-employed.
year (between 66 and 87 per cent | May affect

over last 6 years).

€) Known under-response rate
for sdf-employed not corrected for
in grossing.  (Number  reporting
income from sdf-employment  in
FES is 80% of Inland Revenue
figure).

f) FES subditutes “drawings
from budness’ for profit in cases
where profit is O, negative or not
known.

0 FES daa usudly refers to
earlier period, (recorded in survey).
Data for comparison purposes has
been uprated in line with average
eanings.

h) Reported income tax pad
may not be contemporaneous with
reported profit

)] New questions introduced in
1996/7, which may improve quality
of data

andyses of
income
digtribution:
average
income may be
underestimated
, affecting
measures
linked to
average.
See section 6
aso.

the




Occupationd 49% Nationd accounts incudes Iump | Smdl if
pensons um payments  aisng  from | content to
retirement, redundancy or life| exdude lump
assurance polices reaching maturity. | sum  payments
After adjusment for this survey | fromincome
accounts for over 90 per cent. Pensioner
inequaity may
be dightly
underestimated
| nvestment 52% a) Nationd accounts edtimate is| Missng

income derived as a resdud from persond | income  likdy
sector  edimate by dripping out | to be manly at
income of non-profit making bodies. | top of income
Edimate subject to wide range of | digribution.
gror but only about 8% of | Downward
invesment income of household | bias in income
sector. levels a the
b) National accounts includes| very top of the
private trusts which are not likdy to | income
be induded in FES (no officid | digtribution.
estimate of size). Average
C) FES edimaes low for high| income will be
income individuds (around 50% | underestimated
compared with Inland Revenue) |, affecting
because of under-reporting and | measures
under-representation. linked to the
d) FES data relates to earlier | average.
period (not recorded in survey), a
bet to 12 months preceding the
interview.

e) Edimate varies from year to
year (between 49 and 63 per cent
over lagt 6 years).

Transfers 82% Varies by benefit - over 90 per cent | Depends  on
for retirement pension and child | grossing
benefit. regime;

Some  dhortfdls  may  reflect | probably smal

adminidrative counts inflaed by | if effects of

fraud. uncorrected
norresponse
biases are
excluded

Other income FES, Nationa Accounts cover | Smdl;

different items

amounts to
<2% of tota
grossincome




Direct taxes 97% Incometax - 96% Negligible
Employees Nationa Insurance
contributions - 101%

Local taxes - 98%

Non-response

Non-response bias is sudied through information from decennid Census of Population
and Housng on drawn/digible sample. Most recent study is for FES data in January-June
1991 (Census in April 1991). Man conclusons were tha response was lower in Greater
London and higher in non-metropolitan areas. Non-response tended to increase with age
of the head of household up to age 65. Households with 3 or more aduts, or where the
head was born outsde the UK or was classfied to an ethnic minority group were aso
more likely than other households to be non-responding. A more recent study, using
information collected by interviewers, tended to confirm most of this picture.

The results of the Census comparison sudy provide an initid st of weights for the
welghting methods described eerlier.

Separate andyses, usng a geo-demogragphic coding system, have indicated sSmilar
results. The main problems appear to be lower response rates for older council flat
accommodation in inner city aress, and for younger people in houses, which have been
sub-divided into separate accommodation units or blocks of flats. Non-response by these
groups appears to be mainly because of problems in contacting these households, refusa
levels gppear to be about norma. Response by higher income households seems to be a
normd levels

Posshle effects of the non-response biases on income distribution based on comparisons
with tax-or other adminigtrative records.

Overdl, FES edtimations of the amount of tax paid has been between 97% and 108% of
adminigration figures in recent years. It overestimates the number of taxpayers (by 5% in
1995-96). The didribution of taxpayers and tax pad in the FES is dmilar to the
digtribution from administrative sources except at the very top of the income range. The
proportion of taxpayers paying in excess of £10,000 income tax in 1995-96 is amilar, but
the amount of tax paid is 25% lower in the FES.

The DSS HBAI sies adjudts for volaility and typicd under-capturing of very high
incomes by cdibrating data for very high incomes (gpproximately the top 1% of tax
units) to data from tax files.

Comparisons with adminidrative records of benefit receipt can be difficult to interpret,
because dternative explanations of differences include: inaccurate recording of benefit
recept in the FES (particularly where one benefit may be confused with another);
adminigrative counts including those not in private households, or being affected by
fraudulent receipt including multiple identity fraud. But it gppears tha low-income non
pensoners without children and low-income families in private rented accommodation,
are under-represented in the FES (and grossng regimes which correct the overdl




numbers by family type or by tenure leave them under-represented). But there is not
strong evidence that the low-income population as a whole is under-represented.

Other comparisons

Non Response Questionnaires have been used to attempt to collect a limited amount of
information on the characterisics of non-respondents. These largely have confirmed the
findings of the Census nonresponse comparisons and the geo-demographic comparisons.

Groups for which non-response problems are suspected

The answer to this question is purely conjecture as we have very little information about
those who do not respond, and usudly only basic demographic information. We suspect
that there are some groups from whom it is difficult to get complete or reliable
information about earnings and income - those who are reluctant to declare their income
for one reason or another. The same groups may be deterred from participating in a
financid survey inthefirg place.

Income estimates most at risk for non-response bias

Response patterns - notably the under-representation of households with very high
incomes - may lead to inequality being understated (unless corrective action is taken, as it
is for some officid datidtics). Apparently low response rates among single youngders
suggest results for young single adults should be trested with caution. There may be other
ggnificant, but undetected, biases due to variations in response rates.

Employing a plausble grossng regime can have a dgnificant impact on edimates of
some features of the broad income didtribution. For example, estimated mean gross
weekly income can be increased by up to 5% when a grossing system controlling to age,
sex and region is used. A grossng regime controlling to age, sex and
sngles/couplesiwith/without children can incresse the 95" percentile of equivaized
incomes by 3%-4%. However, in generd the choice of one plausble grossng regime
over another makes little difference to the broad picture; and only a modest difference to
more detailled estimates, such as the proportions of a group, eg. single parents, faling
below a given income threshold.

Changes in response rates

There has been a steady fdl in response rates in the last 10 years from a pesk of 72 per
cent in 1987 to 62 per cent in 1997-98. The response rate for 1998-99 is likely to be
below 60 per cent. It is not known what the effect of thisfall has been on response bias.

| ncome components and non-response




The FES response rules require detailed information on al income components to be
provided - by direct reporting. Proxy interviews are only collected for persons away for
less than 6 months who are not expected to return within the next 7 days If not dl
household members aged 16 and over provide information the entire household is treated
as nontresponding. Consequently, no mgor components of income have item non
response.

For sdf-employed income, and to a smal extent investment income as wdl, there may be
item nonresponse to some questions, but dternative information will be obtaned

through other questions to provide a full answer to the topic. So there will not be non
response to the topic even though some questions have non-response.

Imputation
Not gpplicable to period covered in this report.

Top- and bottom coding

No top or bottom coding is used; actual amounts are recorded. Negative income after tax
is recorded as such. In some andyticad work, an imputation is made when there is
negaive or zero income for the sdf-employed. This will be based first on drawings or, if
that information is not available, on recorded expenditure.

Is the reported income net of taxes affected by impefect data on direct taxes?

For the greet mgority of people, the qudlity of data on direct taxes is very good. People
in receipt of regular income are taxed through a pay-as-you-earn sysem and investment
income is pad net of badc rae tax. The difficulty comes for those whose earnings are
irregular, particularly the sdf-employed and, to a lesser extent, those moving in and out
of employment during the year, and higher rate tax payers with sgnificant income from
invetments. In these cases, the individuds are likdy to make lump sum tax payments or
recave tax refunds. This information is collected in the FES. However, these lump sums
may not be contemporaneous with the reported income. Basng net income on the
reported direct tax, including lump sum payments, can lead to households having
disposable income very much out of line with their expenditure,

In some income andyses these lump sum tax payments are examined and compared with
other information in the survey. If it appears that pat or dl of the payment relaes to
income from previous period then the amounts of tax are reduced to reflect this.
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