Assessing the impact of Tax Credit data on the 2009 Income Domain.
Background

Since the development of the SIMD in 2004 there have been a number of changes to the benefits and tax credits system which have resulted in the income domain not being directly comparable between indices. In the 2004 index data on Disability and Working Families Tax Credit were included as an indicator of low income. For the 2006 index these tax credits had been replaced by Child and Working Tax Credits but HM Revenues and Customs (HMRC) were unable to supply small area data for either scheme so no tax credit data was included in the index.

For the version of the SIMD 2009 income domain published in October 2009, data from different years was used as the most recent data available at the time of publication.  The domain used adults in benefit households from 2008, children in benefit households from 2007 and low income families on tax credits from 2006.  A version of this paper was produced in October 2009 analysing the impact of including this data in the domain.
As a result of the error identified in the Tax Credit data provided by HMRC for SIMD 2009, the income domain has been revised and a new SIMD 2009 Version 2 released (in July 2010).  This version of the income domain uses data from 2008 as it was possible to obtain tax credit and children in benefit households data from 2008 and to combine this with the adults in benefit households data from 2008 used previously.  This paper has been updated to provide analysis of moving from the 2006 income domain to the 2009 SIMD version 2 income domain with and without tax credits – i.e. a straight update to the 2006 methodology and the inclusion of the additional group of income deprived people.

Correlations
The correlation between the 2006 income domain and the two versions of the 2009 domain (i.e. excluding and including tax credit data) are very high as can be seen below (R2 of 0.95 and 0.94). The inclusion of the tax credit data reduces the strength of that correlation slightly which is to be expected.
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There are a number of obvious outliers on these two charts, the most prominent are S01003368 (Glasgow - Gallowgate North and Bellgrove) and S01003319 (Glasgow – Craigton).   The first of these has seen a large increase in population since SIMD 2006 and a reduction in the percentage of people income deprived.  The Craigton datazone has seen a large fall in population since SIMD 2006 and between 2007 (the SAPE year used to calculate the domain) and 2008 (the year of the benefits and tax credit data).  The datazones below the line have seen a worsening in income domain rank between SIMD 2006 and SIMD 2009 with and without the inclusion of tax credits.  S01004255 (Moray – South of Elgin) has seen the population more than double whilst the number of benefit claimants has increased much faster.
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Looking at the correlation between the two versions of the 2009 income domain, the relationship is much tighter (R2 of 0.98).  There are no real outliers above the line of best fit (areas that have seen a large improvement in ranks as a result of including tax credit claimants).  There are some areas that have seen a reduction in ranks and move a long way below the line.  These will be areas with a high proportion of tax credit claimants. For example S01003227 (Glasgow – Pollokshields East) goes from income domain vigintile 6 to vigintile 2 with the inclusion of tax credit data.  This datazone has a population of 1,200, just under 200 people live in benefit households and a similar number are on low incomes and in receipt of tax credits.  Including Tax Credit data in the SIMD 2009 income domain doubles the proportion of people in the datazone counted as income deprived.
Proportion of Income deprived people

Looking at the proportion of income deprived people identified without tax credits it can be seen that at the most deprived end of the scale the highest levels of income deprivation are sitting at over 70%.  In SIMD 2006 three datazones had more than two thirds of the population counted as income deprived.  This would fall to two in SIMD 2009 if tax credit data was excluded but rises to five with the inclusion of tax credit data.  The lines in the chart below show that levels of income deprivation across Scotland fell between SIMD 2006 and SIMD 2009 if tax credits are excluded (blue line to dark red line).  When tax credits are included in the SIMD 2009 income domain, levels of income deprivation rise compared to SIMD 2006. 
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Local Authority level
At local authority level the inclusion of tax credit data in the income domain has a small affect on most Local Authorities.  Only six Local Authorities see an increase or decrease of more than 2 datazones in the 15% Most Income Deprived.  With each of these, the change is an increase or decrease of less than 10% except for Midlothian which sees an increase from 3 to 6 datazones in the 15% most income deprived and West Dunbartonshire which sees a decrease from 39 to 32 datazones in the 15% most income deprived.
Inverclyde, West Dunbartonshire and North Lanarkshire see large percentage point changes in the national share of datazones in the 15% most income deprived.  Inverclyde and West Dunbartonshire both see a fall whereas North Lanarkshire sees an increase in the national share of the 15% most income deprived datazones.

All Local Authorities see an increase in the percentage of income deprived people as a result of including tax credit data in the income domain.  Twelve Local Authorities see an increase of between 20 and 25% in the number of income deprived, compared to an increase of 19% for Scotland.  Six Local Authorities see an increase of greater than 25% but only one, Orkney Islands, sees an increase of greater than 30%.  Orkney sees an increase from 1,450 to 2,040, an increase of 41%.

Scotland sees an increase of 2.4 percentage points in the proportion of people counted as income deprived.  Shetland sees the smallest increase (1.4 percentage points) and Glasgow the highest (3.2 percentage points).
Conclusions

For the 2009 Income Domain 2008 benefits data formed the majority of the domain. As can be seen from the above analysis the addition of tax credit data identifies more individuals as being income deprived than simply using benefits data in isolation. The extra individuals identified translates into only a small relative change in the pattern of income deprivation across Scotland, despite the inclusion of an additional 19% of people classified as income deprived.  The inclusion of tax credit data in the income domain better reflects the population on low incomes across Scotland. 
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Annex A. Change at LA level in 15% most income deprived after addition of tax credit data.
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Revised July 2010 to take account of revision to tax credit data and publication of SIMD 2009 Version 2


