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Dz‘w Tom

The Chancellor has asked me to send you,

in advance of his talk with the Prime
Minister, a short note on the distributional
effects of the main changes in his Budget
affecting people's incomes. This is
enclosed, along with two tables showing

the main figures on alternative bases. The
first of these takes no account of rising
prices and earnings; the second does.
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tobacco, alcohol and petrol etc; the absence
ar in the income tax personal allowances and

ts of the Budget can be analysed in simple static
g increases in income and prices, or in dynamic terms

st approach and looks at the effects of the

5 1ﬁ sbraightforward cash terms. It takes no account
’crenses. The figures simply show how real

p or down as a result of the Budget for

sition on this basis. It ignores the
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ect tax increases are not spread evenly.
?Br patterns of family expenditure, the
f?b ;ikely to be broadly proportional to
aﬁngle people.

gd.ébugles the increases will hit those

® ncomes proportionately harder than those

er incomes. This is the usual regressive
omriuttins up the excise duties. Concentrating
es particularly on petrol helps to dampen

cts but cannot do so completely.

] ut children because of the 50p increase in child
= mkhéfit from November, fully in line with inflation.

; Eambarisons will be made with the position as it
3 ‘thg personal allowances and thresholds could
eased this year in line with the statutory formula.
e produced increases of around 15%. On that basis,
on average earnings would have had his income tax
.2lp a week, an increase in net income of 1.2%.
x for married couples would have been £1.90p,

o that they have the same real

o shows some figures calculated
tive assumption that gross
rmula for indexing

3 s for this



. taxpayers at all income levels are seen
reduction in real net income. This is

tax system, the absence of any increase
ances and rate bands shows up as a real increase
L cut in real take-home pay. This is the effect
ugh cuts are spread across the income scale,
1y iargest at the highest incomes. This is

) the higher rates of tax apply are not
with inflation. Although the child benefit
lies with children, their relative position

n this basis of comparison.

-

's, it has been usual to issue a press notice
istrating the effects of income tax changes on

ibed above. Since there are no income tax

is year, the tables are unnecessary. No press




“STATIC" COMPARISON

2/3 1 13 3 5
100 150 225 450 750
T1.18 102.80 154.29 277.56 40%.28
-1.35 -1.98 -2.97 -5.49 -8.01
69.83 100.82 151.%2 272.07 395.27
-1.9% -1.9% -1.9% -2.0% -2.0%
75.63 107.25 158.74 284.97 412.17
-2.05 -2.35 -2.84 -4.06 -5.28
73.58  104.90  155.90  280.91  406.89
=B e -1.8% -1.4% -1.3%
7§ S
84.18 115.80 167.29 293.52 420.72
Lz0 | 32 41.32 .32 41432
2.17  -2.65 -3.90 5EAE
118.95  165.96  290.94  416.88
-o. -0.8% 0.9%  -0.9%
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TABLE 2 . "DYNAMIC COMPARISON

Mu liples of Average
Earnings 2/3 i 13 3 5

Earnings £ per week 100 150 225 450 750

SINGLE ADULT
Net income 19??~8‘l

revalorised (1) (£per week) 72.28 104.00 153.80 285.50 418.90
Income tax change ie no

Trevalorisation(£ per week) -1.29 -1.21 -1.21 -10.10 -18.39
Indirect tax change

(£ per week) -0.64 -0.94 -1.41 -2.58 -3.79
Net Income after Budget

(€ per week) 70.53 101.86 151.19 272.82

% Change -2.6% -2.1% -1.7% 4,49

MARRIED COUPLE
Net income 19??581

revalorised (£ per week) 77.49 109.11 158.91 294.02 429.12
Income tax change ie no

revalorisation%ﬂ per week) -1.91 -1.91 -1.91 -11.25 -19.77
Indirect tax change

(£ per week) -1.02 -1.15 -1.34 -1.84 -2.34
Net income after Budget

€3 Der weex) 74.56 106.05 155.66 280.93
% Change -3.8% -2.8% -2.2% -4.8%

MARRTED COUPLE, 2 CHILDREN

e nl Lovouh, 2 CHILDREN

Net income 1 =81,
by

revalorised £per week) 87.33 118.95 168.75 303

Income tax change ie no

revalorisation(& per week) -1.91 =1.91 -1.91 -11.25 -19.77
Child Benefit change (£per week+0.03 +0.03 +0.03 +0.03 +0.03
Indirect tax change(Sper week)-0.92 -1.07 -1.31 -1.91 -2.52
Net Income after Budget

(£ per week) 84.53 116.00 165.56 290.73 416.70
% Change -3.2% -2.5% -1.9% ~4.3% -5.1%

(«1) ie with full 15.1 revalorisation of allowances & thresholds
(and Child Benefit)
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