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Tax Credit changes in the Budget threaten working family finances 
 
 
• As result of the tax credit changes in the Budget three million working households will lose on 

average  £1,400 a year  (£27 per week) - many with children will lose over £2500; 
 
• Many families affected will not have enough income to provide a “minimum acceptable standard 

of living”1; 
 

• A family (with two children) earning £25,000 per annum is unlikely to have enough 
money to meet even the bare essentials; 
 

• Fifty per cent of families will  effectively have a 80% “tax” rate - the Treasury will allow them to 
keep only 20p in the pound from any new income - those in rented accommodation will be able 
to keep only 13p; 

 
• It will be almost impossible for these families to replace the lost income by working more 

because so much of any extra income would be lost as a result of the very high effective tax 
rates. 

 
 
In the Summer Budget the Chancellor announced major changes to 

tax credits that will significantly reduce the incomes of 3 million 

working households. The average loss of income will be £1,400 a 

year - or about £27 per week. The loss will vary from family to 

family depending on their circumstances, but some will be losing as 

much as £50 per week. For example, a one-earner family with two 

children earning £25,000 per annum will lose £49 per week, leaving 

them with only £460 pw not even enough to cover basic living 

costs. (Please see detailed case studies of two and one-earner 

families on £25k below). 

 

At CARE we are concerned that there is little public awareness of the financial problems which 

working families will be facing next year. By April 2016 families will be only too aware but by that 

time it will be too late. The Chancellor needs to think again.  

 

The Government expects to save £4.4 billion next year from the tax credit changes. Most of this 

money will come from the household budgets of 3 million households which are already fully 

committed. It is doing this by reducing the level of earnings at which tax credits are withdrawn, and 

increasing the withdrawal rate from 41% to 48%. It is these two changes which will reduce family 

income next April.  6 out of 10 of all families will be affected. 

 

 

                                                 
1
 As defined by the Joseph Rowntree Foundation, see https://www.jrf.org.uk/income-benefits/minimum-

income-standards  

https://www.jrf.org.uk/income-benefits/minimum-income-standards
https://www.jrf.org.uk/income-benefits/minimum-income-standards
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It seems to us quite wrong that the Treasury is proposing to reduce the deficit by putting the 

burden on struggling working families whilst it is increasing the deficit by raising the income tax 

threshold to £12,500. This policy, as the Institute of Fiscal Studies has demonstrated, 

disproportionately benefits those in the top half of the income distribution. 

 

The Government says that the cost of tax credits has become too great for taxpayers to support at 

a time when the overall priority has to be the reduction in the deficit. It says that it wants to move 

away from a “low wage, high tax, high welfare society to a higher wage, lower tax and lower 

welfare economy”. This will be of little comfort to the many families who next April will find that as a 

result of the Chancellor’s decisions they have a black hole in their own finances and have little 

chance of filling it. Introducing a “National Living Wage” – increasing the minimum wage by another 

name – will not solve their problem as most of the families affected are already earning more than 

the proposed living wage. 

 

If the families concerned try to plug 

the gap in their own finances by 

working longer hours, they will find 

that the Government will allow them 

to keep only 20p in the pound from 

any new  earnings — income tax is 

20%, national insurance contributions are 12% and tax credits will be reduced by 48p with every 

extra pound earned. Those in rented accommodation who are entitled to housing benefit will only 

keep 13p from every extra pound earned. Their effective “tax” rate will be 87%.  Even if a non-

earning spouse goes back into paid work, the most they will be able to keep will be 52p from every 

extra pound they bring home and to earn this money they may have travel and child care costs. 

Single parents don’t even have that option.  

 

With the Government taking back 80p from every extra pound earned, a family needing to find an 

additional £50 week would have to earn, depending on their exact circumstances, between an 

extra £3,500 and £12,500 per annum. (The lower figure is for a family with one or two children. 

Here the lost tax credits can be replaced by earnings taxed at 32%. The higher figure would apply 

to a family with 3 or more children as they suffer at the higher “tax” of 80%). For most families this 

is totally unrealistic. If they cannot replace the loss of income by earning more, the only choice 

families who are already in full-time work and earning around the median wage will have is to 

consider what expenditure they can cut. Do they get rid of the car? Can they cut the food bills by 

£50 per week?   Can they stop buying clothes for their children? 

 

Given that Tax Credits were introduced because income tax had ceased to take account of family 

responsibilities, if those tax credits are now to be phased out, tax reliefs for families must be 

phased back in. As a minimum the existing transferable allowance for married couples needs to be 

increased significantly, but the problems most single parent families will face next April will be no 

less great than those faced by married couples and something does need to be done for them 

also.  
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Case Studies 
 

Table 1 below shows how much various families will be losing next year and demonstrates how 

difficult it will be for a family with an income just below the average wage to make the economies 

necessary to avoid falling into debt. The figures for living expenses are based on those which the  

 

Joseph Rowntree Foundation regard as the minimum a family would need to spend to have an 

acceptable standard of living, see Table 2.2 

 

In the current financial year a two earner family with two children where one parent earns £15k and 

another £10k per annum (i.e. where they have a household income before tax and benefits of 

£25k) gains from the net impact of tax and benefits. The net impact of these losses and gains is a 

significant increase in the household income such that it is raised from £25,000 to £28,120. Once 

we move to the next financial year, however, and the tax credit changes announced in the Budget 

take effect, this same family will see their final income drop suddenly by about £2,500 to £25,655.  

 

In the current financial year, prior to the introduction of the tax credit cuts, a one earner family with 

two children where the parent in paid employment earns £25,000 is treated far less favourably. 

They pay much more tax because, although this household has the same number of mouths to 

feed it only benefits from one tax allowance. The impact of tax and benefits therefore only 

increases its income by £153. Once we move into the next financial year, however, and the tax 

credit cuts, the net effect of tax and benefits is actually a very significant reduction in the money 

that the person in paid employment can take home. They will pay significant tax, although their 

income is well below that for a minimum living standard, and only get to keep £23,884 of the 

£25,000 they earn. 

 

Table 1: Tax Credits in 2015/16 and 2016/17 compared  

— a family not claiming for child care costs and paying rent /council tax of £115 pw 

Family Two earners 

(£15,000pa & 

£10,000pa  

 One earner on 

£25,000pa 

 

 2015/16 2016/17 2015/16 2016/17 

 £ £ £ £ 

Gross earnings 25,000 25,000 25,000 25,000 

Income tax - 880 -800 -2880 -2800 

                                                 
2
 Even before the Budget changes a family with two children on £25,000 would not be able to reach this 

minimum standard. If the Budget proposals go ahead the shortfall will be greater. The Joseph Rowntree 
Foundation publishes annually the income families need to achieve what they regard as a minimum 
acceptable standard of living. 
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National Insurance -1066 -1066 -2033 -2033 

Tax credits 3278 733 3278 733 

Housing benefit 0 0 0 1196 

Child benefit 1788 1788 1788 1788 

Annual income 28,120 25,655 25,153 23,884 

     

Weekly income £ 541 £ 493 £484 £459 

Change in weekly 

income 

 -£48  -£25 

 

Table 2: Family Budgets for two adults and two children 

 £ 

Basic living expenses  

Food 104 

Clothes 48 

Utilities 47 

Other eg Health, hair cuts, 44 

House goods, maintenance, cleaning  38 

Sub total 281 

Rent & Council Tax 115 

Car 41 

Travel for work 27 

Total for basic living 464 

  

 

*These expenses do not include any social, leisure, holidays or cultural activities, which are 

considered essential for a “minimum acceptable standard of living“. To achieve this, the family 

would need an extra £ 113 to the budget bringing the total to £ 577 pw.  

 

CARE will be raising the above concerns with Treasury Ministers in the coming weeks to keep the 

momentum growing and would be pleased is supporters could join us in prayer over this issue. 

 

Don Draper, Leonard Beighton and Virginia Newsome | CARE Fiscal Policy Consultants  


