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UK's Biggest Tax Cuts Since 1972 Trigger Crash in Pound, Bonds 
UK goes whole hog on the "trickle down" theory 
Bloomberg 9/23/2022 Highlights 
Liz Truss's new British government delivered the 
most sweeping tax cuts since 1972, slashing 
levies on rich households and companies in a bid 
to boost economic growth in a move that 
triggered a massive market selloff in UK assets 
due to concerns about inflation (already at 9.9%, 
near a 40-year high) and about a spiraling 
government debt burden.  

The pound crashed below $1.11 for the first time 
since 1985 (Dave notes it declined further to 
$1.035 early on 9/26, down 22% year-to-date. 
The Euro at $0.96 is down 15.3% year-to-date 
against the $US - Marketwatch). 

(Dave notes the $US, as the safe haven currency, 
has soared to 20-year highs, which hurts US 
exports and US investors in foreign securities.) 

Borrowing costs on five-year UK bonds jumped 
the most for a single day as traders dumped UK 
assets.  

The package was more ambitious than expected, 
with a big giveaway for the UK's wealthiest 
households. The top rate on over £150,000 of 
income will drop from 45% to 40%. The middle-
income tax rate only dropped 1% from 20% to 19%. 

The Conservative administration hopes its 
program of lower taxes and deregulation will 
turbo-charge the economy, staving off a 
recession that the Bank of England says has 
already begun, and shaking the UK out of a 
decade of weak growth.  

Economists said the measures might quickly 
become unaffordable. Unions and the Labour 
opposition said the measures will benefit the rich 
and do little to help those on moderate incomes 
with a tightening cost-of-living squeeze. The 
planned increase in the corporation tax from 19% 
to 25% next year was abandoned. 

The plunge in the UK bond markets means 
investors are now betting the central bank will 

boost its benchmark lending rate with the 
sharpest increase since 1989. It's a sign that 
traders believe the extra borrowing will do little for 
growth but drive up prices even more quickly.  

Dave notes the current US tax rates top at 37% 
only on incomes over $647,850, 35% over 
$431,900 and 32% over $340,100 for married 
joint taxpayers. Pre- Reagan tax cuts, our US top 
rates had been  50% on earned income over $50k 
and 70% on unearned income. Nethertheless, we 
had a good economy for most of the high tax 
periods. The tax cuts for the wealthy popularized 
the infamous phrase "trickle-down" economics, 
and more recently, "supply-side" economics.  

Wikipedia"trickle-down" notes:  
The term "trickle-down" originated as a joke by 
humorist Will Rogers and today is often used to 
criticize economic policies that favor the wealthy 
while being framed as good for the average 
citizen. David Stockman, Ronald Reagan's 
former budget director, championed Reagan's tax 
cuts at first but later became critical of them and 
told journalist William Greider that "supply-side 
economics" is the trickle-down idea. 

Humorist Will Rogers long ago jokingly advised: 
“They [Republicans] didn't start thinking of the old 
common fellow till just as they started on the 
election tour. The money was all appropriated for 
the top, hoping it would trickle down to the needy. 
Mr. Hoover was an engineer. He knew that water 
trickles down. Put it uphill and let it go and it will 
reach the driest little spot. But he didn't know that 
money trickled up. Give it to the people at the 
bottom and the people at the top will have it 
before night, anyhow. But it will at least have 
passed through the poor fellow's hands.”   

Economist Thomas Sowell consistently argues 
that trickle-down economics has never been 
advocated by any economist, writing in a 2014 
column: “Let's do something completely 
unexpected: Let's stop and think. Why would 
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anyone advocate that we ‘give’ something to A in 
hopes that it would trickle down to B? Why in the 
world would any sane person not give it to B and 
cut out the middleman.  

In a study of "zombie ideas," political scientists 
Brainard Peters and Maximilian Nagel describe 
trickle-down economics as the most enduring 
"zombie idea" in American politics. By zombie 
idea, they refer to ideas that have been 
unsuccessful at achieving intended goals, yet still 
survived in public policy discourse. 

A 2020 working paper by London School of 
Economics and Political Science researchers 
compared the results of countries that passed tax 
cuts in a specific year with those that did not, over 
a five-decade period from 1965 to 2015 in the 18 
member countries of the Organisation for 
Economic Co-operation and Development. It 
found that contrary to the claims of trickle-down 
theory, tax cuts for the rich had “no significant 
effect on employment or economic growth." By 
contrast, they even found evidence of a "sizable" 
increase in income inequality. 
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