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How Much Taxes Will Retirees Owe 
on Their Retirement Income?
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When households evaluate their retirement resources, they 
may forget that a portion will be taxed. 

Defined Contribution
- 401(k) - PlansDefined Benefit Plans

Individual Saving
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Calculation of Taxable Social Security Benefits

Source: Congressional Research Service 2020. “Social Security: Taxation of Benefits.” 

Social Security is the largest source of retirement income 
and roughly half of households pay taxes on benefits. 

Modified AGI thresholds Taxable portion
Individual

A Less than $25,000 None

B $25,000-$34,000
Lesser of: 
(1) 50% of benefits or 
(2) 50% of modified income above $25,000 (maximum of $4,500) 

C Above $34,000
Lesser of: 
(1) 85% of benefits or 
(2) 85% of modified income above $34,000 plus amount from line B

Married filing jointly
D Less than $32,000 None

E $32,000-$44,000
Lesser of: 
(1) 50% of benefits or 
(2) 50% of modified income above $32,000 (maximum of $6,000) 

F Above $44,000
Lesser of: 
(1) 85% of benefits or 
(2) 85% of modified income above $44,000 plus amount from line E



3

Percentage of Households (Head Ages 63-73) with Employer-Sponsored Plan, by Income Quintile 2012

Source: Authors’ calculations from the University of Michigan. Health and Retirement Study, 1992-2012.

And up to two-thirds may be taxed on their defined benefit 
income or withdrawals from 401(k)s/IRAs.
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• All households with defined contribution assets are required to take the RMD, which 
starts at age 70½ (or 72 in 2020).

• Assumptions have to be made about their withdrawals before the RMD kicks in. 

• And if any withdrawals are made beyond the RMD. 

Determining withdrawals requires some assumptions.  
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• Unlike assets in retirement plans, these financial assets are not subject to any IRS 
distribution.

• They all have to pay taxes on dividends and interest. 

• And if they sell their stocks/bonds to support consumption, they may also have to pay 
capital gains tax. 

Higher-income households may also have financial assets, 
where taxes depend on withdrawal pattern.  
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While not included in current results, retirees pay state taxes 
equal to about 25 percent of federal and are progressive.

Average Personal Income Tax, by Income Quintile

Income quintile Average state effective tax rates
Lowest 1.0%
Second 2.3
Middle 2.8
Fourth 3.5
Highest 3.9
Total 2.7%

Sources: Left: Congressional Budget Office. 2019. “Monthly Budget Review: Summary for Fiscal Year 2019.”; and Census of Governments. 2020. “2019 State Government Tax 
Dataset.”  Right: Authors’ calculations using the RAND Corporation. 2014. “HRS Tax Calculation.”

Federal and State Revenue from Personal Income Tax, 2019
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• This project aims to shed light on the tax burden that retirees face by estimating 
lifetime taxes for recently retired households across income groups. 

• The data is from the Health and Retirement Study (HRS) and will eventually be linked 
to administrative earnings and restricted state of residence. 

• Federal and state taxes on reported and projected income are estimated using NBER’s 
TAXSIM model. 

Many retirees will likely face taxes, but it is unclear how 
large the tax burden is for the typical household. 
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• TAXSIM, even the Stata add-on, requires an internet/FTP connection, which is not 
available on restricted data computers. 

• There is a solution: TAXSIM can be installed on restricted data computers but it 
requires approval, help from Dan Feinberg at NBER, and the IT staff in charge of the 
restricted computer. 

• For public datasets, adjustments to your system or code may be needed to run 
TAXSIM efficiently.  

• The CRR has written up documents and is happy to share them. 

A note on TAXSIM for other researchers. 
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• Our sample includes households where at least one earner has claimed Social Security 
benefits from 2010 to 2018 in the Health and Retirement Study. 

• The results presented in this version use self-reported earnings and do not include 
state tax burdens. 

Data
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Methodology

• Step 1: Project income streams from Social Security, employer-sponsored retirement 
plans, and financial assets to get lifetime income in retirement. 

• Step 2: Adjust income streams to reflect AIME-specific life expectancy. 

• Step 3: Run income streams through TAXSIM to estimate lifetime tax liability in 
retirement.

• Step 4: Discount tax liabilities and income in retirement back to claiming year. 
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Retirement Taxes as a Percentage of Retirement Income, Households Follow RMD and 
Consume Only Interest and Dividends from Financial Assets, by AIME Quintile and Marital Status 

Source: Authors’ calculations.

Based on self-reported data, taxes in retirement are only 
consequential for the top quintile of households. 

AIME quintile All Single Married
Lowest 0.0% 0.0% 0.0%
Second 0.0 0.1 0.0
Middle 0.3 1.1 0.1
Fourth 1.5 5.0 0.8
Highest 10.5 13.6 9.8

Top 5% 15.4 18.8 15.0
Top 1% 20.9 20.7 21.0

All 5.7% 6.5% 5.4%
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Marital Status and Average Retirement Resources in Year of Retirement in 2018 Dollars, by AIME Quintile

Source: Authors’ calculations from University of Michigan. Health and Retirement Study, 2010-2018.

However, the highest quintile are not the extremely wealthy. 

AIME quintile Percentage married Social Security DB pensions DC balances Financial wealth
Lowest 35.5% $10,606 $2,919 $7,670 $29,078
Second 60.3 19,948 3,769 16,222 58,196
Middle 75.7 32,289 4,444 49,666 82,601
Fourth 82.7 32,289 6,887 132,548 113,446
Highest 82.2 33,130 21,325 423,710 511,112

Top 5% 81.8 36,183 35,996 839,023 803,133
Top 1% 86.2 36,498 38,563 2,119,252 1,842,177
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Average Tax Liability by Different Drawdown Strategies

Source: Authors’ calculations. 

And different drawdown strategies do not matter for tax 
liability.  
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• The results, based on self-reported data, show the tax burden on retirement income is 
negligible for the vast majority of households and only relevant for top quintile.  

• However this is not just about the really wealthy, average 401(k)/IRA balances for 
these households are $400,000 and financial assets are $500,000, yet face tax 
liabilities of about 11 percent.

• Moreover, these results are preliminary and partial.  They are based on self-reported 
Social Security benefits and do not include the impact of state taxes. 

Conclusion


























