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Many if not most Baby Boomers appear at risk of suffering a major decline in their living standard in
retirement. With federal and state government finances far too encumbered to significantly raise Social
Security, Medicare, and Medicaid benefits, Boomers must look to their own devices to rescue their
retirements, namely working harder and longer. Unfortunately, the incentive of Boomers to earn more
is significantly limited by a plethora of explicit federal and state taxes and implicit taxes arising from the
loss of federal and state benefits as one earns more. Of particular concern is the potentially huge work
disincentive facing those in their early sixties associated with Social Security’s complex Earnings Test.
This study measures the work disincentives confronting those age 50 to 79 from the entire array of
explicit and implicit fiscal work disincentives. Specifically, the paper runs older respondents in the
Federal Reserve’s 2013 Survey of Consumer Finances through The Fiscal Analyzer ‐‐ a software tool
designed, in part, to calculate remaining lifetime marginal net tax rates. These net tax rates tell us how
much earning an extra $1,000, for example, raises the expected present value of lifetime spending. If the
answer is, say, $700, the household faces a 30 percent marginal net tax rate. The Fiscal Analyzer includes
all of the roughly 30 major federal and state fiscal systems, each of which was, it seems, established with
no regard to its impact on overall work incentives.
We find that working longer, say an extra five years, can raise older workers’ sustainable living
standards.
But the impact is far smaller than suggested in the literature in large part because of high net taxation of
labor earnings. We also find that many Baby Boomers now face or will face high and, in very many cases,
extremely high work disincentives arising from the hodgepodge design of our fiscal system. Although
each fiscal system can, in many circumstances, pile on, the three greatest deterrents are losing one’s
disability benefits, losing one’s Medicaid benefits, and losing one’s Social Security’s benefits via the
Earnings Test. The Earnings Test is particularly significant, as, given the way it is likely perceived, it can
strongly affect most workers who take Social Security benefits early. It places younger elderly into 50
percent higher perceived tax brackets. And it does so for no clear purpose since the Earnings Test was
intentionally designed to collect no net revenue in present value.
A second key finding is that the marginal net tax rate associated with a significant increase in earnings,
say $20,000 per year, arising from taking a full‐time or part‐time job (which could a second job), can, for
many elderly, be dramatically higher than that associated with earning a relatively small, say $1,000 per
year, extra amount of money. This is due to the various income thresholds in our fiscal system, which
when exceeded, lead to the partial or total loss of particular benefits.
Another key finding is the enormous dispersion in effective marginal remaining lifetime net tax rates
facing seeming identical households, i.e., households with the same age and resource level. Finally, we
find that traditional, current‐year (i.e., static) marginal tax calculations relating this year’s extra taxes to
this year’s extra income are woefully off target when it comes to properly measuring the elderly’s
disincentives to work.
Our findings suggest that Uncle Sam is, indeed, inducing the elderly to retire. There are many ways to
reverse this policy, including the relatively inexpensive elimination of Social Security’s Earnings Test.

