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very state that has an income tax offers some

kind of tax break to those over 65 years of age.

These breaks include 1) an extra exemption or
deduction for those over age 65, and 2) favorable tax
treatment of Social Security benefits and other ‘retire-
ment’ income. Substantial in size, these tax breaks can
result in elderly taxpayers paying up to one-third less
than their non-elderly counterparts.’

Despite the size and scope of these existing tax
breaks, every spring brings a raft of policy proposals
to state legislatures to expand those tax breaks even
further. For example, in 2022, at least 20 states con-
sidered and, in at least 8 cases, passed laws expand-
ing these tax breaks. Because states already have tax
provisions that lead many lower- and middle-income
seniors to pay little in income taxes, these proposed
expansions benefit primarily higher-income seniors.
Why, then, are these proposals a perennial part of the
state fiscal landscape? According to policy advocates
and the policymakers themselves:

“We want every senior to benefit from this because
it helps our seniors not only remain independent,
which is what we want them to do in our community,
but it’s also going to pump more money into our econ-
omy, which is what we need them to do,” says Cabinet
Secretary for Aging and Long-Term Services, Katrina
Hotrum-Lopez (in New Mexico, which eliminated all
taxes on Social Security benefits in 2022).2

Another example comes from Iowa in which a new
law exempts all ‘retirement income’—defined as “a
pension, an annuity, a self-employed retirement plan,
deferred compensation, IRA distribution, or other
retirement plan benefits” from Iowa taxation.> Chris
Hagenow, vice president of Iowans for Tax Relief and
a former Republican state representative, told Des
Moines TV station KCCI in 2022 that the move will
help Iowa hold on to more of its citizens: “These folks
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' income-based, refundable tax credits, which
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. that owe little in income taxes.

have contributed to their communities, their families,
[and] their churches all along and then, because of our
tax code, there’s an incentive for them to leave Iowa
once they reach their retirement age”*

Among the most elaborate economic growth-focused
explanations comes from South Carolina 2018 guberna-
torial candidate, Yancy McGill, who proposed eliminat-
ing all income taxes on seniors:

“The economic growth from all the new seniors

migrating here will swell the coffers of state and local

government, in the form of additional sales tax, gas
tax, and other incremental revenue sources...Many

of these out of state seniors have significant wealth
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that they bring with them, swell-
ing South Carolina investment
businesses, such as banks, finan-
cial institutions, etc...This new
“industry,” senior citizens, would
diversify our economy and reduce
our reliance on more cyclical
sectors of our economy... Many of
these new citizens are retired in
name only and would become a
significant source of new talent for
our philanthropic and charitable
organizations.”

These quotes are just a sampling
of the arguments made each year
in favor of expanding income tax
breaks for senior citizens. While
fairness is also sometimes an
appeal, a universal thread is that
such tax breaks will be ‘good’ for

the state. As the above quotes sug-
gest, these tax breaks are promoted
as a way of keeping the elderly
from leaving the state or attracting
‘new seniors, which will ‘pump
more money into the economy’
This brief draws on our recently
published study that investi-
gates, directly, the impact on state
economic growth of expanding
income tax breaks for seniors.® It
summarizes the three different,
yet complementary, empirical
approaches we take and the con-
clusions drawn from each one. In
short, we find no evidence that
expanding income tax breaks for
high-income seniors is ‘good’ for
state economic growth and, in fact,
it may even be harmful.

Background on Senior
Tax Breaks

The tax breaks targeting elderly
taxpayers occur in both federal and
state income tax laws and fall into
three categories. Table 1 summarizes
their prevalence at the state level and
how much they have changed during
the period covered by our study
(1977-2015). The first is an extra
exemption, deduction, or tax credit
given on the basis of age. These
extras have been in the federal and
most state tax codes since the 1950s,
tend to be modest in size, and have
been relatively stable.”

The second is preferential treat-
ment of Social Security benefits
(SSB), which are a major source

TABLE 1: STATE INCOME TAX POLICIES TARGETING THE ELDERLY, 1977 AND 2015

1977

# of States

2015
# of States

Extra Exemption, Deduction, or Credit Based on Age

Not Offered
Offered

Social Security Benefits
Not Exempt
Fully Exempt
Partially Exempt
More favorable than federal limit
Same as federal limit

Pension and Other Retirement Income
Not Exempt
Fully Exempt
Partially Exempt/Credit
Exempt up to $10,000
Exempt Between
$10,001 & $20,000
$20,001 & $40,000
$40,001 & $60,000
$60,001 & $70,000
$70,001 & $99,162
Credit for Pensions
Up to $10,000
Between $10,001 & $40,000

11 11
34 33
1 (MS) 0
44 30
0 14
0 4 (CT, KS, MI, NE)
0 10 (CO, MN, MO, MT, ND, NM, RI, UT, VT, WV)
31 13
3 (HI, IL, PA) 5 (AL, HI, IL, MS, PA)
26
8 (DE, MD, MI, MS, NJ, OH, TN, VT) 3 (MT, WV, WI)

10 (AR, IA, LA, MN, MO, OR, NM, ME, 0K, NJ)
CO, DE, MD, NY, SC, VA)

Notes: Table includes all 50 states plus DC. In 2015, 41 states plus DC levied an income tax whereas NH and TN had more limited income tax systems, for a
total of 44. AK eliminated its income tax in 1980, so there were 45 in 1977. AK, DC, Hl are not included in our econometric analyses. Amounts given are for a
married household; singles are generally half of the amount. Source: Table 1 in Brewer et al. (2022), which is based on Bakija (2017).
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of income for lower- and moder-
ate-income seniors. At the federal
level, SSB were entirely exempt
from income taxes until 1982 when
the Social Security Act of 1982
began taxing a portion of SSB for
those single/married households
with ‘combined income’ above
$25,000/$32,000.% In 1993, a second
set of income thresholds were set (at
$34,000/$44,000), above which an
even larger portion of SSB is taxed.
As Table 1 shows, nearly all states
followed the federal tax code prior
to 1982 (treating them as tax free).
After 1982, a minority of states
began taxing them at either the fed-
eral (or lower) level. The number of
states that tax SSB at all has steadily
declined in recent years and remov-
ing the remaining taxes has been
a commonly proposed expansion.
In 2022 alone, laws reducing or
eliminating taxes on SSB have been
passed in Nebraska, New Mexico,
and North Dakota—three of the 14
states that still levied any tax on SSB
in 2015 (the last year of our study).
The third type of tax breaks are
exemptions for ‘retirement income,
which is defined differently across
the states, but typically includes
pension income, and sometimes also
includes IRAs, interest and dividend
income, and even a small amount
of labor income. As Table 1 makes
clear, these exemptions have grown
in both prevalence and size in the
decades covered by our study. States
have continued to expand these tax
breaks since 2015. For example, in
2022, Connecticut, Iowa, Maine, and
Maryland all reduced or eliminated
the tax on ‘retirement income’
Because state tax codes include
complexities and interconnected
features, looking at a specific type of
tax break in isolation can be prob-
lematic. For example, some states
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include SSB in ‘retirement income’
which reduces the generosity of any
specific exemption level.” For that
reason, as well as to ease interpre-
tation, our analyses use a summary
measure that reflects the combined
effect of different features of the
income tax code.

Why and How Would
Senior Tax Breaks Affect
Economic Growth?

As the quotes above suggest, pro-
ponents of senior tax breaks often
argue that they will affect seniors’
decisions to remain in or move to
the state. The assumption is that
retaining and recruiting seniors pro-
vides an economic stimulus: their
accumulated wealth and demand for
goods & services in turn translates
into more sales, property, and other
types of tax revenues. However, as
most seniors are retired, their pres-
ence adds to the demand for goods
and services (including housing and
health care) but perhaps without
adding much to the productive
capacity of the state economy.
Another consideration is that
relatively few elderly—approximately
1 percent or less—move across state
lines in any given year. The effects
of migration on the state’s economy
therefore seems likely to be small.
On the other hand, the behavior of
all senior citizens may be affected
by these tax policies. More favor-
able income tax treatment may
affect their retirement and housing
decisions and other consumption
behavior. For example, if these tax
breaks encourage early retirement
they could reduce the available labor
force and thus productive capacity of
the state. The behavior of the entire
elderly population (and not just the
1 percent who move) seems likely to

have a much larger potential impact
on state economic growth. Yet, the
direction of that effect on local econ-
omies is far from clear and is thus an
empirical question.

Three Types of Empirical
Evidence

Our article provides three different
kinds of empirical evidence in an
effort to answer the basic ques-
tion of whether these tax breaks
are ‘good’ for economic growth.
Specifically, we investigate whether
the reduced tax liabilities for those
over age 65, resulting from changes
in both state and federal tax breaks,
are related to changes in state eco-
nomic growth. We use three alterna-
tive empirical methodologies, each
with its own advantages and disad-
vantages, to estimate the effects on
state economic growth.

A Simple Look at Isolated Cases

Perhaps the most straightforward
approach is to identify situations
where a tax break is changed and
then see if we detect any change in
growth afterwards. The first exam-
ple is Indiana in 1982, which nearly
doubled its refundable tax credit for
seniors from $50 to $90.'° This tax
change would lower the tax liability
of all seniors but have the biggest
proportionate impact on lower-in-
come seniors. A second example is
Kentucky, which in 1995 enacted a
$12,500 pension exemption. This
tax change would likely only reduce
the tax liability for higher-income
seniors, as most lower and moderate
income seniors rely primarily on
SSB which were already tax exempt.
Our first analysis simply examines
the pattern of state economic growth
(as measured by personal income)
before and after the tax change and
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compares it to the national average.
This exercise is shown in Figures 1A
and 1B below. In both cases, there

is no evidence that the state experi-
enced more or less economic growth
than the national average after the
policy change. It therefore provides
the first simple evidence that these
tax breaks do not obviously promote
economic growth.

A Deeper Look At State Tax Breaks

The above exercise, while intuitive
and simple to understand, suffers
from several limitations. It is limited
in terms of the number of states,
policy changes, and years it con-
siders, and it does not control for
other factors that may be affecting
state economic growth. Most of

the policy changes do not occur
within a vacuum; these tax breaks
are enacted alongside other tax law
changes. And, in fact, changes to
other aspects of the tax code, such
as the statutory tax rates, can lead
to an increase or decrease in the tax
“benefit” of being elderly (i.e., the

lower tax liability owed by seniors
relative to a non-senior taxpayer of
similar income).

We therefore construct a sum-
mary measure of the tax benefit of
being elderly in each state and year,
from 1977-2015. Using Current
Population Survey data, we cre-
ate annual financial profiles (level
and sources of income) of elderly
households at different points in
the national income distribution
(e.g., 25™ percentile, median, etc.).
Using a tax calculator tool,'> we then
calculate the state income tax lia-
bilities these profiles would face in
every state and year along with the
liability they would face if they were
not over age 65 and their income
came from sources that don’t
receive favorable treatment. These
calculations show that an elderly
household faces a tax rate that is
on average 2 percent lower than an
equivalent non-elderly household.
Two percent may not sound like
much, but state average income
tax rates are low such that this

difference effectively wipes out the
tax liability of the median elderly
household and reduces the liability
of those seniors at the 90" percentile
by nearly half.

These estimated tax liabilities for
elderly and equivalent non-elderly
households at different points in
the income distribution are then
included in econometric models
that estimate the factors affecting
state economic growth. This method
allows us to control for a wide
variety of state-level and time-vary-
ing factors that could also influence
growth, which helps us identify the
unique impact of these policies.

Figure 2 summarizes the results
from our primary model.” In par-
ticular, it shows the effects on the
growth in state personal income of
a $100 increase in the income tax
liability for different age and income
groups. Not surprisingly, an increase
in income tax liabilities in general
tends to slow economic growth (the
estimated effects are mostly neg-
ative). However, this figure shows

FIGURE 1A. INDIANA’S ECONOMIC GROWTH BEFORE
AND AFTER EXPANDING A TAX CREDIT

FIGURE 1B. KENTUCKY’S ECONOMIC GROWTH BEFORE

AND AFTER ENACTING A PENSION EXEMPTION
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Note: Vertical red line indicates enactment of tax credit expansion.

Source: Appendix Figure 2a, ii in Brewer et al. (2022).

Note: Vertical red line indicates enactment of pension exemption.

Source: Appendix Figure 2b, ii in Brewer et al. (2022).
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FIGURE 2. ESTIMATED LONG-RUN, GROWTH EFFECTS OF STATE INCOME
TAX CHANGES, BY INCOME PERCENTILE AND AGE GROUP
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Note: Double asterisks (**) denote statistical significance at the 5% level; single asterisk (*) denotes statistical
significance at the 10% level. Dagger symbol (T) indicates Nonelderly & Elderly statistically different.
Source: From estimates reported in Table 2, columns 2-5, in Brewer et al. (2022).

that taxing low-income non-elderly
households is the most harmful for
growth, reducing personal income
growth by 0.166 percent for every
$100 increase in tax liabilities. Even
more stunning, a $100 increase in
the tax liability of the richest (top
90" percentile) elderly households
could actually increase state eco-
nomic growth. The patterns are con-
sistent across the different groups;
taxing elderly and/or higher-income
taxpayers has less detrimental effects
on growth than non-elderly and/or
lower-income groups.

Our Final Exercise—A Look at
Federal Tax Breaks

So far, our analyses have focused on
the effects of state income tax poli-
cies. As such, they are subject to the
criticism that states choose to enact
these policies and the state’s economic
outlook may influence those choices.
Perhaps state policymakers enact

The patterns are consistent across
the different groups; taxing elderly
and/or higher-income taxpayers
has less detrimental effects on
growth than non-elderly and/or
lower-income groups.

these policies because growth is lag-
ging or they fear it soon will. In other
words, the relationship between tax
changes and economic growth could
run the other direction.

To address this concern, our
final exercise looks at the effect
of changes in federal income tax
policies—specifically the resulting
change in federal tax liabilities owed
by age and income group—on state
economic growth. State govern-
ments do not choose these policies.
Moreover, households cannot avoid
their effects by moving to a different

state, which effectively shuts down
interstate migration as a possible
mechanism for affecting state eco-
nomic growth. Yet, states are going
to be affected differently by these
policies because their demographic
make-up differs. For example, a
federal tax change that increases the
tax liability of higher-income elderly
households—such as the 1993 law
that increased the taxation of SSB
for the highest income elderly—will
have the strongest effects on states
that have a disproportionately large
number of high-income seniors.

To capture these likely effects,
we focus on two specific periods
of federal tax policy change that
disproportionately affected certain
age and income groups. First is the
1993 federal law (SSA 1993) that
increased the taxation of SSB for
high-income seniors (described
earlier). Next is the 2001 tax cut
(EGTRRA 2001) that reduced the
tax liabilities of lower-income,
non-elderly households much more
than other groups. By selecting pol-
icy changes that affected households
differently by age and income group,
we can explore whether these poli-
cies affected state economic growth
in those states with a disproportion-
ate number of those households.
Using the 5 percent IPUMS sample
of the 1990 and 2000 decennial
census data, we calculate the change
in tax liabilities of different age and
income groups living in every state
as a result of the tax law changes.
We then estimate the effect that the
change in these tax liabilities had on
state economic growth.

Figure 3 summarizes the effects of
this exercise.* Despite the dramatic
differences in our empirical approach
and the practical effects of these
policies (e.g., federal tax cuts can be
financed by increasing government
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FIGURE 3. ESTIMATED STATE GROWTH EFFECTS OF FEDERAL INCOME TAX
CHANGES, BY INCOME PERCENTILE AND AGE GROUP
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Note: Double asterisks (**) denote statistical significance at the 5% level; single asterisk (*) denotes statistical
significance at the 10% level. Source: From estimates reported in Table 4, columns 1-5, in Brewer et al. (2022).

debt while state ones typically cannot;
more generally, we do not how these
dollars were spent/financed), the
message is reasonably similar. Taxing
higher-income taxpayers is less harm-
ful for economic growth, while taxing
the poorest—especially the poor
elderly—is the most harmful.

Conclusion

All three of our empirical approaches
yield similar conclusions—that
decreasing the taxes on lower-income
groups, perhaps especially the low-in-
come elderly, is the most beneficial
for state economic growth. Despite
the rhetoric of some policy advocates,
however, the state income tax breaks
currently being proposed and adopted
do not target this group and instead
benefit high-income elderly. Low-
income elderly do not currently pay
much in state income taxes because
their primary source of income,
Social Security benefits, is not subject
to tax."” Therefore, the proposed tax
breaks—e.g., eliminating taxes on all

To provide economic relief to
low-income elderly households,
states would need to enact income-
based refundable tax credits similar
to the Earned Income Tax Credit
available to low-income working
households.

SSB (for those higher-income taxpay-
ers whose SSB are still subject to tax)
or increasing the ‘retirement income’
exemption—only benefits higher-in-
come elderly. And here again our
results are unanimous in finding that
these policies are the least helpful and
may even be harmful for economic
growth. To provide economic relief to
low-income elderly households, states
would need to enact income-based
refundable tax credits similar to the
Earned Income Tax Credit available
to low-income working households.
Our study suggests that expanding
such tax credits would likely be more
beneficial for economic growth.
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