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Marginal Tax Rates and Labor Supply

• A central issue in the design of tax systems – marginal tax rates 
discourage employment and hours by reducing after-tax wages

– Long understood that one needs to take all taxes into account, 
including payroll taxes and consumption taxes

• But implicit taxes through lost benefits are important, too

– These are common, because of program means-testing

• So are future taxes (explicit and implicit), for individuals who 
are forward-looking

– Increases in current income affect taxes and benefits in the future



This Paper’s Contribution

• Taking account of a vast array of federal, state, and local taxes 
and benefit programs and projected paths of income and 
spending, the paper estimates the change in the present value 
of net taxes (taxes net of government benefits) for a $1,000 
increase in labor (e.g., wage and salary) income for a sample of 
households based on the 2019 Survey of Consumer Finances

• Dividing these net tax increments by the assumed increase in 
income produces estimates of Lifetime Marginal net Tax Rates 
(LMTRs).
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Key Findings

• Over half of US adult households face LMTRs over 40% 

• The pattern of LMTRs is progressive, increasing with respect to 
the magnitude of a household’s lifetime resources

• For those in the bottom quintile, LMTRs are quite dispersed

• There are big differences across states, controlling for income 

• Current-year marginal net tax rates (CMTRs) understate full 
consequences of working on lifetime net taxes

• Simply removing variations in LMTRs for given incomes could 
result in substantial improvements in economic efficiency



Some Illustrative Cases



Case 1: Why Can LMTRs be Higher than CMTRs?

This household 
comprises a 44-year-old, 
college educated, single 
male who lives in 
Arizona. The respondent 
is a very high earner, 
placing him in the top 
resource quintile. As 
shown in the table, he 
pays $138,670 in 
current-year federal 
income taxes on a pre-
tax income of $438,541. 
The respondent’s CMTR 
is 36.0 percent, but his 
LMTR is much higher –
58.2 percent.
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Case 2: Why Can LMTRs be Very High for the Poor?

This case involves a 
bottom-resource 
quintile Idaho 37-year-
old couple with three 
children. Their massive 
LMTR – 652.9 percent – 
primarily reflects the 
loss of SNAP benefits 
from earning the 
posited extra $1,000. 
Since the couple doesn’t 
exceed the SNAP 
threshold in future 
years, their CMTR of 
817.7 percent exceeds 
their 652.9 percent 
LMTR.



Case 3: Why Can CMTRs be Bad Indicators of LMTRs?

This is a bottom-quintile 
Ohio couple whose 
spouses are ages 40 and 
42. The couple’s CMTR 
is 36.9 percent, due to 
increased taxes and lost 
SNAP benefits. But their 
LMTR is -336.7 percent, 
due almost entirely to 
the couple becoming 
eligible for additional 
SSI benefits. In earning 
more, the couple loses 
current-year benefits. 
Consequently, they save 
less, making them 
eligible for more SSI 
benefits in the future.



Our Approach

• Start with sample based on 2019 Survey of Consumer Finances



Our Approach

• Start with sample based on 2019 Survey of Consumer Finances

• Estimate the effects of tax and benefit programs using The 
Fiscal Analyzer (TFA), which tracks earnings and consumption 
behavior over different mortality paths under the assumption 
of consumption smoothing subject to borrowing constraints

– Incorporate labor earnings path based on Current Population Survey

– Build in retirement behavior based on American Community Survey

– Incorporate differential mortality by resource group, based on recent 
estimates

• Important because old-age benefits annuity-based



0

5

10

15

20

25

30

35

40

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5

US Age 50 Life Expectancy by Income, Males

1930 cohort 1960 cohort

Source:  NAS (forthcoming)Source: Committee on the Long-Run Macroeconomic Effects of the Aging US Population (2015)



Our Approach

• Start with sample based on 2019 Survey of Consumer Finances

• Estimate the effects of tax and benefit programs using The 
Fiscal Analyzer (TFA), which tracks earnings and consumption 
behavior over different mortality paths under the assumption 
of consumption smoothing subject to borrowing constraints

– Lifetime Marginal net Tax Rates (LMTRs) are measured as the change 
in the present value of net taxes divided by the assumed increase in 
labor income



Our Approach

• Start with sample based on 2019 Survey of Consumer Finances

• Estimate the effects of tax and benefit programs using The 
Fiscal Analyzer (TFA), which tracks earnings and consumption 
behavior over different mortality paths under the assumption 
of consumption smoothing subject to borrowing constraints

• Incorporate extremely detailed characterization of the rules of 
tax and transfer programs, at the federal and state levels





Our Approach

• Start with sample based on 2019 Survey of Consumer Finances

• Estimate the effects of tax and benefit programs using The 
Fiscal Analyzer (TFA), which tracks earnings and consumption 
behavior over different mortality paths under the assumption 
of consumption smoothing subject to borrowing constraints

• Incorporate extremely detailed characterization of the rules of 
tax and transfer programs, at the federal and state levels

– Take account of incomplete transfer program take-up

• Impute participation based on characteristics to match distribution in ACS





Our Approach

• Start with sample based on 2019 Survey of Consumer Finances

• Estimate the effects of tax and benefit programs using The 
Fiscal Analyzer (TFA), which tracks earnings and consumption 
behavior over different mortality paths under the assumption 
of consumption smoothing subject to borrowing constraints

• Incorporate extremely detailed characterization of the rules of 
tax and transfer programs, at the federal and state levels

– Impute state residency to match distribution in ACS
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Results (1)

• Median marginal tax rates increase with lifetime resources

• Median LMTRs are higher than CMTRs throughout the 
resource distribution

• Marginal tax rates would be u-shaped, rather than increasing, 
with resources if one assumed full program participation

• There is considerable dispersion in LMTRs, particularly at the 
bottom of the resource distribution

• Current-year MTRs are not a good indicator of Lifetime MTRs
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Results (2)

• Benefit loss is an important component of marginal tax rates 
among the poor

• The disincentive for labor force entry (rather than incremental 
income) is particularly high among the poor

• Marginal tax rates vary considerably across states, controlling 
for family characteristics

• Equalizing marginal tax rates within each resource group could 
reduce efficiency loss from marginal tax rates considerably





Conclusions
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