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•	 Many retirees do not have substantial savings 

outside the equity in their homes.

•	 Some retirees do not have much income 

available that keeps up with unexpected cost of 

living increases.

•	 Retirees may not have anticipated low interest 

rates and a housing market bubble fueling large 

increases in assessed home values that caused 

property taxes to go up while risk-free income 

streams went down.

•	 Retirement planning should now include the 

potential impacts of increased property taxes 

eroding the disposable earnings of retirees.

Executive Summary

Housing Bubbles and Near-
Zero Interest Rate Environments 
That Inflate Property Taxes: An 
Unexpected Expense for Retirees?
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A retirement plan examines a large scope of 
potential expenditures that a retiree may have to 
cope with once they begin living on a fixed income. 
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rates paid on savings in the economy. Further, an 
examination into how some are dealing with the 
problem, as well as what potential retirees should 
look for when deciding where to live after retire-
ment, are presented.

The Problem
The wealth and income of households age 60 and 
older gives an indication of how much retirees and 
pre-retirees have to work with when it comes to 
paying the bills after age 65. In Table 1, informa-
tion from the Survey of Consumer Finances (SCF) 
put out by the Board of Governors of the Federal 
Reserve is presented to indicate the financial shape 
of the aging population.
	 Table 1 shows that about 20 percent of households 
ages 60 and over have $1 million of net worth or 
more. That falls to less than 15 percent when home 
equity is taken out. This makes sense because most 
of these people have been working and saving for 
three or four decades. The other extreme, however, 
shows about a third of the 60-and-over popula-
tion does not even have $100,000 of net worth. It 
becomes more than half of the 60-and-over popula-
tion when taking home equity out. Therefore, some 
of these households may not be able to make ends 
meet. Furthermore, only one-third of the aging 
population has $250,000 of net worth when ignor-
ing home equity, while half have that level of wealth 
when home equity is included. Obviously, the big-
gest challenges to paying bills during retirement are 
experienced by those households that are relying 
only on Social Security (SS). The median income 
figures show that income generated from savings, 
pensions, and SS are about $47,000 (meaning half 
of the retirees make below $47,000 each year from 
all their combined sources of income). This is the 
amount of money these retirees have to pay all of 
their bills including taxes, living expenses, medical 

Most in the United States plan well to deal with 
medical expenses by obtaining Medicare and 
supplemental insurance that pays what Medicare 
doesn’t. However, many retirees did not consider 
that bubbles in the housing market in the late 
1990s, early 2000s, and today, fueled by historically 
low and—at times—near-zero interest rates, would 
lead to a large increase in property taxes. For more 
information on how low interest rates fuel increas-
ing house values, see Schaub (2011, 2013). Higher 
property taxes naturally tend to follow increased 
assessed values of homes.
	 A large part of financial planning involves tax 
planning. Normally, the focus is on reducing 
income taxes today in order to save more for 
tomorrow (when, hopefully, the retiree will be in 
a lower tax bracket). Property taxes, however, are 
unique in that they are assessed whether there is 
income or not. Income taxes are only paid when 
there is income. Payroll taxes are only paid when 
receiving a paycheck from an employer. Sales 
taxes are only paid when a purchase is made. 
However, property taxes are assessed forever, 
independent of consumer behavior (other than 
having bought a home at some point). Even when 
the home changes owners, these taxes still follow 
the property. Therefore, these taxes are not as easy 
to control after retirement and tend to only go up 
over time regardless of income. While there are 
some state and local governments that provide 
extra exemptions for those over 65, these taxes can 
still increase when home values are reassessed.
	 This paper examines the financial impact that 
property taxes may have after someone retires. It 
explores demographics of the aging population, 
and how the housing market may reduce dispos-
able income for those living on fixed incomes that 
don’t increase by true inflation rates, or incomes 
that are determined by the prevailing interest 
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down), the average property tax liability could have 
easily gone up by a factor of eight or more from the 
property value increases alone (ignoring higher tax 
percentages on assessed values) in a 30-year period. 
These substantial unanticipated increases would be 
more of a burden in high property tax states than 
low property tax states. Figure 1 also shows the 
median home price fell to $180,131 by 2012.
	 In Figure 2, one can see that taxes did not trend 
downward as much as median home prices after 
the housing market bust in 2008; instead, the 
level of taxes increased. In 1970, total property tax 
collections in the United States were $37.5 billion 
versus $377 billion (10 times higher) in 2006 at 
the height of the bubble. Despite a short time of 
tax decreases, by 2012, property tax collections hit 
$474 billion. In other words, even though median 
house prices fell from the 2006 peak values, 

expenses, and unanticipated expenses. Obviously, 
where a retiree lives would determine the ease or 
difficulty of living on the median income (or less). 
	 While the biggest anticipated additional expenses 
during retirement come from healthcare for medi-
cal issues and prescriptions, many retirees did not 
anticipate the housing market bubble that inflated 
home values and caused higher-than-expected 
increases in property taxes. Figure 1 shows how the 
bubble dramatically increased median house values 
from 1996 until the height of the bubble in 2006. 
According to these data, from 1970 until 2006, the 
nominal median house price rose from $27,559 to 
$235,231 (an increase in value of over 750 percent). 
Adjusting for inflation, the increase was still nearly 
two-fold ($155,860 in 1970 versus $278,178 in 
2006). Since property taxes are assessed at nominal 
values (and assessed values normally never go 

Table 1: Income and Net Worth Statistics for U.S. Households Aged 60 and Older*

60–64 (11.5 
million

65–69 (10.4 
million)

70–74 (7.4 
million)

75–79 (6.1 
million)

80+ (8.0 
million)

52nd 
percentile

53rd 
percentile

52nd 
percentile

52nd 
percentile

46th 
percentile

66th 
percentile

66th 
percentile

64th 
percentile

65th 
percentile

65th 
percentile

$106k (53% in 
home)

$95k (55% in 
home)

$77k (67% in 
home)

$70k (71% in 
home)

$122k (55% in 
home)

$50k
($4,200 

monthly)
$50k

($4,200 
monthly)

$50k
($4,200 

monthly)
$40k

($3,300 
monthly)

$40k
($3,300 

monthly)
Average
Age 60+

$47k
($3,900 

monthly)

20% (15% 
without home 

equity)
18% (13% 

without home 
equity)

19% (13% 
without home 

equity)
18% (13% 

without home 
equity)

20% (16% 
without home 

equity)
Average
Age 60+

19% (14% 
without home 

equity)

35% (49% 
without home 

equity)
33% (51% 

without home 
equity)

33% (53% 
without home 

equity)
29% (54% 

without home 
equity)

27% (47% 
without home 

equity)
Average
Age 60+

32% (51% 
without home 

equity)

Age group 
(No. of 

households)

$250k avg net 
worth with 

home equity

$250k avg net 
worth without 
home equity

Median net 
worth with 

home equity

Median net 
worth without 
home equity

Annual
median income

(monthly)

% $1 million
net worth with 

equity (and 
without)

% < $100k net 
worth with 
equity (and 

without)

$225k

$210k

$234k

$243k

$271k

$233k

Average
Age 60+

Average
Age 60+

Average
Age 60+

Average
Age 60+

Average
Age 60+

65th 
percentile

51st 
percentile

$96k (59% in 
home)

43.5 million 
households

*From Survey of Consumer Finances (SCF), Board of Governors of the Federal Reserve. The percentile shows the number of households below the threshold. The 
letter k is used as an abbreviation for thousands (i.e., 000s). The median �gure is the 50th percentile, meaning the household in the middle of the sample when 
values are ranked from low to high. The median income �gure implies half of the households have a lower income.
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change (though in the case of FICA, the rate has 
remained unchanged for decades, but the taxable 
earnings ceiling goes up each year). Also, though 
some taxing authorities may reassess real estate 
values to a lower level or freeze taxes, some do not. 
While the two figures stop shortly after the bubble 
impacts in 2008, according to U.S. Census Bureau 
data, by 2020, total U.S. property tax collections 
totaled nearly $650 billion, while the median home 
value in the U.S. hit a record high of $295,000 
(after interest rates were slashed once again). The 
inflation-adjusted trend line in Figure 1 shows that 

property taxes continued to rise by nearly $100 
billion. The most important takeaway from these 
two graphs is that the annual compounded growth 
rate in house prices during the 42-year period from 
1970 through 2012 was 4.6 percent per year, while 
property taxes had an annual compounded growth 
rate of 6.2 percent per year for the same period. 
This shows that property taxes have increased by a 
greater rate than that of home values. The reason 
for disproportional changes is that, like Federal 
Insurance Contributions Act (FICA) taxes, there is 
a tax rate and a taxable amount—both of which can 

Figure 1: Nominal- and Inflation-Adjusted Median House Prices in the U.S. From 1970 Through 2012* 

*Graphs computed using publicly available data from Case-Shiller U.S. National Home Price Index and Consumer Price Index (for in�ation), both from Federal Reserve 
Economic Data (FRED). Also, House Price Index Datasets from Federal Housing Finance Agency.

$0

$50,000

$100,000

$150,000

$200,000

$250,000

$300,000

19
70

19
70

19
71

19
72

19
73

19
73

19
74

19
75

19
76

19
76

19
77

19
78

19
79

19
79

19
80

19
81

19
82

19
82

19
83

19
84

19
85

19
85

19
86

19
87

19
88

19
88

19
89

19
90

19
91

19
91

19
92

19
93

19
94

19
94

19
95

19
96

19
97

19
97

19
98

19
99

20
00

20
00

20
01

20
02

20
03

20
03

20
04

20
05

20
06

20
06

20
07

20
08

20
09

20
09

20
10

20
11

20
12

20
12

U.S. Median Home Prices

Nominal Median Real Home Price Linear (Nominal Median) Linear (Real Home Price)

RESEARCHSchaub | Phares



82    Journal of Financial Planning  |  September 2021 FPAJournal.org

taxes. Of the two groups, high-income households 
tend to have more flexibility to move to another 
state or locality.
	 Table 2 provides information about states with 
high property tax rates and property tax revenues. 
In the first column, New Jersey has both the 
highest property tax rate (2.31 percent) and the 
higher average home value ($367,000), as well as 
the highest average property tax paid ($8,477 per 
year or $705 per month). Texas derives much of 
its state revenue from property taxes (with average 
rates of 2.02 percent and average taxes of $4,660 
per year or $388 per month) but does not have a 
state income tax like the other high property tax 
states. Texas also has lower average home values 
than other states in the top five list. High property 
taxes would probably be more of a burden in 
localities where retiree incomes tend to be lower.

house prices tend to increase at a higher rate than 
inflation in the economy. Also, the steeper trend 
line for inflation-adjusted U.S. property tax collec-
tions in Figure 2 shows property taxes increase at a 
higher rate than house prices and inflation.
	 Many retirees like to stay close to relatives and, 
therefore, may choose to endure higher costs of 
living and taxes. Some retirees have to live with 
relatives to afford retirement, while some have the 
freedom to move. Much attention has been put on 
retirees fleeing states with higher overall taxes like 
New York and settling in states with lower overall 
taxes like Florida. Similarly, Colorado and Texas 
have been the main recipients of those fleeing 
California. When looking solely at tax conse-
quences, states and localities with higher property 
taxes are worse for low-income people, while high-
income households suffer more from high-income 

Schaub | PharesRESEARCH

Figure 2: Total Annual Property Taxes in the U.S. From 1970 Through 2012

Source: U.S. Census Bureau Quarterly Summary of State and Local Tax Revenue (each year 1970 through 2012).
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ing at age 62 was $2,265. Those who retired at full 
retirement age (between 66 and 67 in most cases) 
could get up to $3,011, and those who waited until 
age 70 could get a maximum of $3,790. While not 
many retirees on Social Security receive the maxi-
mum benefit, most receive more than the minimum 
benefit of $897.90 per month (for those working at 
least 30 years). Social Security payments are also 
reduced by Medicare premiums. 
	 According to Centers for Medicare & Medicaid 
Services, most workers have paid into the program 
for 40 or more quarters and receive Medicare Part 
A insurance at no cost. The amounts for Medicare 
Part B range from $144.60 per month for those 
who make less than $87,000 annually (which is 
the majority of Social Security beneficiaries) and 
goes up to $491.60 per month for those making 
over $500,000 per year (very few make this much 
after retiring). There are also deductibles and 
coinsurance amounts that must be paid when 
using Medicare Part B insurance. Many retirees 
also purchase supplemental insurance to pay the 
amounts that Medicare does not pay. Obviously, 
those depending more on Social Security, or with 
below median income levels from pensions, will 
have a much harder time paying the bills and can 

	 Based on the data provided in Tables 1 and 2 and 
Figures 1 and 2, the impact of property taxes on 
retirees would be based mostly on where the retiree 
lives and on how much income the retiree has to 
live on. Also, there has been a growing demand for 
reverse mortgages by retirees who choose to live off 
the equity they have in their home. These products 
normally do not have very favorable terms.
	 Another factor—low interest rates—tends to 
drive up home values, as shown by Schaub (2013). 
The same has happened again due to the response 
of the Federal Reserve to COVID-19. These low 
interest rates, which have fallen below 3 percent 
for the first time ever for 30-year mortgages, have 
fueled tremendous inflation in housing markets. 
Higher home values will eventually translate into 
even higher property taxes. According to the U.S. 
Census Bureau’s Quarterly Summary of State & 
Local Tax Revenue for 2020, annual property tax 
collections in the U.S. have reached nearly $650 
billion while, at the height of the housing bubble 
in 2006, they totaled $377 billion. This represents 
a substantial increase in property taxes in a short 
period of time. While those who are not retired 
may benefit from investing in homes, selling them, 
and then moving to places that are more affordable 
to live when home prices increase, retirees who 
desire to stay in their homes to be near family and 
friends could suffer the consequences of living in 
areas where property tax increases are larger due to 
higher assessed home values for tax purposes. 

Considerations/Recommendations
Many retirees rely only on Social Security as 
their source of income. The monthly SS payment 
depends on when someone retires and how much 
they made while working. According to the Social 
Security Administration, the maximum possible 
initial monthly benefit in 2020 for someone retir-

RESEARCHSchaub | Phares

Table 2: Property Value and Tax Data by Top 5
States in Each Category*

1)  New Jersey 
(2.31%)

2)  Illinois
(2.13%)
3)  Texas
(2.06%)

4)  New Hampshire 
(2.03%)

5)  Vermont
(2.02%)

$8,477 ($705
per month)

$4,845 ($404
per month)

$4,660 ($388
per month)

$5,935 ($495
per month)

$5,150 ($429
per month)

$367,000

$227,000

$227,000

$292,000

$255,000

States with highest
property tax rates

Average property 
tax (monthly 

amount) 
Average 

home value

* Source: ATTOM Data Solutions, 2017. Reproduced with permission.
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	 The three states with the highest total real 
estate values (California, Texas, and Florida due 
mostly to their size and housing markets) also 
lead the nation in the number of reverse mort-
gages. A reverse mortgage allows the retiree to 
live in the home, cease paying the monthly mort-
gage if the house was not yet paid off, and receive 
payments against the accumulated equity in 
the home. Before doing a reverse mortgage, the 
agreement should be thoroughly researched and 
understood because, depending on the details of 
the mortgage agreement, these can be predatory. 
If moving to another state or taking out a reverse 
mortgage are undesirable, then selling the cur-
rent home and buying a smaller one can make 
inflated property values that influence property 
taxes easier to deal with. Also, if the current city 
or town of residence has unusually inflated home 
values, then the retiree can also move to a nearby 
city or town where lower property values equate 
to lower taxes. 

ill afford higher property taxes manufactured by 
housing market bubbles.
	 Considering the above, net of Medicare deduc-
tions and medical expenses, many retirees have less 
than $2,000 per month in disposable income. In 
fact, if the retiree is living on Social Security alone, 
Table 3 shows the average retiree only receives 
about $1,500 per month. Even living in a low-cost 
state, as far as food and necessities are concerned, 
a below-average to average property tax of $300 to 
$400 per month can eat up a considerable amount 
of the money retirees have to live on. Often, retirees 
who desire to remain independent have three 
options if taxes become unaffordable: (1) move to 
another city or state that is more affordable; (2) if 
the desire is to stay in the same town near relatives, 
downsize by selling the bigger home and buying a 
smaller one; and (3) do a reverse mortgage to help 
pay the higher tax bills while additionally eliminat-
ing the monthly mortgage payment (if the house 
hasn’t been paid off yet). 
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Table 2: Property Value and Tax Data by Top 5
States in Each Category*

1)  New Jersey 
(2.31%)

2)  Illinois
(2.13%)
3)  Texas
(2.06%)

4)  New Hampshire 
(2.03%)

5)  Vermont
(2.02%)

$8,477 ($705
per month)

$4,845 ($404
per month)

$4,660 ($388
per month)

$5,935 ($495
per month)

$5,150 ($429
per month)

$367,000

$227,000

$227,000

$292,000

$255,000

States with highest
property tax rates

Average property 
tax (monthly 

amount) 
Average 

home value

* Source: ATTOM Data Solutions, 2017. Reproduced with permission.

Table 3: Average Social Security Benefit by Age of Recipient*

62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80

$1,119
$1,158
$1,234
$1,292
$1,458
$1,500
$1,507
$1,503
$1,609
$1,627
$1,602
$1,613
$1,574
$1,566
$1,564
$1,565
$1,566
$1,548
$1,517

81
82
83
84
85
86
87
88
89
90
91
92
93
94

95+
All 45 million recipients

Men
Women

Age Average Bene�t Age

$1,501
$1,476
$1,431
$1,410
$1,408
$1,414
$1,434
$1,424
$1,423
$1,434
$1,434
$1,434
$1,434
$1,435
$1,413
$1,503
$1,671
$1,337

Average Bene�t 

* From: Annual Statistical Supplement to the Social Security Bulletin, 2020. Table 5.A1.1.
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	 A final consideration would be to research differ-
ent counties (or parishes in Louisiana) to determine 
which offer the best reductions for older residents. 
For example, Bird (2020) comments that Houston 
allows residents in Harris County an extra $160,000 
exemption above the normal state exemption of 20 
percent for those 65 and older. New York allows 
a senior citizen exemption of 50 percent of the 
home’s appraised value if the resident is 65 or older 
and has a limited annual income (below $29,000). 
Anchorage, Alaska, and Honolulu also offer very 
large exemption increases based on the age of the 
resident. The above examples show that a retiree 
may be able to relocate to a different city in their 
current state of residence and receive a much-
desired reduction in property taxes after retiring.

Conclusions
Many costs are anticipated by retirees. One 
expects higher medical bills. Also, retirees 
understand that inflation generally tends to be 
the biggest enemy of a retirement plan. However, 
inflation in home values that has been fueled by 
historically low interest rates tends to be much 
higher than average inflation rates in the economy 
overall. A retiree can simultaneously experience 
an extreme decrease in anticipated risk-free 
income from CDs, as many have seen with the 
drastic near-zero interest rates currently paid on 
deposits, as well as an ever-increasing property tax 
bill if the retiree lives in a high property tax state 
or locality. Many have not anticipated the dramatic 
increase in home values and property taxes when 
doing their retirement planning. This topic, as 
discussed in this article, therefore should become 
a normal component when advising retirees as to 
types of costs that can increase unexpectedly and 
cause a shortfall in disposable income needed to 
make ends meet. 
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	 Further research is needed to determine whether 
there are specific investments that could easily 
hedge against unexpected increases in property 
taxes due to higher assessments. Perhaps there 
are certain real estate investment trusts (REITs) 
with values and dividend rates tracking the hous-
ing market that can meet this need. Another 
option may be to move some money from low-
interest-paying CDs to insured general obligation 
municipal bonds that generate tax-free income. 
Obviously, the ability to offset extra property taxes 
will depend on the economy and types of invest-
ments and returns available that also consider the 
risk tolerance of the retiree.  
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