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Key Findings and Policy Implications 

This paper examines how people respond to the removal of the 10 percent withdrawal penalty on 

Individual Retirement Accounts (IRA), when they are no longer subject to the penalty at age 59½. It 

uses tax and informational return data from the Internal Revenue Service (IRS) for tax years 1999-2013, 

combined with information on date of birth, gender and date of death from the Social Security 

Administration (SSA). The paper finds that: 

 	 

 	 

Crossing the age 59½ threshold leads to an approximately $1,500 increase in annual distributions 

from Individual Retirement Accounts (IRAs), on average. This represents an increase of 

approximately 93 percent relative to annual withdrawals prior to age 59½. The increase is 

primarily due to additional people taking withdrawals after the penalty is lifted rather than higher 

distributions among those who were already making withdrawals prior to age 59½. 

 The study also develops a methodology for converting data at a lower frequency into a higher 

frequency event study by exploiting variation by date of birth. For instance, someone with a 

birthday in July turns age 59½ in the beginning of a calendar year and thus has greater exposure 

to penalty-free withdrawals in that year than someone with a birthday in June, who turns age 

59½ at the end of a calendar year. Building on that intuition, we develop and apply a novel 

method for using annual data to parametrically recover an event study at age 59½. 

As a policy tool, pre-retirement withdrawal penalties are a mechanism for balancing the long-term goal 

of retirement wealth accrual with the potential need for financial liquidity in the short-term. Put 

differently, they discourage pre-retirement leakages of savings accumulations without prohibiting them. 

They study helps to understand their behavioral implications by looking at what people do in the year 

those penalties are removed. 

GOPI SHAH GODA is a Senior Research Scholar at the Stanford Institute for Economic Policy Research, 

Stanford University, and an NBER Faculty Research Fellow.SARAH ABRAHAM AND MICHAEL STEPNER 

are graduate students at Harvard University. 

DAMON JONES is Assistant Professor, Harris School of Public Policy Studies, University of Chicago and 

an NBER Faculty Research Fellow. 

SHANTHI RAMNATH is a Financial Economist in the Office of Tax Analysis at the US Department of the 

Treasury. 

Complete RRC  Working Papers  are available on our website: http://www.nber.org/aging/rrc/papers/  

This research was supported by the U.S. Social Security Administration through grant #RRC08098400-08 to the National Bureau of 

Economic Research as part of the SSA Retirement Research Consortium. The findings and conclusions expressed are solely those of the 

author(s) and do not represent the views of SSA, any agency of the Federal Government, or the NBER. 

NATIONAL  BUREAU  OF  ECONOMIC  RESEARCH    •  1050  MASSACHUSETTS  AVENUE   •   CAMBRIDGE,  MA   •   02138   •   (617)  868-3900  

www.nber.org  

http://www.nber.org/aging/rrc/papers/
http://www.nber.org

	How Do Distributions from Retirement Accounts Respond to Early Withdrawal Penalties? Evidence from Administrative Tax Returns 



