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Do IRA and 401(k) Contributions Still Make Sense? 
 

In almost every case, the answer is a resounding YES.   

 

Planning for a financially secure retirement is most often ranked as the number one reason why 

people save and invest.  Social Security and company pension plans may provide some of the 

income you need during retirement, but contributions to your company retirement plan and your 

IRA may make the difference between enjoying the retirement lifestyle you want or relying on 

others for your basic needs. 

 

Contributions to retirement plans and IRAs move you closer to a financially secure retirement in 

three ways: 

 

You save and accumulate money.  Having a portion of your wages deferred into your 401(k) or 

other retirement plan can be the simplest and least “painful” way to save.  Often the amounts are 

not missed as you automatically adjust your spending accordingly.  Contributions to an IRA also 

add up, especially over longer periods of time.  Contributing $6,000 a year over 20 years will add 

up to over $220,000 with a 6% earnings rate.   

 

Your earnings are tax deferred.  Earnings on funds within your retirement plan and IRA are 

not subject to income tax each year the way your other savings are.  This means you have more 

money working for you.  You will have to pay tax on the earnings when you withdraw the funds 

(except for a Roth IRA), but most people are in lower tax brackets when they retire. 

 

You reduce your current income taxes.  The amount you defer into your 401(k) plan reduces 

your taxable wages and you pay less tax each year.  For 2020, the limit on the amount you can 

tax-defer into your 401(k) is $19,500 unless you were age 50 or above and then it is even larger.  

Contributions to a regular IRA are deductible if you are not covered by an employer-sponsored 

plan or if your adjusted gross income is below $104,000 for 2020 (married filing jointly) or 

$65,000 (filing a single tax return).  Contributions to a Roth IRA are not tax deductible, but 

distributions are tax-free. 

 

Saving for retirement in 401(k) plans and IRAs continues to make good financial sense.   


