
Imagine two workers standing beside the same retirement door. Both earn the same 
salary, contribute the same portion of their pay, and purchase the same investment fund. 
Their money can experience the same market gains and losses, yet they have made 
different agreements with the government. The worker using Traditional treatment 
receives a tax advantage now and generally accepts taxation later. The worker using 
Roth treatment pays income tax now in exchange for the possibility of receiving qualified 
retirement withdrawals without federal income tax later. Neither worker has chosen a 
different stock market, and neither account grows faster simply because it carries the 
word Traditional or Roth. The difference is the timing of the tax bill. 

Traditional retirement money is commonly described as pre-tax money, but that phrase 
needs to be handled carefully. In a workplace plan, a Traditional contribution is generally 
removed from wages before federal income tax is calculated, reducing the income 
reported for that purpose during the contribution year. If an employee earns $50,000 and 
directs $5,000 into a Traditional workplace account, the employee may generally have 
$45,000 of wages subjected to federal income tax before other adjustments are 
considered. The $5,000 has not escaped taxation forever; it has been placed under tax 
deferral, which means the income tax is postponed until the money is distributed. 
Traditional payroll contributions are generally still included when calculating Social 
Security and Medicare taxes, so “pre-tax” does not mean exempt from every tax. The IRS 
explains that pre-tax salary deferrals are excluded from federal income-tax wages but 
included in Social Security and Medicare wages. 

Roth money travels through the paycheck differently. A Roth contribution is included in 
current taxable income, meaning the worker does not receive an immediate federal 
income-tax reduction for contributing it. If the same employee earns $50,000 and 
contributes $5,000 to a Roth workplace account, the contribution ordinarily does not 
reduce the $50,000 of wages subjected to federal income tax. After entering the Roth 
account, however, the contribution and its investment earnings can potentially be 
withdrawn free from federal income tax if the distribution satisfies the applicable 
qualification rules. This is why Roth is called after-tax money: the income-tax cost is 
accepted before the money enters the account rather than when qualified money leaves 
it. The account is not reimbursing the tax already paid, but it is protecting qualified future 
growth and withdrawals from another federal income-tax bill. 

The paycheck makes the difference visible. Suppose an employee can afford to give up 
approximately $400 of take-home pay each month, and the employee’s marginal federal 
income-tax rate is 20 percent for this simplified illustration. A $500 Traditional 
contribution could reduce current federal income tax by approximately $100, causing 
take-home pay to fall by roughly $400 rather than the full $500. A $500 Roth contribution 
would not produce that immediate $100 federal income-tax reduction, so take-home pay 
would fall by approximately the entire $500. Real paychecks are more complicated 
because tax brackets, withholding, state taxes, deductions, credits, benefits, and payroll 
taxes can change the result. The example nevertheless exposes an important fact: equal 
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contribution amounts do not always create equal pressure on the current household 
budget. 

A marginal tax rate is the tax rate applied to the next portion of taxable income, not one 
rate imposed on every dollar a person earns. The federal income-tax system uses 
brackets, so different layers of taxable income can be taxed at different percentages. 
Entering a higher bracket does not cause all earlier income to be taxed at that higher 
rate. If a worker’s highest layer of taxable income falls within a 22-percent bracket, a 
deductible or pre-tax contribution may save approximately 22 cents of federal income tax 
on a dollar that would otherwise have been taxed within that bracket. Some dollars may 
create a different result if the contribution changes eligibility for a tax credit, deduction, 
health-insurance subsidy, or another income-based provision. Traditional and Roth 
decisions therefore concern more than salary alone; they concern how each additional 
dollar interacts with the entire tax return. 

The real comparison becomes clearer when the same amount of earnings is used on 
both sides. Suppose $1,000 of pre-tax income is available and the tax rate is 25 percent 
both now and in retirement. If the full $1,000 enters a Traditional account and grows 
fourfold, the account becomes $4,000. A 25-percent tax at withdrawal would leave $3,000. 
If the worker chooses Roth, the original $1,000 is first reduced by $250 of tax, leaving 
$750 to contribute. If that $750 also grows fourfold, it becomes $3,000, which can be 
withdrawn tax-free if the distribution is qualified. Under those perfectly equal 
assumptions, the two results are mathematically the same. Traditional wins when the tax 
rate paid at withdrawal is lower than the rate avoided during contribution, while Roth 
wins when the tax rate paid now is lower than the rate that would have applied later. 

That example also reveals why comparing a $1,000 Traditional contribution directly with a 
$1,000 Roth contribution can be misleading. The Roth contribution has already survived 
income taxation, so it requires more pre-tax earnings to place the same $1,000 into the 
account. At a 25-percent tax rate, earning approximately $1,333 would leave about $1,000 
after $333 of tax. A $1,000 Traditional contribution, by contrast, requires only $1,000 of 
pre-tax earnings because the current income tax is deferred. Contributing the maximum 
amount to a Roth account can therefore shelter more after-tax purchasing power than 
contributing the same stated maximum to a Traditional account, but it also demands 
more from the present budget. An honest comparison must either begin with equal 
pre-tax earnings or count what happens to the tax savings created by the Traditional 
contribution. 

Those tax savings should not be treated as though they automatically become wealth. A 
person may contribute $500 through Traditional treatment, experience a smaller 
reduction in take-home pay, and spend the tax difference on ordinary consumption. 
Another person may invest that difference in an IRA, health savings account, taxable 
brokerage account, or other long-term asset. The Traditional account will look identical in 
both cases, but the complete financial results will not. Traditional treatment creates 
current room in the budget; it does not control how that room is used. Roth treatment 



forces more of the tax cost into the present, which can feel expensive now but may leave 
fewer income-tax obligations attached to qualified withdrawals. The better outcome 
depends partly on tax rates and partly on human behavior. 

A Traditional withdrawal generally enters taxable income during the year it is received. If 
$10,000 is withdrawn from an account containing untaxed Traditional money, that amount 
is ordinarily taxed as ordinary income, meaning it is generally taxed under the 
income-tax brackets rather than the special long-term capital-gains rates that may apply 
to certain investments held in an ordinary taxable account. The government is taxing the 
original compensation that escaped current income tax, along with the investment 
growth that accumulated without yearly taxation. The account owner may owe less, the 
same, or more than was saved during the contribution years. That result depends on 
total retirement income, filing status, deductions, tax law, state of residence, and the size 
and timing of distributions. Tax deferral is valuable because money that would have been 
paid in taxes can remain invested, but the future tax obligation remains attached. 

Roth withdrawals require more precise language because “Roth money is tax-free” is 
incomplete. Roth contributions have already been taxed, but investment earnings receive 
tax-free treatment only when the withdrawal is qualified under the rules governing that 
account. For a designated Roth workplace account, a qualified distribution generally 
must occur after the applicable five-tax-year participation period and after the participant 
reaches age 59½, becomes disabled, or dies. If these conditions are not satisfied, the 
portion representing earnings may be taxable and may face an additional penalty, 
depending on the circumstances. The five-year rule does not simply mean waiting five 
years from the date of every deposit, and Roth IRA rules are not identical to designated 
Roth workplace-account rules. The IRS defines the qualification requirements for 
distributions from designated Roth accounts. 

Contributions and earnings must remain separate in the mind. If a worker contributes 
$40,000 to a Roth account and the investments increase the balance to $65,000, the 
account contains $40,000 of contributions and $25,000 of earnings. The contributions 
were funded with after-tax dollars, while the earnings received their special protection by 
growing inside the Roth structure. Different withdrawal-ordering and qualification rules 
determine how a distribution is classified. Roth IRA owners generally have more flexible 
access to their regular contributions than participants withdrawing from an active Roth 
workplace account, but that does not turn a Roth IRA into an emergency checking 
account. Removing contributions may avoid tax, yet it also removes money that could 
have produced years of tax-free growth. Legal permission to withdraw money and 
financial wisdom about withdrawing it are two different matters. 

Traditional IRAs introduce another distinction that frequently causes confusion: 
Traditional does not always mean deductible. A worker may contribute to a Traditional 
IRA but receive a limited deduction or no deduction because of income, filing status, and 
coverage under a workplace retirement plan. A contribution that was not deducted is 
called a nondeductible contribution. That already-taxed amount becomes part of the 
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owner’s basis, meaning money that generally should not be taxed again when properly 
documented and distributed. Earnings on that contribution remain tax-deferred, and 
future withdrawals are generally divided between taxable and nontaxable portions 
according to IRS rules. Poor recordkeeping can cause someone to pay tax twice or 
struggle to prove the basis years later. The IRS explains when workplace-plan coverage 
and income can limit a Traditional IRA deduction. 

Roth IRA contributions operate under another gate: income can limit whether a person 
may contribute directly. Workplace Roth accounts, such as a Roth 401(k), do not apply 
the same income restriction to employee participation. This means a high-income worker 
may be prevented from making a direct Roth IRA contribution while still being permitted 
to make Roth contributions through an employer’s plan. The accounts also have 
separate contribution limits and participation rules. Choosing Roth at work does not 
automatically use up the separate IRA contribution limit, although Traditional and Roth 
employee contributions made inside the same workplace plan generally share one 
employee-deferral limit. Dividing workplace contributions between Traditional and Roth 
does not double the amount the employee is allowed to contribute. 

Employer matching money has traditionally been placed into a pre-tax source even when 
the employee chose Roth for personal contributions. That arrangement can leave one 
retirement plan holding two tax categories: the employee’s Roth money and the 
employer’s Traditional money. Current law allows a plan to offer Roth treatment for 
certain vested matching or nonelective employer contributions, but the employer must 
adopt that feature; the employee cannot assume it exists. A Roth employer contribution 
can also create current taxable income because the worker is receiving value that will 
enter the Roth structure without being taxed later as a qualified distribution. The account 
statement should identify each source, meaning the category from which money entered 
the plan, because employee Roth contributions, employee Traditional contributions, 
employer contributions, rollovers, and after-tax contributions may follow different rules. 
The IRS explains that plans may now permit certain matching and nonelective 
contributions to be designated as Roth. 

The employer match should not control the Traditional-or-Roth choice unless the plan’s 
formula actually requires a particular contribution. In many plans, an employee can 
receive the same match whether personal contributions are Traditional, Roth, or divided 
between them. If the employer matches contributions up to a stated percentage of pay, 
the first priority is understanding how much the employee must contribute to receive the 
available amount. After that, tax treatment becomes a separate decision. A worker might 
contribute six percent through Roth while the employer’s matching contribution enters a 
Traditional source. Both amounts can be invested together while retaining separate tax 
identities in the plan’s records. Money does not lose its tax character merely because it 
appears under one total account balance. 

Age can influence the choice, but the familiar rule that young people should always 
choose Roth is too simple. A younger worker may have a lower income and lower 
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marginal tax rate, making current Roth taxation relatively affordable while allowing 
decades of potential tax-free growth. Yet a young worker supporting a family, paying high 
child-care costs, or struggling to build emergency savings may benefit greatly from the 
current tax relief of Traditional contributions. An older worker may be in a high-earning 
period and value a Traditional deduction, but another older worker may expect a pension, 
substantial taxable retirement income, or future required distributions that could keep 
later tax rates high. Age affects time and earnings patterns, but it does not reveal the 
whole tax situation. 

Income often changes over a lifetime. Early-career workers may begin in lower brackets, 
move into higher brackets during their strongest earning years, and return to lower 
brackets after leaving work. Someone following that pattern might use Roth 
contributions during lower-income years and Traditional contributions during 
higher-income years. Life does not always follow that smooth curve. Business income 
may rise and fall, one spouse may stop working, a layoff may create an unusually 
low-income year, or retirement may begin before Social Security and pension payments 
start. These changes can create periods in which taxable income is temporarily low. The 
important comparison is not simply “taxes now or taxes later,” but “what is the cost of 
recognizing this dollar as taxable income in this particular year?” 

A Roth conversion deliberately moves eligible Traditional money into a Roth account and 
recognizes the previously untaxed amount as current taxable income. If $30,000 of 
untaxed Traditional money is converted, approximately $30,000 is generally added to 
taxable income for that year, although basis and other rules can affect the calculation. 
The converted money can then receive Roth treatment, but the immediate tax bill may 
push part of the person’s income into a higher bracket or affect other income-based 
provisions. A conversion is not free money and should not be judged solely by the future 
promise of tax-free withdrawals. It is a decision to purchase future tax treatment by 
paying a present tax cost. Converting smaller amounts across carefully selected years 
can produce a very different result from converting a large balance all at once. 

The location where a person lives can also change the calculation because states do not 
tax income identically. A worker contributing in a high-income-tax state and expecting to 
retire in a state with no personal income tax may receive a valuable state deduction from 
Traditional contributions without facing the same state tax on future withdrawals. The 
opposite move can favor Roth treatment. Future residence is never perfectly certain, and 
state laws can change, but ignoring state taxation can leave a meaningful piece of the 
comparison missing. Retirement tax planning is personal partly because two people with 
identical federal income can have different state obligations, pensions, property costs, 
and sources of retirement income. 

Required withdrawals create another difference. Traditional retirement accounts are 
generally subject to required minimum distributions, usually called RMDs, once the 
owner reaches the age established by current law. An RMD is a minimum amount that 
must be removed and generally included in taxable income, even if the owner does not 



need the money for spending. Roth IRAs do not require lifetime RMDs from the original 
owner, and current law also removed lifetime RMDs for the original owner of designated 
Roth workplace accounts beginning in 2024. Beneficiaries can still face distribution 
requirements after the owner’s death. This Roth flexibility can help preserve assets, 
manage taxable income, or leave money invested longer, although it should be weighed 
against the tax paid to create the Roth balance. 

Future tax rates cannot be predicted with certainty. Congress can change brackets, 
deductions, credits, required-distribution ages, and retirement-account rules. Personal 
circumstances can change just as dramatically. A person who expects low retirement 
spending may still receive a pension, sell property, inherit taxable assets, or withdraw 
large amounts for health care and home repairs. Another person who currently earns a 
high salary may retire with modest taxable income and large deductions. The uncertainty 
is one reason some households build tax diversification, meaning they hold retirement 
resources with different tax treatments. Tax diversification is not the same as investment 
diversification: stocks and bonds describe what the money owns, while Traditional, Roth, 
and taxable accounts describe how the money is taxed. 

Having both Traditional and Roth money can create choices during retirement. In a year 
with low taxable income, a retiree might take more from a Traditional account or 
complete a carefully measured Roth conversion. In a year when taxable income is 
already high, qualified Roth money may provide spending power without adding the 
withdrawal to federal taxable income. This flexibility can help manage tax brackets, the 
taxation of Social Security benefits, and other rules connected to income, though each 
area has its own requirements. The value lies in not being forced to take every dollar 
through the same tax door. A retiree with only Traditional money may have postponed a 
large tax obligation, while a retiree with only Roth money may have paid taxes earlier at 
rates that turned out to be unnecessarily high. 

Traditional treatment offers a deduction or exclusion when present income is most 
valuable, then leaves a tax claim attached to the future balance. Roth treatment settles 
the income-tax cost earlier, then releases qualified retirement money without that same 
federal claim. The decision is not a contest between an outdated plan and a modern one, 
nor is Roth automatically the intelligent choice while Traditional is merely a shortcut. 
Each asks the worker to choose which season of life should carry the tax burden. The 
useful answer is found by examining the current marginal rate, probable retirement 
income, state taxation, available cash flow, time horizon, employer-plan rules, and the 
value of having more than one kind of money available. Taxes cannot be removed from 
retirement planning, but their timing can often be arranged with purpose. 

 


