
A commonly-overlooked benefit of 401k investing is

that contributions can be made pre-tax, so that even a

small contribution can go a long way. In this situation,

401k contributions are not taxed until you retire.

Therefore, the more you contribute to your retirement

account, the smaller your taxable income becomes, and

the more federal taxes you are able to defer.

The image presents the tax savings (reduction in tax

liability) achieved by a 401k contribution of $100 for six

marginal tax rates. For example, if you are subject to a

35% marginal tax rate and you choose not to contribute,

you will pay $35 in taxes and only have $65 available to

invest in another account. If, however, you invest pre-

tax in your 401k, you will have $100 that is yours and

can grow tax-deferred until you retire.
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