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Iowen curreat tues aD rilbt. but 
a new ltlld:y Indicates dlat for 
low- to mJddle.tnc:ome workers, 
it caD nolt Ia biPer total life
time tun. ADd the bettet the 
plan's illvatment return, the 
more Uke1J the participant is to 
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Of c::oane. ioq-raoge tuea are 
far from the only coDiideration 
in 401(k) partldpatlon, which is 
increasin1I7 becoming a 
mainstay of retirement security. 
And one of the authors is quick 
to ~ay that the study's findings 
do not amount to a recommen
dation that worker's opt out of 
their savinp plans. 

But tax savings have been a 
key sellin& point of 401(k) plans, 
so the finding runs counter to 
many workers' assumptions 
when they sign up. 

The explanation, the authors 
said, lies in the Interaction of 
other tax provisions with contri
butions and withdrawals from 
the 401(k) plan. 

These plans operate by allow
ing workers to contribute part of 
their pay to an investment ac
count during their working lives 
nd then requiring them to with

Jrawthe funds in retirement. 
The contributions are made on 
pretax basis', meaning they are 
ade before taxable income is 
culated. The earnings - divi-

eads, interest and capital ap
reciation - in the investment 
count are not taxed as they oc

:ur, allowing them to compound 
•.rithout subtracting taxes. In re
irement, the account holder 
vithdraws the money, and it is 
axed as ordinary income. 
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rise sharply. , pie, the researchers noted that 

You may have forgOtten about 401(k) participants often rec:etYe 
this one, which dates to the matching contributions from 
1980s. Social Security benefits their employeri. To level the 
for low-income beneficiaries are playing field in their calcula-
untaxed. But when other in- tiona, they added a correspond-
come, plus a portion of Social Se- ins level of income to the non-
curity - there's a complicated participants. 
formula for calculatinl this - ex- The idea, Gokhale said, was to 
ceeds a threshold of $25,000 for compare the tax consequences of 
a single taxpayer i.nd $32,000 for 40 1(k) participation with what 
a couple, as much u half of the workers' tax situations would be 
benefits become subject to in- if such plans did not exist. And 
cometax. the assumption wu that if 

And if the income calculation 401(k)s did not exist, the equiva- ' 
tops $34,000 for a single tax- lent of matchinJ contributions 
payer or $44,000 for a couple, as would be distributed to workers 
much as 85 perceat of Social Se- as pay. · 
curity benefits are subject to tax. Of course, that's not the choice 

workers face in real life, and the 
employer match, if offered, re
sults in participants receiving 
What amounts to higher pay than 
nonparticipants. 
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