
Roth vs. Traditional 401(k) – Which one to Choose? 
 

If your employer offers you a traditional 401(k) and a Roth 401(k), you may be wondering which one to 

choose for your contributions.  More and more, employers are now offering both options. While more 

choices are always better, it can get confusing and difficult to decide which is the best for your unique 

situation.  

If you have been contributing to a traditional 401(k), it can be tempting to just continue doing what 

you’re doing.  After all, you’re saving money for retirement, and that’s what counts, right?  While that 

may be true, it’s always a good idea to take a step back, reassess your current situation, and to consider 

the potential benefits of each plan.  

The key difference between a traditional 401(k) and Roth 401(k) account is when you pay taxes on your 

contributions and earnings.  Here’s how Sean Hooper, CRPC® , one of the financial planners at Oakwood 

Wealth Partners, explains it: 

“With a traditional 401(k), the participant makes contributions with pre-tax dollars; meaning you get a 

tax deduction up front, which helps lower your current income tax bill. Your contributions and earnings 

grow tax-deferred until you withdraw your money, which is typically done in retirement.  When you 

make withdrawals, the money you take out of your account is income and you will have to pay taxes 

(federal and if applicable, state taxes as well).  So, if you believe you will be in a lower tax bracket during 

your retirement years, this may be an advantage for you.  It’s important to note that if you withdraw the 

money before the age of 59½, you will pay a 10 percent penalty for early withdrawal. 

Let’s consider the same scenario, but assume your money was in a Roth 401(k).  The situation here is 

now reverse; the money you contribute is after-tax dollars, so the contributions are not tax deductible.   

However, in retirement your withdrawals (contributions and earnings) are tax free!  This only applies if 

you have held the account for at least five years and are at least age 59.5. It’s important to note that if 

you withdraw the money before the age of 59½, you will pay a 10 percent penalty for early withdrawal 

and income taxes on a portion of the money”  

It’s a matter of deciding on when you would rather pay taxes; now or later.  Typically, young adults are 

in their lower income earning years when starting out in their careers, so it may be beneficial for them 

to put some money in a Roth 401(k), since the taxes they pay won’t be as substantial.  However, it may 

make sense for higher income investors to consider a Roth 401(k) account, because there are no income 

limits (Unlike Roth IRAs, which do have income limits), and it gives them the benefit of tax-free 

withdrawals later in life.  There is also the consideration of a possible higher tax bill in retirement.  There 

may be a possibility when you withdraw from traditional 401(k) accounts, coupled with pensions and 

IRA distributions could affect the taxes you pay on your Social Security benefits.  Higher taxable income 

could also result in an increase of your Medicare B premiums via a surcharge in retirement.   

Some employers will allow you to split your contributions between a traditional 401(k) and Roth 401(k).  

This may be a great option for those who have weighed the pros and cons of tax consequences and 

would like to diversify their portfolio.  However, if your employer offers a matching contribution 

program, their contributions to your account will always be pre-tax.  



If you have any questions or would like to discuss your options on traditional and/or Roth 401(k) plans, 

we are here to help you.  
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