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Should You Save First in
a 401(k) or an IRA?
s you consider your saving goals
for the year ahead, you may be
wondering if there is a benefit to
saving in one retirement-account
type over another, particularly
in a 401(k) versus an IRA. Suppose you can
do both; should you fund one first, and
then the other?
This idea is a variation on a theme known as “asset location”—
directing your money into accounts in such a way that your
taxes and other considerations are optimized.
This practice is not to be confused with asset allocation, the
process of deciding on the right mix of stocks, bonds, and other
investments to meet your goals. Asset location is all about which
account you put your money in and when.

The Match Rules
If you have access to a 401(k) or a similar account type
through your employer and they offer any amount of contribution
matching, it’s always best to direct savings to your 401(k) first.
An employer match is essentially a salary bonus waiting to
be claimed. Every employer has a different arrangement, so
if it’s been a while since you reviewed your company’s policy,
take a few minutes to check in with your HR department. The
contribution limits rise to $19,000 for 2019—$25,000 if you’re
50 or older (and that doesn’t include your employer match!).

WHICH ACCOUNT
IS BEST FOR YOUR
RETIREMENT
CONTRIBUTIONS
THIS YEAR?

There are other major benefits of 401(k) plans compared with
IRAs. 401(k)s are not constrained by income limits:1 You can
contribute the max amount as long as you have earned that
much in the calendar year. While traditional IRAs also don’t have
income limits attached, Roth IRAs do—which may disqualify you
from being able to contribute.
After you’ve maxed out your 401(k) contributions, the next best
account is usually a traditional IRA, followed by a Roth IRA (if
you are under the income limits). Traditional-IRA contributions
are considered “before tax”—which means that you can lower
your current-year taxable income by the amount you contribute.
Roth accounts also have tax benefits, but you don’t capture
those until you take withdrawals in retirement.
If your company does not match your 401(k) contributions,
you should take a close look at investment fees in your 401(k)
program. If your plan happens to have high fees, you may be the
rare case where it makes more sense to contribute to the IRA first
and then to a 401(k) after you’ve hit your IRA contribution limits.
An IRA typically has access to many low-cost investment options.
Remember—the rules governing retirement accounts are
complex and every investor’s situation is unique. Speak with
your investment and tax professionals before making any
decisions.
1
401(k)s do have an income limit of $275,000 that may apply to your
employer’s match, but does not limit your contribution amount. For
instance, if you earn $400,000, and your company’s policy is to match
contributions up to 5% of your salary, they are limited to matching
5% of $275,000, or $13,750. You can still contribute up to $19,000,
the 2019 limit, or 25,000, if you’ve reached the age of 50.

Match

Taxes

Fees

Does your employer offer
a 401(k) match? Always
max that out first.

Both 401(k) and
traditional-IRA contributions
can be deducted from
current-year taxable
income. The contributions
to Roth IRAs are taxable
up-front, but earnings
accrue tax-free.

No match and your
company 401(k) has very
high fees? A traditional IRA
could be better, or a Roth,
if you’re under the Roth
income limits.
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Working with People’s
United Advisors, Inc.
PERSONAL INVESTMENT
MANAGEMENT
INSTITUTIONAL ASSET
MANAGEMENT
PRIVATE BANKING*

People’s United Advisors, Inc. helps institutions, employers, and individuals
and their families navigate investment, trust, retirement, banking, and
planning challenges. Our experienced professionals work as a team, bringing
specialized knowledge and solutions to the conversation.
For more information on our investment offerings please contact us at:
wealthmanagement@peoples.com or (800) 772-8778

INSTITUTIONAL
TRUST & CUSTODY*
TRUSTS, ESTATES &
CHARITABLE PLANNING

CONNECTICUT
MAINE

RETIREMENT PLAN
SOLUTIONS
MULTI-GENERATIONAL
PLANNING
INSURANCE, SECURITIES
& ANNUITIES**

MASSACHUSETTS
NEW HAMPSHIRE
NEW YORK
VERMONT

*Services provide by People’s
United Bank, N.A.
**Services provided by
People’s Securities, Inc.
People’s Securities, Inc.,
a Broker/ Dealer, member of
FINRA and SIPC, an insurance
agency and a registered
investment advisor. People’s
Securities, Inc. is a subsidiary
of People’s United Bank, N.A.

FOR ADDITIONAL INSIGHTS
AND THOUGHT LEADERSHIP,
PLEASE GO TO:
WWW.PEOPLES.COM/INSIGHTS

Economic and market views and forecasts reflect PUA’s judgment as of the date of this publication
and are subject to change without notice. Views and forecasts are estimated based on assumptions,
and may change materially as economic and market conditions change. PUA has no obligation to
provide updates or changes to these views and forecasts. Certain information contained herein has
been obtained from third parties. While such information is believed to be reliable for the purpose
used herein, PUA assumes no responsibility for the accuracy, completeness, or fairness of such
information.
Past performance is not an assurance of future returns.
PUA is not soliciting any action based on this material. It is for general informational purposes only.
It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual investors.
Investment products are offered through People’s United Advisors, Inc., a registered investment
advisor. People’s United Advisors, Inc. is a wholly-owned subsidiary of People’s United Bank, N.A.
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