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What is this Study About? 

This study delves into how the timing of income taxes—either immediately on contributions to 
Roth accounts or deferred to the time of distribution from traditional accounts—affects 
retirement investment decisions. Individuals’ financial security in retirement often hinges on 
their participation in defined contribution plans (e.g., 401(k), IRA), and their ability to live 
comfortably in retirement further depends on making prudent investment selections long before 
leaving the workforce. Though conventional wisdom suggests investors should seek more 
volatile investment vehicles (e.g., stocks) earlier in life while gradually shifting to more stable 
investments (e.g., bonds) closer to retirement, this is often a struggle for people who are already 
resource-constrained and averse to such risk.   

What are the major findings of the study? 

Investors in tax-deferred plans often underestimate future tax liabilities and overestimate their 
future wealth compared to Roth account holders. As a result, tax-deferred account holders tend 
to take on less investment risk during the earlier stages of retirement planning, limiting their 
upside potential for investment returns relative to Roth investors. Ironically, this false sense of 
security fostered by the tax-deferred plan structure may increase the likelihood that tax-deferred 
plan holders struggle to achieve financial security in retirement. Certain interventions helped 
reduce these biases among tax-deferred account holders, such as specific goal framing in pre-
tax dollars, prompting future tax burden estimations, and providing detailed performance 
feedback. But no single method could fully align the investment behaviors of tax-deferred 
account holders with those of Roth account holders. 

Why is the study important? 

The researchers offer crucial insights into retirement planning, highlighting a common pitfall 
where investors fail to adequately account for tax implications on their retirement savings. By 
identifying effective interventions, the researchers contribute to better financial planning 
strategies, ensuring that individuals are more accurately informed about their financial future 
and can make decisions that enhance their retirement readiness. 
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