
Could I benefit from 
contributing to an IRA? 
Key factors for consideration

Make Your Plan

Key Insights
	— For people who don’t have access to a 401(k) or 403(b) plan at work or who are 
looking to supplement their workplace plans, individual retirement accounts (IRAs) 
are an invaluable savings tool.

	— IRAs offer tax advantages and flexibility.

	— You can select from a range of investment options that support your individual 
financial situation and retirement goals.

W hen it comes to saving for 
retirement, you want to start 

saving as soon as you can. Investors 
looking back often regret not having 
ramped up savings earlier. For people 
who don’t have access to a 401(k) or 
403(b) plan at work or who are looking to 
supplement their workplace plans with 
other investments, individual retirement 
accounts (IRAs) are an invaluable savings 
tool. You can’t finance your retirement, so 
taking advantage of the retirement saving 
vehicles available to you is important to 
securing your future.

Who should consider an IRA?

IRAs are a popular choice for individuals 
looking to save for retirement, thanks 
to their tax advantages and flexibility. 

Generally, IRAs come in two flavors, 
Traditional and Roth. There are also options 
for self employed, small business owners. 
Consider your personal financial situation, 
retirement goals, and tax considerations to 
determine which option is best for you. If you 
fall into one or more of the six categories 
below, an IRA may be a good choice.

1.	 Individuals without employer-sponsored 
retirement plans

If you don’t have access to an 
employer-sponsored retirement plan, such 
as a 401(k), an IRA can be an excellent 
alternative. It provides a tax-advantaged 
way to save for retirement, allowing you to 
take control of your financial future. Even 
if you do have a 401(k), an IRA can be a 
valuable supplement to your retirement 
savings strategy.

...individual 
retirement 

accounts (IRAs) are 
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tool. You can’t finance 
your retirement, so 
taking advantage of 
the retirement saving 
vehicles available to 
you is important to 
securing your future.
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2.	 Self-employed individuals and small 
business owners 

For self-employed individuals and 
small business owners, IRAs offer a 
straightforward and flexible way to save 
for retirement. Options like the SEP-IRA 
or SIMPLE IRA are specifically designed 
for self-employed individuals and small 
businesses, providing higher contribution 
limits and potential tax benefits.

3. Young professionals 

Young professionals who are just starting 
their careers can greatly benefit from 
investing in an IRA. By starting early, 
they can take advantage of the power 
of compounding over a longer period, 
potentially leading to significant growth 
in their retirement savings. Additionally, 
young professionals may be in a lower tax 
bracket, making a Roth IRA particularly 
attractive due to its potential tax-free 
growth and withdrawals. 

4. Individuals seeking tax diversification 

Investors looking to diversify their tax 
exposure in retirement may consider 
contributing to both Traditional and Roth 
IRAs. This strategy allows for a mix of 
taxable and tax-free income in retirement, 
providing flexibility in managing tax 
liabilities based on future tax rates and 
income needs. 

5. Those planning for early retirement 

Individuals planning to retire before the age 
of 59½ may find a Roth IRA beneficial. Since 
contributions (but not earnings) can be 
withdrawn tax- and penalty-free at any time, 
a Roth IRA can serve as a source of funds 
for early retirees who need access to their 
savings before traditional retirement age. 

6. High-income earners 

High-income earners who exceed the 
income limits for contributing directly to 
a Roth IRA might consider a “backdoor” 
Roth IRA strategy. This involves making 
nondeductible contributions to a 
Traditional IRA and then converting those 

funds to a Roth IRA, allowing them to 
benefit from potential tax-free growth 
and withdrawals. It’s important to 
understand that converting to a Roth may 
be a taxable event; therefore, we highly 
recommend consulting with a tax or 
financial professional. 

Maximize your IRA contributions

Making consistent maximum contributions 
can build a significant nest egg over the 
course of decades of saving (see How 
regular contributions can compound 
into a substantial portfolio). There’s still 
time to contribute to or open an IRA for 
2024 (up to $7,000, or $8,000 if you’re 
age 50 or older). Every year, you have a 
nearly 16-month period over which you can 
contribute to an IRA for that tax year. So, for 
2024, you have until April 15, 2025, to make 
your IRA contribution.

Once you have made your 2024 contribution, 
you can focus on 2025. Contribution rates 
will remain the same in 2025. 

If you’re able to make the full IRA contribution 
early in the year, it could have a significant 

impact on your savings over the long term. 
This is because early contributions give 
your IRA savings more time to benefit from 
potential investment growth.

Accelerating contributions by a few months 
may not seem like a big deal for one year, 
but it can have a significant impact over 
the long term. While investments are not 
guaranteed to grow every year, over time, 
you are likely to benefit from being invested 
longer. Of course, there may be reasons 
why you can’t contribute to your IRA at the 
start of every year and may choose to fund 
it throughout or later in the year. You may 
be able to schedule recurring, automatic 
transfers from your bank account to put 
your contributions on autopilot.

Should I contribute to a 
Traditional or Roth IRA?

Individuals with earned income may have 
a choice between Traditional and Roth 
retirement accounts. But how do you 
choose which account to open? Evaluate 
the tax implications of contributing to a 
Traditional versus a Roth IRA. Consider 
your current tax bracket and how it might 

How regular contributions can compound into a substantial portfolio 
(Fig. 1) A $7,000 contribution each year can potentially grow over time thanks to 
tax-deferred compounding.
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This graphic is for illustrative purposes only and does not represent the performance of any specific 
investment. This example assumes a hypothetical 7% annual rate of return in a tax-deferred 
account. All values used in this illustration are approximations using rounded figures and are not 
exact. All investing is subject to risk, including possible loss of principal.
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change in the future, because the way you 
put money into these accounts and how 
you take it out later is very different:

	— Traditional IRAs are generally funded 
with money on a pretax basis, meaning 
the contributions may be tax-deductible 
(subject to income limits), reducing 
your taxable income and essentially 
giving you a tax break for the same year. 
However, that tax break comes with 
strings attached. When it’s time to start 
taking money out of those accounts, 
the withdrawal amounts are considered 
taxable income. Additionally, there 
are required minimum distributions, 
meaning you have to take money out of 
the account beginning at age 73 whether 
you need to spend the money or not. 

Roth IRAs, on the other hand, are funded 
with money that you’ve already paid taxes 
on. So, contributing to a Roth IRA doesn’t 
reduce your taxes today. However, 
qualified distributions are tax-free. 
(Contribution amounts can be withdrawn 
anytime tax-free. Generally, a distribution 
of earnings is qualified if taken at least 
five years after the year of your first Roth 
contribution and after you’ve reached 
age 59½.) And there are no required 
minimum distributions later in retirement 
for the original account owner.

Choose your investment options

IRAs offer the flexibility of a wide range 
of investment options such as mutual 

and exchange-traded funds. You can 
assemble an allocation of investments to 
meet your needs or consider investments, 
such as target date solutions that are 
already diversified for you. 

Individuals with earned income who meet 
IRS income limitations can contribute 
to a Roth IRA or make tax-deductible 
contributions to a Traditional IRA.

If you aren’t currently contributing to an IRA, 
or are contributing but not reaching the 
maximum limit, it may be a good time to 
open an IRA or increase your contributions. 
The key is to assess your personal financial 
situation, retirement goals, and tax 
considerations to determine if an IRA aligns 
with your long-term strategy.

Consider a ReadyChoice IRA—An all-in-one investment solution 

A ReadyChoice IRA is an all-in-one investment solution for investors looking to open a new IRA. This solution pairs a Traditional 
or Roth IRA with a recommendation for a T. Rowe Price Retirement Fund.*

And if your needs change, you always have the option to select another target date fund or choose from more than 100 
T. Rowe Price mutual funds. 

*The recommendation is provided by T. Rowe Price Advisory Services, Inc., a registered investment adviser under the Investment Advisers Act of 
1940. T. Rowe Price Advisory Services, Inc., and T. Rowe Price Investment Services, Inc., are affiliated companies.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.

Important Information
This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular 
investment action.
Call 1-800-225-5132 to request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses, and 
other information that you should read and consider carefully before investing.
An IRA should be considered a long-term investment. IRAs generally have expenses and account fees, which may impact the value of the account. 
Maximum contributions are subject to eligibility requirements. Non-qualified distributions may be subject to taxes and penalties.  For more detailed 
information about IRAs, consult IRS Publication 590-A,  IRS Publication 590-B or a tax professional regarding personal circumstances. The views 
contained herein are those of the authors as of January 2025 and are subject to change without notice; these views may differ from those of other 
T. Rowe Price associates.
This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice 
of any kind, or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into 
account the investment objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before 
making an investment decision.
Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy. Actual future outcomes 
may differ materially from any estimates or forward-looking statements provided.
Performance quoted represents past performance which is not a guarantee or a reliable indicator of future results. All investments are subject to 
market risk, including the possible loss of principal. All charts and tables are shown for illustrative purposes only.
T. Rowe Price Investment Services, Inc., distributor. T. Rowe Price Associates, Inc., investment adviser. T. Rowe Price Investment Services, Inc., and 
T. Rowe Price Associates, Inc., are affiliated companies.
© 2025 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, 
trademarks of T. Rowe Price Group, Inc.
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