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		Abstract

		Typical textbook treatments of tax-advantaged retirement savings focus on legalistic characteristics such as contribution limits and early withdrawal penalties. Popular press articles often present a myriad of details on the effects of inflation, rates of return, expected tax rates, ordinary income versus capital gains treatment, and other items that tend to obscure the basic properties of the tax advantage. The goal of this teaching note is to provide economic intuition by undertaking a fundamental examination of the properties of the tax benefits of retirement savings. We identify four (interacting) benefits of existing retirement plans - tax-deferred contributions, tax-deferred earnings, never-taxed earnings, and income smoothing with progressive tax rates. We also analyze a â€œlocation problemâ€�, which arises when an employee wants to save more than the amount eligible for tax-advantaged status. An understanding of the properties of the tax benefits of retirement savings can be useful for students who are preparing for careers as tax professionals, as well as individuals who wish to understand the financial planning advice they receive. 
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