
Investment Choices in a Retirement Plan 

 

This article focuses on the types of investments which can reside in retirement plans.  I believe the 

importance of building up a significant amount of money in a retirement plan cannot be overstated.  

There are many 401(k) providers, investment choices and types of retirement plans.  I have set up many 

plans for doctors and small business owners and this series of articles highlight some of the most 

common areas for improvement and give a glimpse into my thought process. This article focuses on: 

1. The variety and importance of investment choices which may be available in a retirement plan 

2. How to integrate those investments into an overall investment strategy.  

 

What you may not realize 

When setting up their retirement plans, business owners are often faced with just a handful of 

investment choices which are mostly limited to stocks and bonds.  Most people do not realize that there 

are many asset classes aside from stocks, bonds and cash. For many small business owners, a 401(k) is a 

good investment choice.  It is a matter of what the business owner’s goals are, which can then reflected 

in the plan design. (See Retirement plans, part 2)  It is also critical to integrate the investments inside the 

retirement plan with the rest of your portfolio in a tax efficient manner.  

 

The investment choices you make may not benefit you 

Having a limited number of investment choices may increase correlation to the non-retirement 

investments.  Thus when the stock market goes up or when interest rates rise, your entire spectrum of 

investments may move in tandem.  

Also of importance, from a tax perspective, having an integrated retirement plan investment strategy 

may help you reduce your tax bill.  Conversely, not having an overall investment plan may dramatically 

increase your tax bill.  

 

 

How we can overcome the problem 

A lack of choices may give poor diversification  

When choosing a retirement plan, in my opinion, it is critical to choose an investment provider which 

gives a wide variety of investments from top quality companies.   I make sure my clients have the option 



to invest outside the investment platform so they can diversify their investments in an effort to reduce 

correlation among their investments and the resulting volatility which may arise. 

If a client has a taxable portfolio of stocks and bonds, we would look to investments other than stocks 

and bonds which would diversify their 401(k) portfolio.   

Having an overall investment strategy  

I have seen many investors’ portfolios. It strikes me as unfortunate that many times they nor their 

investment advisor consider both their retirement accounts and their non-retirement accounts as part 

of an overall investment strategy. Really, your retirement accounts are pieces of the investment pie. If 

you own investment real estate then you may not want to own real estate stocks in your retirement 

portfolio.  If you have a lot of municipal bonds outside of your retirement plan, then you would want to 

take that into consideration when picking investments for your retirement plan.  

The other aspect which is not always considered is the tax aspects of a retirement plan. Most retirement 

plans offer tax deferral. Ergo, investments which throw off a lot of income or are tax inefficient should 

be held inside the retirement plan. While accounts which are outside the retirement plan may be best to 

hold stocks and other investments which do not cause a large tax consequence. Holding tax inefficient 

investments inside your retirement plan allows you to hold more tax efficient investments outside your 

retirement plan.  

 

Your choices of investments in your retirement plan may be the difference between retiring in a 

comfortable manner at age 60 or 65 vs. working a few extra years to make up the investment short-fall.  
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The information presented is general in nature and should not be considered legal or tax advice. The reader should 

consult their legal or tax advisor for information concerning their own specific tax situation. 

Investments in securities do not offer a fix rate of return. Principal, yield and/or share price will fluctuate with 
changes in market conditions and, when sold or redeemed, you may receive more or less than originally invested. 
No system or financial planning strategy can guarantee future results. 
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