
to their ability to engage with the public market. 

But now, new opportunities are being created 
outside the public market. These opportunities 
present the prospect of even greater returns but 
come with unique risks and barriers to entry. Private 
markets, unlike public markets, are not accessible to 
everyone. Only the wealthiest investors, institutional 
investors, and high-net-worth individuals (HNWI) 
are able to participate. An easy way to understand 
the difference between private and public markets 
is by thinking of food. If someone wanted to own a 
share of McDonald’s (MCD), they could log into their 
investment account and buy a share of the company 
because it is publicly traded. However, if someone 
tried to buy a share of Chick-fil-A, they would be 
sorely disappointed, because Chick-fil-A is a private 
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Introduction:    
“When our most exciting young companies 

raise private capital rather than go public, retail 
investors are left out of a significant part of the 

Nation’s economic growth.” 

— Robert Jackson Jr., SEC Commissioner, 2018 

The returns on one’s 401(k) have a direct impact 
on when and how one can retire, and those 
returns are influenced by the type of investments 
one makes. Therefore, it is important for people to 
pick the right investments to serve their retirement 
needs. When individuals think about saving for 
retirement, their minds may go to 401(k)s filled with 
stocks and bonds gathered together in mutual 
funds and target-date funds. These investment 
vehicles are transparent, regulated, and proven 
to help people save for retirement. From 2002 
to 2022, individuals with 401(k)s invested in the 
S&P 500 would have realized an 8.14% annual 
return.1 If someone started with $100,000 in their 
401(k) in 2002, by 2022 the balance would have 
increased to $517,661.57, assuming dividends 
were reinvested. Over time and with some luck, 
this kind of return on investment has enabled 
countless individuals and families to maintain their 
standard of living after their work ends, all thanks 

The Double-Edged Sword: Private  
Markets in Defined Contribution Plans

“There are 17,200 private 
companies with revenue greater 
than $100 million, whereas  
there are only 4,060 public 
companies of a similar size.”



company. As a result of this exclusivity, investors 
in private markets have historically earned higher 
returns. According to a 2024 CAIA article, private 
equity earned a 14.75% annual return from 2002 
to 2022.2 Using the same $100,000 initial balance, 
an investor  in private equity would have ended 
with $1,566,945.47, assuming dividends were 
reinvested and they made no withdrawals. That’s 
$1,049,283.90 more than the same investment in 
the S&P 500 during that period. Although returns 
will always vary, this comparison shows why retail 
investors and institutions are increasingly interested 
in private markets. 

As Robert Jackson Jr., the commissioner of the 
Securities and Exchange Commission (SEC) from 
2018 to 2020, has said, public investors’ inability 
to enter private markets equals missed economic 
opportunities. There are 17,200 private companies 
with revenue greater than $100 million, whereas 
there are only 4,060 public companies of a similar 
size.3 A look at the data from 2000 through 2024 
reveals a dramatic increase in the number of private 
companies and a decline in the number of public 
companies.4 The first part of 2025 experienced the 
slowest start in initial public offering (IPO) activity 
in five years.5 Simply put, private companies are 

staying private for longer or not going public at 
all. Increased access to private capital, regulatory 
requirements, and the cost of going public are 
incentivizing companies to avoid the public domain. 
This trend raises questions about the relationship 
between private markets and public markets and 
what role these markets should play in an investor’s 
defined contribution plan. 

Things are changing for the retail investor. As the 
public market shrinks and retirement burdens 
grow, private investments are no longer just 
for institutions. They may be key to closing the 
retirement gap, but only if the industry prioritizes 
clear oversight, strong design, and investor 
readiness. It’s not about saying yes or no to 
private markets. It’s about making sure the way 
forward is safe, fair, and built to last. The challenge 
is figuring out how to implement these new 
investments in a way that is transparent and safe. 
In our opinion, the industry is moving forward 
without fully addressing these concerns. To help 
individuals understand this new trend, this paper 
aims to identify solutions to the primary concerns 
and to explore whether these solutions offer 
enough protection to the investor. Opportunities to 
invest in the private market are becoming available 
to retail investors whether they are prepared or 
not. Although the inclusion of private markets in 
defined contribution plans such as 401(k)s could 
extend the strong returns historically enjoyed by 
high-net-worth investors to retail savers, it also 
raises important considerations around fees, 
liquidity, and participant education that must be 
addressed to make this expansion viable. 

Understanding Private Markets  
and 401(k)s 

As private market investments begin to find a place  
in defined contribution (DC) plans like 401(k)s,  
it’s crucial to step back and understand the 
fundamentals. What exactly are private markets, 
and how do they differ from the public markets 
that have long formed  the core of retirement 
investing? Just as important, how have U.S. 
retirement plans evolved to this point—and 
why are they now opening the door to private 
capital? This section lays the groundwork for 
answering these questions, offering a foundational 
understanding of private markets, public 
markets, and the structure of 401(k)s. With this 
context, we can begin to evaluate how complex 
and traditionally exclusive private investment 
opportunities can be responsibly integrated 
into the retirement plans of everyday investors, 
especially the rising Gen Z workforce. Private 
markets refer to investments that are not traded 
on public exchanges. Broadly, they consist of 
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three primary asset classes: private equity, private 
credit (or debt), and real assets—each offering 
distinct opportunities and risk profiles. 

Private equity involves investing in privately 
held companies to enhance their value over 
time. Strategies include buyouts, growth 
capital, and venture investments, with firms 
typically seeking long-term returns through 
operational improvement and eventual exits via 
sale or IPO. 

Private credit (or private debt) refers to lending 
money directly to private companies instead 
of through banks. These loans are usually 
structured as direct loans or mezzanine 
financing (a hybrid of debt and equity). 

Real assets include the investment in physical 
assets such as real estate, infrastructure, or 
natural resources. They are valued due to 
their potential to produce stable cash flows, 
long-term capital appreciation, and protection 
against inflation.6   

To illustrate the difference: public markets are like 
food courts—accessible, transparent, and open 
to all—whereas private markets are like exclusive, 
invitation-only dinner parties with no posted menu 
or pricing.7 Public markets, which include stocks, 
exchange-traded funds (ETFs), and bonds, are 
governed by strict regulatory oversight and require 
companies to disclose financial information regularly. 
This transparency, combined with high liquidity 
and real-time pricing, allows investors to buy or sell 
with confidence and ease, making public markets 
broadly accessible to individual investors. 

Private markets, by contrast, operate in a much 
more opaque and more long-term environment. 
Unlike public companies, private firms are not 
required to disclose regular financials, and 
transactions typically happen behind closed 
doors with negotiated terms. Private markets are 
less liquid and far less transparent than public 
markets. Prices are not updated in real time, and 
valuations often rely on infrequent appraisals or 
internal models, making it harder for investors to 
gauge current performance value.  

Although this exclusivity may seem intimidating, 
it brings distinct advantages. One of the most 

attractive features of private markets is the 
potential for higher returns over long periods, 
driven by an “illiquidity premium”—a reward for 
locking up capital for extended time frames. 
However, this benefit comes with trade-
offs. Private investments require multiyear 
commitments and may not allow easy access to 
funds for five to ten years.8 In addition to usually 
carrying higher fees, complex structures, and 
high minimum investments that have historically 
kept everyday investors out, private equity’s 
limited transparency also poses challenges. 
Because private companies are not required to 
disclose financials like public ones, it becomes 
harder for investors to assess performance or 
risk in real time. These characteristics—especially 
illiquidity and transparency—raise important 
questions about whether, and how, private market 
investments could be responsibly integrated into 
long-term retirement plans like 401(k)s. 

As interest grows in integrating private markets 
into retirement savings vehicles, it becomes 
important to evaluate whether the structure of 
these plans supports the long- term needs of 
investors. Understanding U.S. retirement plans 
is key to finding where private markets might fit. 
There are two primary types of retirement plans: 
defined benefit (DB) and defined contribution (DC) 
plans. DB plans, like pensions, promise a fixed 
payout in retirement based on an employee’s 
tenure, salary, and age. The employer bears the 
investment risk and is responsible for funding the 
plan. DB plans were more common in previous 
generations but have declined due to cost and 
regulatory complexity.9 In contrast, DC plans, 
such as 401(k)s, shift responsibility and risk to 
employees, who contribute a portion of their 
income to individual retirement accounts. The final 
retirement benefit depends entirely on investment 
performance and individual contributions. 

The shift from DB to DC plans was catalyzed by 
several factors, including rising life expectancies 
and regulatory changes like the passage of the 
Employee Retirement Income Security Act (ERISA) 
in 1974. Although ERISA was designed to protect 
workers, it also introduced more expensive 
funding and fiduciary (someone who is legally 
required to act in the best interest of their clients) 
requirements that made DB plans costlier and 
riskier for employers to maintain. The introduction 
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of the 401(k) plan in 1980, following a provision in 
the Revenue Act of 1978, accelerated this shift.10  
Originally intended as a supplemental savings 
vehicle, the 401(k) soon became the dominant 
form of retirement savings as companies moved 
away from pension plans. 

With 401(k)s now the primary vehicle for retirement 
savings, the responsibility for investment decisions 
and outcomes has shifted to individual workers. 
This shift creates a challenge: generating sufficient 
long-term returns in a complex and volatile 
environment. The stakes are especially high for 
younger generations like Gen Z, who  will need 
to build larger nest eggs to support longer life 
expectancy and rising costs in housing, health care, 
and education. Whether private market investments 
could help meet these needs is a question we will 
examine in greater detail later in the paper.  

Understanding the mechanics and potential of 
private markets is only the first step. To grasp why 
these investments haven’t yet been added to 401(k) 
plans, we need to consider how today’s retirement 
system took shape. The dominance of public 
markets in retirement savings plans was no accident; 
therefore, to evaluate whether private markets can 
responsibly be integrated into retirement savings 
vehicles, we must look back in history. 

The State of Private Markets in 
401(k)s Today
Before we dig into the current trend of 
democratization of private markets and the 
implication for 401(k)s, we must explore why 
retirement accounts haven’t incorporated private 
equities to date. To understand this, it is important 
to evaluate the evolution of private markets over 
the last few decades, including potential changes 
in regulatory frameworks, market structures, and 
investor sentiments. As previously noted, the 
1970s and 1980s saw a marked shift from DB 
to DC plans, driven by numerous factors. This 
shift was facilitated by innovations like target-
date funds and automatic enrollment. It was 
further accelerated by a bull market in the 1980s 
that rewarded retail investors with favorable 
returns on their 401(k)s.11 However, today retail 
investors do not see those same returns in their 

401(k)s compared to a few decades ago. What 
developments have led to this point?  

In the early 1900s, only banking and railroad 
companies offered pensions. Meanwhile, private 
markets became more structured and formalized 
by wealthy families such as the Rockefellers and 
Vanderbilts. By the 1940s we saw labor unions 
pushing for pensions with better benefits, and 
by the 1960s 50% of private-sector workers 
had pensions.12  However, defined benefit plans 
soon started to default. A clear catalyst was the 
1963 Studebaker pension crisis, in which the 
Studebaker Corporation closed its Indiana car 
manufacturing plant, leading to a $15 million 
shortfall in the company’s pension plan. When 
Studebaker stopped making cars in 1966 and filed 
for bankruptcy, workers would soon find out that 
their pensions were gone, with no legal remedy. 
Soon after, in 1974, ERISA came into the picture 
to contribute to the rise of the 401(k).13 

After the passage of ERISA, defined benefit 
plan costs almost quadrupled, according to the 
U.S. Bureau of Labor Statistics, primarily due to 
requirements such as the need for companies to 
get insurance for their defined benefit plans with 
the U.S. Pension Benefit  Guaranty Corporation, 
an agency established under ERISA that protects 
retirees. In contrast, defined contribution 
plans never required additional expenditures 
such as insurance payments.14  Additionally, 
according to Lawrence A. Frolik of the University 
of Pittsburgh School of Law, “The Employee 
Retirement Income Security Act (ERISA), which 
was enacted to protect the retirement income 
of employees, was reasonably successful 
when defined benefit plans prevailed and when 
retirement plans paid retirees a lifetime pension.”15  
However, protection weakens when it comes to 
defined contribution plans, since ERISA doesn’t 
mention specific guidelines or regulations for 
alternative investments. Other entities like the 
U.S. Department of Labor as of August 12, 
2025, has rescinded a 2021 supplemental letter 
that expressed hesitation for adding alternative 
investments into 401(k)s. The U.S. Department of 
Labor goes on to state that they believe alternative 
investments could be a new opportunity for 
Americans and their retirement. 
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Cohen & Buckmann, a law firm that specializes 
and councils on employee benefits & ERISA 
services, notes that “adding alternative 
investments must be done in a way that fulfills 
ERISA fiduciary responsibilities and protects 
participants who may not understand how these 
complicated investments work from losses 
due to uninformed decisions.”16  In fact, private 
markets were not allowed in pension plans until 
1979 by the U.S. Department of Labor because 
ERISA closely regulated these plans.17 The entry 
of private markets into defined benefit plans 
was made possible through the creation of the 
“prudent man rule,” which legally enforced the 
fiduciary duty requirement while keeping in mind 
diversification, liquidity, and projected returns 
that private markets could bring.18  xviii Although 
private markets have been developing since the 
early 1900s, their relative exclusivity to institutional 
investors has resulted in remaining largely 
unregulated, and by the 1960s private companies 
“raised over $1 billion in capital through private 
markets, and private markets were an increasingly 
important part of the economy.”19  

Today we are seeing unprecedented changes: 
individuals are living longer and need more money 
to retire, providing greater reasons to incorporate 
private markets in defined contribution plans. 
With companies staying private longer, individual 
participants may miss out on key investment 
opportunities for retirement that could be satisfied 
with private markets. In the past, public markets 
were leading returns for 401(k)s. Today, with 
increased volatility and worsening economic 
sentiment, investors are less sure of the ability 
of public markets to provide stable long-term 
returns. The World Economic Forum reports that 
around 46% of investors feel “somewhat bad” 
about the global economy and state that the 
sentiment overall feels “fraught.” However, there 
seems to be a growing appetite for alternative 
investments with 88% of overall investors taking 
part in a 2023 survey planning on new allocations 
in private markets.20  In another survey by the 
firm Schroder’s, 36% of holders of 401(k)s said 
they would invest in private equity and  private 
credit. Of those who would invest, 52% would 
allocate less than 10% to private markets. Even 
with this growing appetite, this data highlights the 
current hesitation of participants. This sentiment 

is amplified since, according to this same 
Schroder’s survey, 51% are already unsure of how 
to effectively manage their 401(k)s even before 
adding private markets into the investment mix.21  

Historically, there has also been hesitation on the 
part of policymakers, employers, and investors. 
These fears have proven to be justified. In the 
case Anderson v. Intel Corporation Investment 
Policy Committee, a former Intel employee argued 
that the company breached its duty of prudence 
and loyalty. Anderson, the employee, argued that 
the company was imprudent by investing in risky 
private markets that benefited the company’s 
interest, while being disloyal to his personal 
retirement plan. In the end, the court ruled that 
ERISA was about the process, not the outcome,22  
alluding to the idea that it is hard to prove whether 
investing in certain private markets are in the best 
interests of the beneficiary. However, we have 
recently seen government entities step forward to 
settle some of these concerns. The SEC is looking 
into the idea of making private markets accessible 
to retail investors, and indirectly for their 401(k)s.23  
In the current 2025 Trump administration, a July 
15, 2025, article in the Wall Street Journal predicts 
an upcoming executive order to make private 
markets readily available for U.S. retirement 
plans and would use the collaboration of the 
Department of Labor and the SEC to provide 
guidance to employers and 401(k) administrators 
in hopes of settling fears.24  

Investment professionals believe in the potential 
of alternative investments and bringing financial 
security for the average investor. In short, more 
than ever investment professionals possess the 
proper tools and circumstances, especially since 
investment professionals are having trouble 
attracting institutional investors to private markets 
as they once did a few decades back. Again 
according to the Wall Street Journal, institutional 
investors have “maxed out on private equity, and 
higher interest rates are making it harder to raise 
money and profitably sell companies that were 
purchased when rates were lower.”25  Therefore, 
one opportunity for these firms is to reach out 
to individual investors (particularly retirement 
savers), help make alternative Investments more 
accessible, and democratize private markets.26 
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Opportunities and Drawbacks of 
Private Markets
With a foundational understanding of the private 
markets and their history, it is important to examine 
the opportunities and drawbacks of their inclusion 
in 401(k) portfolios. Adding private markets into 
401(k)s could provide a potential opportunity 
for retail investors to retire comfortably through 
diversification and high returns with stability. The  
performance of alternative investments tends to 
have a low correlation with the performance of 
other asset classes that rely on market conditions, 
such as stocks and bonds. This is what makes 
private markets stand out, since they present a 
compelling case for their role in future retirement 
planning. However, enjoying these benefits comes 
at a cost, because investors must bear the liquidity 
and transparency risks of private markets while 
also taking on high management fees. Not only 
does this condition impact investors, but firms 
must also balance the needs of investors with their 
fiduciary responsibility. Understanding both the 
upside potential and inherent limitations of private 
markets is critical to determining whether their 
implementation is a logical strategy for investors. 

Opportunities 
Higher returns and outperformance 
One of the primary benefits of private markets, 
and what initially attracts many investors, is their 
potential for higher returns compared to traditional 
stocks and bonds. Especially in the context of 
defined-contribution plans with lengthy time 
horizons that allow these assets to compound, 
the inclusion of private market investments is 
expected to generate approximately 15% total 
return in their 401(k) accounts over 40 years.27 For 
many years, pension plans have allocated 16% 
to private markets, allowing them to consistently 
outperform 401(k)s by 50 basis points each year.28  
This is largely due to the consistent outperformance 
of private markets compared to their public 
counterparts. The investment management firm 
Neuberger Berman ran a Monte Carlo simulation, 
constructing a 50% stock, 40% fixed income, and 
10% private equity portfolio in a DC plan. With 
a 40-year time horizon and a 10% yearly salary 
contribution (5% from earnings, 5% from the 

employer’s match), this portfolio saw net returns 
increase from 5.81% to 6.75%. With the inclusion 
of private equity, the median retirement wealth went 
from $552,000 to $657,000, allowing participants 
to retire with additional income.29  Historical data 
continues to show private markets’ ability to beat 
the returns of public markets, making them more 
attractive to investors. As economic conditions 
change over time, many large asset managers 
see that private market investments are needed to 
achieve returns that historically could have been 
reached with a portfolio holding stocks and bonds. 

Diversification and reduced volatility 
Private market investments are less susceptible to 
the same daily price fluctuations that affect public 
markets. Their low correlation to public markets 
can attract those investors who seek to stabilize 
their portfolio during times of market instability. 
Historically, private  market assets have been used 
to hedge against rising inflation and interest rates, 
so their inclusion in retirement portfolios can ensure 
strong returns and less volatility even in times of 
economic downturn. For example, shifting from a 
traditional 60/40 stock- bond portfolio to a 50/30/20 
allocation—with 20% in infrastructure (see Exhibit 
1)—can enhance stability and provide inflation 
protection, as infrastructure revenues tend to rise 
with inflation and costs.30  

Private credit can allow for similar effects without the 
loss of additional returns, since a 10% investment 
in private credit can reduce portfolio volatility from 
10.53% to 9.03%.31 In times when public markets 
have suffered significant losses, many private 
investments have avoided major declines. During 
the worst five-year periods, private credit and private 
infrastructure still managed to deliver positive returns 
despite the major losses posted by public equity 
indices.32  Excessive volatility in a retirement portfolio 
can cause intense anxiety in investors at any age, 
so it is extremely important to explore all strategies 
that can help manage total portfolio risk. Material 
drawdowns can take away from a portfolio’s ability 
to positively compound, making the private market’s 
ability to buffer downside events especially useful 
for 401(k)s. Private markets can play a vital role in 
mitigating downside risk in turbulent environments, 
ensuring that retirement goals remain within reach, 
even when traditional markets falter.
  



Drawbacks  

Valuation/Transparency 
Public equity is heavily regulated, with companies 
required to release quarterly earnings reports 
and all information regarding the company’s 
operations made public. The bond market is 
also highly transparent, with yields being marked 
as they trade, and additional information made 
available at any time. Private markets, on the 
other hand, have opaque valuations and are 
less regulated, which raises concerns about 
transparency among investors and can be a 
massive downside when fund managers decide 
whether to include them in DC portfolios. Plan 
sponsors must meet ERISA standards for 
prudence and transparency, and the nature of 
private markets makes this harder to achieve. 
In July 2025 this has been a topic of debate 
between Senator Elizabeth Warren (D-MA) 
and the financial services company Empower. 

Whereas Empower seeks to make private markets 
more accessible to DC plans, Warren raised 
concerns that the lack of transparency associated 
with private markets will put the money of many 
Americans at risk without their even knowing 
it.33  Part of the reason that private markets can 
be extremely profitable is the risk you take from 
the limited information available for investors to 
evaluate. Transparency is a major concern, since 
how private markets are evaluated does not 
directly align with the process by which DC plans 
report on portfolio performance. 

Liquidity 
Another factor driving private markets 
investment’s high returns is the illiquidity premium 
that compensates investors for the inability to 
withdraw their capital from a fund at any given 
time. Unlike stocks and bonds, private markets 
are not sold through an exchange or over the 
counter, where they can be bought and sold 
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Exhibit 1: “The infrastructure bump” shows the relationship between returns and volatility of model 
portfolios before and after including infrastructure. With a 60/40 model + infrastructure portfolio, 
returns increased from 8.5% to 8.8% while reducing volatility from 9.8% to ~8.8%. Pension 
portfolios also increased returns to ~8.2% and reduced volatility to ~8.8% after the inclusion of 
infrastructure. Source: Larry Fink’s 2025 Chairman’s Letter to Shareholders.
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throughout the day. Private market investments 
often require longer holding periods, making it 
harder for investors to sell their stakes quickly, 
and their capital could be tied up for an extended 
period. Most private equity funds, for example, 
have what’s called a “lock-up period,” a time 
window during which investors are not allowed to 
redeem or sell shares of their investment. This is 
primarily because, for the first few years of private 
equity funds, owners of shares may experience 
negative returns due to factors such as high 
management fees and investment expenses. 
Fund managers have been using what’s called 
the “J-curve” (see Exhibit 2) to illustrate the 
investment cycle of private equity funds, where 
returns are typically negative for the first four years 
and only later start to become profitable.34   

Although most DC plans are intended for the 
long term, participants also expect the ability to 
rebalance or withdraw funds at any time, which 
the inclusion of private markets may restrict. 
Especially in times when an investor may need 
to withdraw funds for a crisis, a lock-up period 
can make it difficult for investors to meet their 
current needs. This fundamental misalignment 
brings significant concerns about the ability to 
include illiquid strategies alongside liquid public 
investments in DC plans. 

Cost 
The benefits that private markets bring to 
portfolios come at a cost to the investor that 
is generally higher than that of typical DC 
investments. Although they vary, 401(k) plans 
have fees that typically range from 0.5% to 2%.35 

Exhibit 2: “J-curve” showing private equity returns as the fund matures. Source: “The Lock-up 
Period of the Typical Alternative Asset Explained,” Beneficent.
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They achieve these low fees through investing 
in low-cost ETFs, stocks, and bonds, which 
are relatively inexpensive for the average retail 
investor. This typical low-cost strategy is what 
makes DC plans attractive to many, and by adding 
private markets to these portfolios, it may raise 
the cost to investors. Many private market funds 
are professionally managed and charge high fees 
to compensate for the added benefits that their 
service and performance can bring. Private credit, 
for example, offers great upsides, but investors 
must pay management fees averaging 1.5% per 
year and carried interest that can reach up to 
15%.36  Similarly, private equity can charge up 
to 2.5% in management and net invested capital 
fees, as well as up to 8% in carried interest.37 This 
high-cost profile means participants in a 401(k) 
plan may see significant net return drag, especially 
over long time horizons. The high fees don’t just 
put stress on the investor but on sponsors and 
asset managers, since they have to follow ERISA 
and Department of Labor regulations. DC plans 
face practical hurdles like default charge caps 
and the difficulty of applying performance fees  
transparently to participants. This puts fiduciary 
risk on firms as DC plans continue to face legal 
and regulatory scrutiny over excessive fees. 

So, What Does All This Mean? 
Weighing the opportunities and drawbacks of 
private markets makes clear that their involvement 
in 401(k) plans can be a double-edged sword. 
On the one hand, they can provide additional 
upside returns, improve diversification, and reduce 
portfolio volatility against daily market reactions. 
These attributes are what make private markets an 

attractive prospect for retirement savers as they 
seek to maximize their long-term wealth. On the 
other hand, these benefits come with the trade-offs 
of higher fees, illiquidity, and a lack of transparency, 
which all challenge the fundamental principles of 
defined-contribution plans. The drawbacks of private 
markets not only affect individual investors but also 
pose serious fiduciary and regulatory concerns for 
plan sponsors. Firms continue to find ways to make 
private markets more transparent, but then the 
question arises as to whether they can still maintain 
their higher returns. The higher returns compensate 
for the inherent risk of private markets. Private 
markets have the power to transform retirement 
savings, but when it comes to their implementation, 
investors must approach with caution, and plan 
sponsors must align them with investors’ needs. It 
may not make the most sense for someone nearing 
retirement in the next five to seven years to place 
private markets into their portfolio, since they bring 
greater concerns about liquidity than if that person 
planned to retire in 40 years. Private markets are 
not “one size fits all,” and both sponsors and 
participants must consider all factors and strategies 
to properly utilize their undeniable potential rewards 
while also mitigating their risk.  

How to Integrate Private Markets 
Into 401(k) Plans
To properly incorporate private markets into 
DC plans, sponsors will need a reliable and 
properly structured fund that benefits investors by 
complying with operational, regulatory, and fiduciary 
standards. As noted above, private markets bring 
many complications such as illiquidity, infrequent 
valuation, and high fees, all of which conflict with 
standard DC plan requirements.38  A well-structured 
fund will bridge the gap between the complexity 
of private markets and the transparency and 
oversight of DC plans required to maximize investor 
security. Although it is important to have high- 
performing private market strategies, there must be 
a responsible and effectively built framework that 
does not put investors at higher risk than private 
markets already do.  

One of the most effective ways to provide that 
structure is through Target date funds (TDFs). 

“Private markets have the power 
to transform retirement savings, 
but when it comes to their 
implementation, investors must 
approach with caution, and plan 
sponsors must align them with 
investors’ needs. ”



They offer myriad benefits, including the ability 
to rebalance and pool investments. Additionally, 
they have typically been the most common fund 
option in 401(k) plans, fostering familiarity and 
confidence in fund managers and investors.39  
When joining the fund, the investor selects a date 

for when they think they will retire. All investors in 
the same retirement year will buy shares for the 
specific TDF their DC plan offers, resulting in a 
pool of capital which managers use to purchase 
a variety of assets. Toward the beginning of a 
retirement plan, the TDF focuses on aggressive 
investing by placing an emphasis on equity and, 
as the target date nears, the strategy turns more 
conservative by selecting less risky investments 
such as bonds.40  This strategy, known as the 
“glide path,” aims to reduce volatility and preserve 
capital as retirement approaches. 

To efficiently introduce private markets into TDFs, 
private asset allocations would have to start 
conservatively in carefully structured diverse 
portfolios. According to BlackRock, during peak 
earning years (ages 25–50) an investor’s portfolio 
could hold 15%–20% in private assets, and then 
gradually reduce them to 5%–10% as investors near 
their target date.41  TDFs allow investors to access 
private funds that typically have high minimums 
through pooled investments while negotiating better 
fee terms.42  Additionally, having a lower weight on 
private assets helps investors manage their risks by 
relying on the liquidity of the public assets to offset 
illiquidity issues in the private ones. 

Although this approach is theoretically cautious, 
we still see a potential danger for retail investors 
who may not have the capital to fall back on 
if they encounter financial crises. The high 
illiquidity levels of private assets may require 
liquidity buffers like cash or short-term bonds, 

so investors can move in and out of the fund 
freely despite the greater weight on public 
assets. However, having these buffers can lead 
to a cash drag where uninvested capital lowers 
the portfolio’s overall performance. Therefore, 
while private markets in TDFs promise large 
returns, there are still structural issues that can 
lower these promises.43  Additionally, a valuation 
problem infuses private markets. TDFs require 
daily net asset value (NAV) evaluations, which is 
nearly impossible considering private assets are 
typically valued only quarterly or monthly. As of 
right now the workaround would be for managers 
to rely on proxy pricing (estimates) based on 
prior valuations, which could lead to potential 
mismatches between reported and real values.44  
These structural issues regarding lower return 
promises and lack of transparency can prove 
troublesome for investors who generally have 
less access than wealthier participants to outside 
liquidity and alternative capital, thus making such 
an approach riskier than they might have thought. 

Collective investment trusts (CITs) are another 
method to integrate private markets into DC 
plans. CITs are managed by banks or trust 
companies that focus specifically on retirement 
plans like 401(k) plans. This vehicle resembles 
TDFs in the sense that it also  focuses on pooled 
investments. However, CITs pool money from 
multiple DC plans instead of investors buying 
shares like in mutual funds. They are also not 
SEC regulated, resulting in lower fees and more 
flexibility, yet still maintaining strict fiduciary 
standards due to required ERISA compliance.45 

CITs are already used as a practical way to bring 
private markets into DC plans. For example, 
Goldman Sachs recently introduced a CIT 
intended to offer retirement plans exposure to its 
private credit strategies.46  One reason companies 
like Goldman Sachs promote CITs over mutual 
fund-based TDFs is their structural flexibility, 
particularly the ability to batch redemption 
requests periodically (e.g., monthly or quarterly) 
rather than daily.47  This is a necessity given 
private markets’ illiquidity and valuation lags, 
where rapid exits can trigger hefty penalties or 
losses. By avoiding daily liquidity, CITs allow 
managers to reduce return drag and make more 
deliberate long-term investment decisions. In 
addition, they can pool assets from multiple DC 
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“A well-structured fund will 
bridge the gap between the 
complexity of private markets 
and the transparency and 
oversight of DC plans required 
to maximize investor security.”



plans, helping plan managers reach high minimum 
investment thresholds. CITs can help protect 
portfolios from the impact of reactive or short-
term investor behavior. In daily-priced funds, even 
modest withdrawals can force managers to sell 
illiquid private assets before they are ready, often 
on unfavorable terms. By limiting liquidity to set 
intervals, CITs reduce the risk of premature sales 
and preserve long-term value. 

However, the same flexibility that makes CITs 
attractive also has a few drawbacks that plan 
sponsors must evaluate extremely carefully. 
Unlike mutual funds, CITs are not regulated by 
the SEC, which can create a lack of transparency. 
It may be harder to know what’s in the fund, 
how the assets are valued, what the charges 
amount to, or what kinds of risks individuals are 
subjected to.48  It gets even more complicated 
when there is market stress or when a plan 
switches administrators. Since CITs don’t have 
daily withdrawals like mutual funds, accessing 
capital can be difficult, which is important 
considering the high illiquidity risk private markets 
already present.49  Additionally, CITs do not have 
to provide daily NAV evaluations for their assets, 
meaning many of their assets are valued using 
estimated or synthetic numbers calculated from 
internal assessments or lagged data. Although 
CITs do a fair job at handling redemption requests 
by reviewing them only periodically, even when 
they do accept a request the investor is still at 
risk given that a CIT’s valuation might not be fully 
accurate.50  Since CITs are not required to make 
any of their valuation methods or reports public, 
there is a severe lack of transparency, raising 
questions as to whether every client is being 
treated fairly. To make these vehicles efficient, 
plan sponsors will most likely have to work harder 
behind the scenes by constantly reviewing fees, 
performances, and underlying investments.  

If retirement plans are going to include private 
market investments, target date funds (TDFs) are 
probably the most realistic way to do so. Although 
both TDFs and CITs offer access to private assets, 
TDFs simply fit better with how most 401(k) plans 
already operate. As the most common default 
option in 401(k)s, with more than $3.5 trillion in 
assets under management, TDFs are easier to 
manage and are built around the long- term goals 

of everyday retirement savers.51  Their ability to 
manage risk by focusing on growth investments 
early on and safer assets as an investor’s 
retirement date approaches is crucial. This kind 
of design makes it easier for average retirement 
investors to dip their toes in the unpredictable 
waters of private markets in a way that works with 
their risk tolerance over time.52  

TDFs also tend to be more liquid than CITs. 
Private investments can’t be bought or sold easily, 
and most people expect to be able to move their 
money in and out of their 401(k) investments 
whenever they want. TDFs solve this problem by 
holding a mix of public investments that can be 
sold quickly if needed. Sometimes they even keep 
a small buffer in cash or short-term bonds. Those 
liquid holdings can drag on performance a bit, but 
they also keep the fund stable and avoid the need 
to sell private assets at the wrong time. CITs, on 
the other hand, often limit redemptions to once 
monthly or quarterly. That flexibility helps fund 
managers, but it can backfire if retail investors 
need their money unexpectedly or if the plan is 
going through big changes. 

There’s also growing interest in using evergreen 
private funds inside retirement vehicles. These 
funds don’t have fixed end dates like traditional 
private equity funds and are built to recycle capital 
and manage inflows and outflows more smoothly. 
The data and analytics firm Preqin notes that 
evergreen funds can help smooth liquidity and 
valuation concerns by reinvesting proceeds and 
allowing consistent exposure to multiple private 
assets.53  Although both TDFs and CITs could 
theoretically incorporate evergreen funds, they 
would probably work better inside TDFs. The glide 
path design already accommodates long-term 
investing and diversification, and the mix of liquid 
and illiquid assets in a TDF gives managers more 
tools to keep everything balanced. 
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“The structural limitations of 
traditional defined contribution 
strategies are becoming harder 
to ignore”



Overall, TDFs offer a more balanced, dependable 
way to bring private markets into 401(k)s. They’re 
widely used, well understood, and subject to 
strict regulation. With thoughtful glide path 
adjustments and the use of tools like evergreen 
funds, TDFs can offer participants access to 
private investments without adding unnecessary 
risk. For most retirement plans—and the people 
depending on them—TDFs are the smarter, safer 
way forward.   

Conclusion  
The retirement system is quietly transforming. 
With rising life expectancies, increasingly volatile 
markets, and a shift toward personal responsibility 
for retirement outcomes, the structural limitations 
of traditional defined contribution strategies 
are becoming harder to ignore. In this evolving 
landscape, private market investments, once the 
exclusive domain of institutional investors and 
the ultra-wealthy, are being reconsidered as a 
tool to help address the mounting pressure on 
retirement income sustainability. Their potential 
for higher returns, portfolio diversification, and 
reduced correlation with public market volatility 
makes them an appealing addition to 401(k) 
plans. Yet these benefits come with trade-offs 
that cannot be overlooked.  Illiquidity, limited 
transparency, and high fees raise serious 
questions about how private market investments 
fit within the framework of participant-driven 
plans. The challenge lies not just in performance, 
but also in access, understanding, and fiduciary 

responsibility. Without clear implementation 
guidelines and safeguards, the inclusion of 
private assets could increase complexity and 
expose retirement investors to unintended risks. 
Vehicles such as target-date funds (TDFs) and 
collective investment trusts (CITs) offer promising 
delivery mechanisms. TDFs, in particular, are 
well-positioned due to their alignment with 
long-term investing horizons, familiar structure, 
and ability to adapt asset allocations over time. 
With tools like glide paths, evergreen funds, 
and liquidity buffers like the inclusion of cash 
or short-term bonds within the portfolio, TDFs 
provide a scalable approach to incorporating 
illiquid assets responsibly. However, even well-
structured vehicles require rigorous oversight, 
ongoing participant education, and regulatory 
clarity. As private companies delay going public 
and capital formation shifts further into private 
hands, everyday investors risk being excluded 
from a growing share of economic opportunities. 
Expanding access to private markets through 
retirement plans could help close this gap, if 
done thoughtfully. Ultimately, the question is not 
whether private markets belong in 401(k) plans; 
rather, it is how to include them responsibly. With 
thoughtful design, enhanced regulatory clarity, 
and a renewed focus on participant education, 
we can mitigate the risks of reckless integration 
and instead unlock new pathways to retirement 
security for future generations. The promise 
of democratizing private markets is real, but it 
will only succeed if it is grounded in fiduciary 
prudence and built to serve the long-term 
interests of everyday investors.
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Authors’ Note    
Our paper examines the opportunities and risks of adding private markets to defined contribution 
plans. With this very delicate topic we have found that it is not simple to just say yes or no to making 
these private assets available to retirement savers. This advancement requires careful plan design, 
regulatory clarity, and participant education. In this opinion snapshot we highlight the potential for 
higher returns and diversification but also concerns over fees, liquidity, and transparency. We outline 
practical methods being used today like target date funds and collective investment trusts that can 
help make private markets a responsible option for the average 401(k) participant.
 

We would also like to express our deep gratitude to those who supported us throughout this whole 
process specifically Chris Bendel, Drew Meyers, Samuel Ntim-Addae, Melissa Bowman, and Joseph 
Craven. This paper could not have ​been completed without their guidance and expertise. 
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