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Overview 

Wall Street and the Trump administration are pushing dangerous deregulation to give private 

equity firms access to the more than $14 trillion in retirement savings kept in 401(k) and other 

defined contribution plans.1 The proposal would risk people’s retirement security and amount 

to a tremendous and regressive transfer of wealth from workers saving for retirement to Wall 

Street firms and a bailout for private equity firms that are struggling to unload 

underperforming investments.  

Private equity funds are incompatible with the relative safety and stability that workers expect 

and require from 401(k) plans, which invest mostly in publicly traded companies that regularly 

report about their performance, disclose financial information and risks, and are subject to 

oversight. Most workers already are facing increasing challenges to their economic prospects in 

retirement. Most employers have replaced guaranteed pensions that provided a lifetime of 

guaranteed income with individual defined contribution retirement accounts, and workers with 

such accounts need them to grow steadily to provide some measure of financial security in 

later life. About half of workers do not have any retirement account savings. The majority of 

Black, Latine, and lower-income workers lack any retirement savings assets; and those with 

savings tend to have smaller balances. Households with lower balances are in the most 

vulnerable position if they are exposed to private equity costs and risks. 

Private equity firms are investment firms that invest funds from large institutional investors 

such as pensions, university endowments, and sovereign wealth funds, and use financial 

engineering to siphon value from the firms they purchase and—frequently—also from their 

investors. Allowing private equity into 401(k)s would transform America’s retirement system 

into a new profit center for Wall Street, shifting risk from financiers to workers. 

➤ Lack of transparency and information asymmetry: Unlike public companies that 

must disclose detailed financial information on a regular basis, private equity firms and 

the companies they own can hide losses, inflate valuations, and leave investors in the 

dark about what their holdings are actually worth.  

➤ Excessive fees: Private equity firms charge steep fees with complex structures designed 

to extract wealth from investors regardless of performance and smaller investors pay 

the highest fees. 

➤ Illiquidity risks: Private equity investments lock up capital for years or even decades. 

When combined with the liquidity needs of retirement savers this mismatch can be a 

recipe for disaster. 
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➤ Questionable returns and increased risk: Private equity returns have languished in 

recent years, converging with and even underperforming public market returns. Retail 

investors face even worse prospects due to inferior access and information 

disadvantages; they are overwhelmingly likely to get stuck with poorly performing funds.   

Workers simply cannot afford to sacrifice their retirement savings to bail out private equity’s 

declining performance.  

The push to open 401(k)s to private equity isn't driven by worker needs or capital scarcity—it's a 

longstanding Wall Street demand to cannibalize people’s retirement savings to fund private 

equity profits. The heightened industry pressure to access retirement savings has been 

exacerbated by the private equity industry’s massive backlog of unsold assets, declining interest 

from institutional investors, and a desperate search for new revenue sources.  

Bailing out the private equity industry on the backs of workers saving for retirement will risk the 

retirement security of millions of people. The Department of Labor should reverse course and 

shield retirement savings from high-risk private equity investments and instead strengthen 

fiduciary protections for these savers and reaffirm that retirement savings exist to secure 

working people’s futures, not to subsidize the profits of private equity billionaires. 

Introduction 

In the aftermath of economic meltdowns like the 1929 crash and the 2008 financial crisis, 

Congress established guardrails designed to protect ordinary workers from the excesses of 

Wall Street. These safeguards recognized that when financial institutions are free to engineer 

and push opaque and risky products without robust oversight, the results are predictably 

disastrous for everyday people. 

Today, most of those guardrails and the agencies tasked with protecting people, investors, and 

markets are being systematically dismantled. The Trump administration is working to satisfy 

Wall Street’s long deregulatory wish list by eviscerating the safety and soundness requirements 

for big banks, eliminating the Consumer Financial Protection Bureau and its mission of 

protecting people from predatory finance, unleashing unregulated hyper-volatile 

cryptocurrency onto the financial system, reducing the oversight of the stock market, and more.  

The administration has rapidly unraveled the modest oversight of private markets and moved 

to fulfill the private equity industry’s long-held deregulatory wish to gain access to the $14 

trillion sitting in workers defined contribution retirement accounts.2 In August 2025, the Trump 

administration ordered the Department of Labor (DOL) and the Securities and Exchange 

Commission to take steps facilitating this access.3 Days later, the DOL rescinded a 2021 

guidance that warned plan fiduciary investment advisors about the risks of including private 
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equity and other alternative assets among retirement savings investment options, while the 

administration worked to pave the way for private equity to gain access to retirement savings 

plans.4 

Private equity firms—including giants like Blackstone, KKR, and Apollo—have spent heavily on 

Washington lobbying to win this access.5 And they’ve launched sophisticated public relations 

campaigns to rebrand themselves and overcome the industry’s reputation for excessive fees, 

aggressive extraction, and overloading companies with unsustainable debt. Now, the industry 

wants to offer a kinder and gentler private equity vision that portrays “private-markets 

managers as responsible stewards of retirement money.”6 

The private equity business model is inherently predatory and extractive. Private equity firms 

buy companies and load them down with unsustainable debt in leveraged buyouts, extract 

massive fees and debt-funded dividends, sell off valuable real estate and assets, and impose 

draconian cost-cutting that harms workers and lowers quality. Frequently the target companies 

are no longer financially viable because they are so overloaded with debt and private equity-

owned firms are twice as likely to go into bankruptcy.7 This has harmed workers, customers and 

patients, communities, and the public.8  

And the truth is the private equity industry has never been a great steward of investors’ 

money—it has focused on extracting value from the real economy and has left bankruptcies, 

layoffs, and community harm in its wake. Now it is facing serious structural problems, 

confronting crises on multiple fronts. Institutional investors are heading for the exits, private 

equity fundraising has decelerated significantly, private equity firms are struggling to unload 

underperforming assets, and returns are down.9 Many longstanding institutional investors in 

private equity are wary of making new commitments because their previous investments are 

tied up in funds that can’t sell their assets and pay out as anticipated.10 As a Bain & Co. report 

noted, 2025 was the first year in over a decade where no new funds raised in the first quarter 

were bigger than $5 billion, the size of funds was declining, and fewer funds were reaching their 

investment goals.11  

Current institutional investors have been reevaluating their private equity exposure as profits 

have dropped and the industry has underperformed the stock market over medium and long-

term benchmarks (lagging the market for the past 1, 3, 5, and 10 years).12 Most tellingly, the 

industry faces roughly $3 trillion in assets that it has been unable to sell profitably, creating an 

unprecedented backlog of investments it is unable to exit, locking up investors’ funds and 

reducing returns.13 Private equity fundraising plunged as firms struggled to return cash to 

existing investors, with global fundraising falling 35 percent in the first quarter of 2025 

compared with the same period the prior year.14 The industry’s inability to return cash to 

investors has pushed some institutional investors to liquidate their private equity stakes in 

secondary markets (selling stakes in existing fund investments)—often at steep discounts.15  
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The industry-wide problems have left the private equity industry scraping for new investors—

with one analysis finding that private equity funds were looking for three dollars of new 

investment for each dollar offered by their traditional sources.16 With their funding sources 

drying up and growing skepticism from the institutional investors who know these products 

best, the industry desperately needs a new source of capital. 

Workers’ retirement savings accounts would be a lifeline to bailout the private equity industry 

from a disaster of its own making. The industry wants workers saving for retirement to replace 

the institutional investors they are steadily losing. Retirement savings are a massive $14 trillion 

captive pool that grows automatically with every paycheck.17 Exposing workers’ retirement 

savings to the high-risk, high-fee, high-opacity private equity industry amounts to a regressive 

bailout of an industry in distress and threatens the funds families are saving for a secure and 

dignified retirement. 

Private Equity Investments Are 
Unsuitable for Retirement Accounts  

Employers have offloaded the burden of investing for retirement onto workers who now must 

shepherd their own retirement savings to provide for their economic security in later life. The 

massive shift from defined benefits pension plans (where employers pay their former workers 

a certain amount on a regular basis) to self-directed retirement savings plans (known as 

defined contribution plans) has been the most significant development in the U.S. retirement 

system over the last half century.18 These retirement accounts (mostly 401(k) and 403(b) plans) 

require workers to contribute to their own accounts from paycheck deductions and the 

accounts grow through workers’ contributions and from the gains from stable, relatively safe 

investments.  

The employer transition from defined benefit pension retirement plans to defined contribution 

retirement accounts has left most families more economically vulnerable in their later years. 

Today, the vast majority of pension plans are 401(k)-type defined contribution plans, accounting 

for almost 70 percent of all plans and with more than 105 million plan participants.19 But almost 

half of households have no retirement savings account assets, and most households with 

savings have very modest balances that cannot provide for a secure retirement—the median 

account value for those with accounts in the bottom three income quintiles was under $40,000 

in 2022.20 These workers will be especially gravely harmed if their modest retirement savings 

are plundered by high-risk, high-fee private equity investments. 

Federal law provides important protections for workers investing through their 401(k) plans. 

Among other things, The Employee Retirement Income Security Act of 1974 (ERISA) restricts the 

investments employers can offer to workers, only allowing them to choose from a defined set 
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of options that are transparent, reasonably priced, and appropriate for retirement savers. 

Congress enacted ERISA explicitly because workers often lacked basic information and 

meaningful safeguards over how these plans were run and found it in the national public 

interest to establish disclosure requirements, fiduciary and governance protections, and 

minimum standards “assuring the equitable character of such plans and their financial 

soundness.”21 Private equity firms operate on the opposite model entirely: they are opaque, 

high-priced, and high-risk.  

These characteristics might be tolerable for institutional investors such as university 

endowments, pensions, sovereign funds, and wealthy family investors, but they are 

fundamentally incompatible with the needs of workers who rely on predictable and transparent 

growth of savings in equitable and financially sound plans to fund economically secure and 

dignified retirements. Sophisticated institutional investors have much more knowledge of the 

markets, far more staff and financial capacity to evaluate private equity offerings, and much 

more leverage to negotiate for better deals. Larger institutional investors are more likely to be 

able to direct funds to higher performing private equity funds. Smaller institutional investors 

may lack the capacity to negotiate for fuller transparency or better deals and can get stuck with 

lower performing funds.  

Individual workers are not only less knowledgeable, they lack the size and negotiating power to 

secure better disclosures, lower fees, and better terms. As a result, workers’ retirement savings 

plans are most likely to be stuck with lower performing private fund investments. This would 

make workers’ retirement savings vulnerable to becoming a dumping ground for the worst of 

the private equity assets. 

Transparency Deficit and Information Asymmetry 

The private equity license to conceal  

Private equity firms do not disclose basic business information, standardized comparable 

reports, or audited financial records to their investors. To put the transparency problem in 

perspective, consider what public market investors take for granted. Every investor purchasing 

shares of a public company currently receives extensive verified, audited information on a 

regular basis. Companies trading on major exchanges must comply with federal securities laws 

by disclosing information such as financial statements, business risks and prospects to the 

Securities and Exchange Commission (SEC) each quarter, annually, and as major events occur.22 

Millions of these public documents are electronically available at the SEC and on corporate 

websites supplemented by executives’ regular public-facing earnings presentations that are 

carefully examined by investors, reporters, industry watchdogs, and regulators.  
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Private equity firms face no comparable requirements. As a result of exemptions in federal 

securities laws, most private equity firms have largely avoided regulatory oversight, with 

regulations mostly limited to certain governance controls and anti-money laundering 

practices.23 The industry has long argued that a lax regulatory regime is appropriate precisely 

because small retail investors are prohibited from investing in private funds or from buying 

risky privately held securities. For over fifty years, only “accredited investors” such as pension 

funds, university endowments, and individuals who meet certain wealth, income, or financial 

sophistication criteria could invest in private funds because they are assumed to be able to 

comprehend these complex investments, absorb losses, and protect themselves.24 

Private equity firms control what information they share about their funds’ portfolio companies, 

when they share it, and with whom. There are no mandated regular disclosures and no 

standardized reporting that enables cross-company comparison. Instead, investors must fend 

for themselves, which can result in an asymmetry of information even among investors in the 

same fund. Big institutional investors can bargain for detailed, frequent reporting and special 

access, while smaller investors in the very same fund may get far less. A retirement saver 

cannot compete in a market where the rules allow differential information and let insiders and 

large investors negotiate preferential side deals while small investors rely on little more than 

marketing brochures.25 This information asymmetry leaves retirement savers vulnerable to 

being enticed into private equity investments with poorer returns, higher fees, disadvantageous 

terms, and rigid investment horizons.  

Private equity’s make-believe valuations 

This transparency deficit not only prevents investors from making informed decisions and 

holding corporate management accountable—it also undermines core market functions like 

price discovery and accurate valuations of private assets. In well-functioning public markets, 

willing buyers and willing sellers determine prices and asset valuations based on abundant, 

timely, verified information and continuous trading. As new information comes out, investors 

trade on it, and those trades rapidly get reflected in share prices. Real-time price updates limit 

insiders’ ability to systematically exploit outside investors and make it easier for companies to 

raise capital by giving investors confidence that prices reflect actual value.  

But private funds lack both those conditions: disclosures are thin and trading is infrequent. 

With fewer observable transactions and less verifiable information, prices become less a 

market signal and more a managerial assertion. Private equity firms have substantial discretion 

to determine the fair value of their portfolio assets. According to the Financial Accounting 

Standards Board, the fair value can be determined by the price at which an asset can be sold on 

a given date or, alternatively, as the best guess of the price a firm can get in the most 

advantageous conditions and market to “maximizes value for the entity.”26 This allows private 

equity firms to offer hyped up valuations to prospective investors. Retirement savers are much 
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less well positioned to discern—and avoid—assets with puffed up valuations that could erode 

the performance of their retirement accounts. 

Private equity investments don’t have real, market-tested prices because the underlying assets 

are sold after holding them for several years, typically 5 to 7 years.27 Thus, until investments are 

ultimately sold and cash is returned to investors, valuations are generally provided by the 

fund’s general partner relying on a high degree of judgment and subjectivity.28 In the meantime, 

the general partners have no obligation to promptly disclose even highly material 

developments about their portfolio companies like losing a major customer, a CEO departure, 

the start of significant litigation, or a government investigation.29  

When a private equity firm describes its holdings as being worth billions, that figure typically 

reflects only the judgment of the firm and a small group of connected private investors. This is 

why private equity valuations have been called “mark-to-make-believe.”30 As author Matthew 

Klein put it in the Financial Times:  

Then there are those, such as private equity firms, who invest in illiquid 

assets. ‘Illiquid’ in this case means ‘thing that’s almost never traded,’ which in 

practice means ’we won’t pretend to know what it’s “worth” in the absence of 

a market, but here’s a number if it makes you feel better.’31 

Private equity firms have often adjusted their reported asset values in ways that appear self-

serving.32 For example, a 2013 study found that private equity firms often inflate portfolio 

valuations during fundraising and audit seasons—making the funds look more attractive and 

potentially boosting general partners earnings and fees.33 During a significant market decline in 

2022, many private equity portfolios reported only modest value reductions, with downward 

readjustments to prominent technology company valuations like Stripe and Klarna occurring 

only months later.34 Eileen Appelbaum, Co-Director of the Center for Economic and Policy 

Research (CEPR) explained the implications of the 2022 overvaluation:  

[Private equity] firms failed to mark the value of their portfolio companies to 

market. Instead, the general partner (a committee of principals of the [private 

equity] firm, not an individual that manages the fund) used its own 

guesstimates of what the companies in its portfolio were worth. Fund 

managers declared that their portfolio companies had largely escaped the 

effects of the market downturn. As a result, [private equity] portfolio 

companies are overvalued, and a persistent gap between buyers and [private 

equity] sellers has made it difficult for [private equity] funds to exit their 

investments, either through a sale or via a stock market IPO.35 

Private equity’s mark-to-make-believe problem has real implications for retirement savers. 

Because private assets don’t benefit from real-time market pricing and reported values can lag 

shifts in underlying fundamentals—including during periods of stress—retirement account 
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savers may lack reliable information about what their holdings are actually worth until they try 

to liquidate.  

Additionally, inflated or slow-to-adjust valuations can make it harder to sell assets and trap 

investors’ capital for longer than a decade. When valuations stay overoptimistic, buyers and 

sellers become unwilling to reach a sale price, deal volume dries up, funds struggle to exit 

portfolio companies and hold assets longer than planned, and investors’ money effectively gets 

stuck until markets catch up or managers finally make the markdowns.36 For retirement savers, 

this means that their money can end up locked up in what have become known as zombie 

funds for much longer than anticipated.37 And if they need liquidity, the only practical option 

may be selling their fund stake early and at a loss in private equity secondary markets.  

Private equity investors that have tried to get out of their investments before the funds expire 

by selling their stakes in secondary markets have found they need to take significant discounts 

to close the valuation gap between buyers and sellers.38 According to a report by the 

investment banking firm Jefferies, getting out early of private market stakes in the first half of 

2025 imposed an average 10 percent discount.39 Yale University’s endowment was reportedly 

considering a 10-15 percent haircut to sell its private equity stakes on the secondary market in 

2025.40 This would present an impossible conundrum for retirement savers to either lock up 

their assets for longer or take substantial and unaffordable losses in their accounts. 

Private equity’s illiquidity trap harms workers 
who face financial emergencies 

The long and rigid investment horizon of private equity funds can lock up workers’ retirement 

savings and make it impossible or costly to access them in case of a financial emergency or in 

order to readjust their retirement account to pursue more stable and secure investments. 

Unlike university endowments and other large institutions that can ride out long lockup 

periods, most workers and families have real world liquidity needs and cannot keep their 

money invested indefinitely or wait a decade or more for a convenient time for the fund to exit 

an investment without being forced to tap savings in the meantime. 

This issue impacts a very significant number of investors. Participants in 401(k) and other 

defined contribution plans often rebalance their portfolios as their risk tolerance or investment 

preferences change. They also often withdraw funds when changing jobs or due to an 

unexpected personal financial hardship such as a layoff, health emergency, or divorce.41 In 

2024, the most common reasons for taking a hardship withdrawal were avoiding foreclosure or 

eviction (35 percent of all hardship withdrawals), medical expenses (30 percent), tuition 

expenses (14 percent), and purchasing or repairing of primary residency (16 percent).42 In total, 
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more than one-third of workers (37 percent) have taken a loan or early withdrawal from their 

401(k) or similar plans.43  

Those withdrawals and loans are not evenly distributed across workers. Black and Latine 

families are more likely to draw down their retirement accounts before retirement to cover 

relatively higher costs and more widespread risks than white families due to longstanding 

income and wealth inequalities and racist practices that leave many families of color with fewer 

financial buffers outside their 401(k)s.44 Black families also face considerably higher rates of 

evictions from their homes (the most frequent reason for taking a hardship withdrawal).45  

A 2024 National Bureau of Economic Research report found that nearly one-fourth (23.3 

percent) of Black savers make an early withdrawal from their defined contribution plan each 

year, almost twice as high as the rate for white retirement savers (12.3 percent).46 This means 

that Black families saving for retirement are more likely to be penalized by illiquidity—locking in 

losses through steep discounts in addition to withdrawal penalties that can reduce compound 

growth by thousands of dollars over the long term. That’s why the AARP has warned that early 

withdrawals widen the racial retirement gap.47 

The same pattern shows up in retirement account loans. In 2024, one-sixth (16 percent) of all 

plan participants had an active loan from their retirement account, but the share was far higher 

for Black and Latine workers—over 26 percent Black and Latine plan participants had an active 

retirement account loan compared to 15 percent of white participants.48 

That makes the current retirement system doubly unequal. The tax benefits of retirement 

savings flow disproportionately to households with the income, wealth, workplace access, and 

financial stability needed to contribute consistently, who are more likely to be white. But the tax 

penalties and lost compounding from early withdrawals fall more heavily on Black and Latine 

families who are more likely to need those funds before retirement.  

Adding illiquid private funds to 401(k)s would worsen that racial inequity because the workers 

most likely to need liquidity would be more vulnerable to fire sale losses, delayed redemptions, 

stale valuations, and additional costs when they try to access their own money. 

Private equity fees take a bite out of workers’ 
retirement savings 

Excessive management fees eat into the growth of investments. Fees are one of the most 

important factors fiduciaries must consider when selecting appropriate 401(k) investment plans 

for workers. High fees compound just like investment returns do, only in reverse. Every extra 

dollar taken out in investment management fee costs is a dollar that no longer grows over a 
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worker’s career. That undermines any investment account; it is especially damaging in a 

retirement system where many households are already behind.  

Fee opacity and complexity are already pervasive problems affecting retirement savers, even 

before the addition of high-fee private equity. A 2023 Government Accountability Office (GAO) 

report found that retirement fees are often poorly understood by plan participants, and that 

these fees can be especially harmful for participants with smaller balances that face additional 

fees (which disproportionately harm lower-income workers).49  

High fees have reasonably drawn the ire and litigation of retirement plan members. Over the 

last decade, employers and plan sponsors have paid over $1 billion to settle more than 500 

ERISA class action lawsuits alleging excessive or poorly justified fees.50 In 2025 alone there were 

74 excessive fee lawsuits, accounting for almost half of all lawsuits filed alleging violations of 

ERISA and breaches of fiduciary duty.51 Several notable cases have recouped multimillion dollar 

settlements for unfair fees. Caterpillar agreed to a $16.5 million settlement in an excessive-fee 

case;52 Walmart and Merrill Lynch settled a similar 401(k) suit for $13.5 million;53 and ABB 

ultimately agreed to a $55 million settlement after years of litigation over failures to monitor 

plan costs and investment choices.54 These lawsuits have helped drive down general plan fees 

and expenses by between 25 to 35 percent from 2013 to 2023, according to a McKinsey study.55 

Allowing private funds to access workers’ retirement savings accounts would embed a business 

model built around high, layered, and often poorly transparent fees—charges that 

sophisticated and well-resourced institutions have struggled to monitor and that research 

shows can materially erode returns. This would leave more workers with smaller retirement 

accounts and too little to depend on during their later years. 

The Trump administration proposal to allow alternative investments in retirement accounts 

would make it harder for workers to bring and win lawsuits over excessive fees in all kinds of 

investments. The proposal would create a safe harbor that waives ERISA fiduciary duty 

requirements even if plan managers select investment alternatives with the highest fees and 

expenses compared to other alternatives considered.56 

Simultaneously opening the door wider for private equity investments and insulating 

employers from lawsuits is a double whammy—leaving workers particularly vulnerable to the 

excessive, opaque, and hard-to-monitor fees that are widespread in the private equity industry. 

Private funds charge fees far in excess of ordinary retirement 

investment fees  

Most workers already struggle to save enough for retirement. The 401(k) system should help 

them keep as much of their investment returns as possible—not steer them into products that 

allow Wall Street to skim away a big portion of it. The prevailing private equity fee structure of 2 
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percent of assets under management and 20 percent of profits are far in excess of what most 

401(k) plans and retail investors pay for passively managed long-term investments like mutual 

funds.57 Private credit funds’ fees are so high that they can erase the very return advantage the 

funds claim to offer. One study found that private credit returns become “indistinguishable 

from zero” once risk and fees are accounted for and that all gains in those funds are largely 

captured by fund managers through fees, rather than passed on to investors.58 That means 

directly investing in private equity and credit funds can cost workers many multiples of what 

they would pay for diversified public market exposure. 

Public market funds show what low-cost retirement investing can look like. At the end of 2025, 

the average expense ratio for equity mutual funds was 0.40 percent, while index equity 

exchange traded funds (ETFs) averaged 0.14 percent, and a broad public market stock-and-

bond target date fund cost on average 0.3 percent annually.59 According to a Morningstar 

study, Vanguard and Schwab are the lowest-cost providers of index mutual funds and ETFs, 

with 0.07 percent asset-weighted average fee in 2025.60 Other providers such as Fidelity even 

offer zero expense ratio index mutual funds.61  

Even the evergreen funds, the private equity industry’s retail investor and retirement saver 

alternative to the traditional private equity fund structure, are significantly more expensive 

options than many available retirement savings plans. A recent study of retail-oriented private 

equity evergreen funds finds they charge an average expense ratio of 3.9 percent, not even 

including sales charges that can amount to another 3 to 5 percent. That average expense ratio 

is 130 times more than a Vanguard ETF tracking the S&P 500 index and charging a total expense 

ratio of 0.03 percent.62 

Private equity rakes in fees no matter how investors fare 

Much of the fee cost burden of private funds is not meaningfully tied to performance at all and 

many fee structures are too opaque for investors to understand what they are paying for and 

how much it costs. One study of private market funds estimates that investors pay $0.05 to 

$0.26 in fees for every dollar committed over a fund’s life, producing an annualized fee drag of 

5 to 8 percent of gross returns. This study also found that more than half of the fee revenue 

came from non-performance-based fees, which do not “effectively incentivize performance” 

and are not “aligned with investors’ interest.”63 In other words, investors can lose more than 

half of their returns before any performance bonus is even considered. The financial press has 

also documented that private equity fees can remain stubbornly high even during weaker 

periods for the industry. For example, during the 2021 to 2024 private equity slump, average 

net annual fees for buyout funds were 1.86 percent, according to the Wall Street Journal.64  

The complexity and opacity of private equity fee structures make it very difficult even for large, 

sophisticated investors to assess the true costs clearly. Some private fund costs may even be 

buried inside the fund’s reported expense ratio. For example, when private equity funds invest 



 

The Private Equity 401(k) Trap  

 

   

12 

in other private funds—a common practice—investors can end up paying fees at multiple 

levels. They may pay fees to the main fund they selected, while also indirectly paying charges 

and performance fees to the underlying funds where their money is invested, costs that may 

not be fully reflected in the original funds’ headline expense ratio.65  

The Wall Street Journal reported that pension funds and other institutional investors have 

pushed private equity firms for more standardized disclosure of fees and returns precisely 

because current reporting makes comparisons difficult.66 Academic research documents that 

different public pensions participating in the same private equity fund can end up paying 

materially different fees, with the differences large enough that some pensions in the study lost 

$19 billion to $25 billion due to worse fee arrangements.67  

These complex and high fee structures are entirely inappropriate for retirement savings funds 

like 401(k)s. If institutional investors and giant pensions cannot identify or negotiate the true 

cost of private funds, workers saving through 401(k)s will be at an even greater disadvantage. 

Retirement savers and their plan sponsors will not be able to navigate opaque and deceptively 

marketed stated costs that conceal higher all-in costs. As a result, the proposed inclusion of 

private market alternatives in 401(k) accounts simply allows private equity firms to extract tens 

of billions of dollars in fees for paltry performance that will erode the economic security of 

workers in retirement.  

Private equity’s ever diminishing returns  

The private equity industry broadly touts its alleged superior performance, regularly claiming 

that it generates outsized returns for investors. These returns have long been overstated and 

many smaller institutional investors have failed to see the promised rosy returns.68 But the 

private equity industry is now facing the reality that it is not remotely living up to the hype. The 

case for putting private equity into 401(k)s rests on the promise of superior returns that can 

compensate for giving up liquidity, transparency, and low costs. But recent evidence suggests 

more clearly than ever before that the returns are not justifying those trade-offs. The declining 

performance of private funds makes them even more inappropriate for workers’ retirement 

savings. 

Private funds have been massively underperforming investments in the stock market in recent 

years. In 2025, the Financial Times reported that private market funds—including private equity, 

private credit, and venture capital—lagged large-cap U.S. stocks over one-, three-, five-, and ten-

year benchmark periods, with private funds returning less than a third of public market 

investments (7 percent versus 25 percent for the S&P 500 in 2024).69 A 2026 Wall Street Journal 

report found that Ivy League endowments were rethinking their private equity exposure after 

U.S. private equity returned only 7.4 percent annually over the prior three years, versus 19.7 

percent for the S&P 500 and 23.66 percent for the Nasdaq composite.70 The analysis found that 
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private equity lagged the S&P at the one, three, and five year marks and was lower than the 

Nasdaq composite over one, three, 10, 15, and 20 years.  

Much of private equity’s reputation for outperformance rests on an earlier era that looks very 

different from today’s crowded private markets. A host of academic research has found that 

historical return advantages were strongest when private equity was a smaller, less competitive 

asset class, before the number of funds and the volume of capital chasing deals expanded 

dramatically and dissipated any excess returns.71 A 2020 Oxford University paper found that 

private equity funds’ returns have been roughly in line with public equity indexes since at least 

2006.72 

The experience of large institutional investors offers little reason to believe that adding more 

complex, illiquid assets will reliably improve retirement outcomes for workers. Recent studies 

have found that public pension funds could have obtained higher net-of-fees returns by 

investing in passive index funds with public stocks and bonds instead of in actively managed 

alternative investments like private equity.73 A 2024 Center for Retirement Research study 

found that, from 2000 to 2023, public pension funds invested in private equity produced a long-

term annualized return of about 6 percent—almost identical to a simple 60-40 stock-bond 

portfolio—concluding that public pensions “should stick with a simple and transparent 

strategy.”74  

These findings are especially relevant for workers saving for retirement in 401(k)s. Large 

institutional investors with expert investment staff, long time horizons, the ability to negotiate 

the lowest fees, and access to the top performing private funds have not clearly improved 

results through more complex investing; it is extraordinarily difficult to imagine how workers 

without these advantages would do better. There is every reason to expect they will do worse, 

and workers simply cannot afford to subsidize private equity’s meager performance which will 

erode the growth of their retirement savings. 

Retail investors are already facing losses from private equity through their exposure to private 

equity funds through retail-oriented, evergreen, or target-date-fund structures specifically 

designed to package private assets for mass distribution. The early evidence shows that these 

types of products underperform public markets while charging far more fees. A recent review 

by the Private Equity Stakeholder Project found that the fifteen largest private equity-focused 

evergreen funds aimed at retail investors produced a median return of 11.97 percent in 2025, 

far below the 17.43 percent return for the S&P 500 and 22.34 percent for the global equity 

benchmark MSCI ACWI Index. Over the three years from 2023 through 2025, those funds 

generated a median annualized return of 11.31 percent, about half the S&P 500’s 22.48 percent 

return. These weaker results came on top of the funds’ expense ratios, generally ranging from 3 

to 5 percent.75 

Private equity is now struggling to generate returns, exit investments, distribute cash, and raise 

new funds. By May 2026, private equity firms were sitting on nearly 33,000 unsold portfolio 
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companies worth more than $3 trillion that they cannot profitably sell, and for a record of four 

straight years, investors have received distributions that amounted to less than 15 percent of 

the value of their private equity fund holdings76 As firms move to clear that backlog, some are 

no longer realizing gains but instead are racking up losses. Private equity firms began unloading 

companies at a loss in 2025, with the average portfolio company being sold below its previously 

reported paper value.77 

The bottleneck is making traditional private equity investors uneasy, worried that the funds are 

sitting on too many unsold companies and returning too little cash. Large investors are 

reportedly looking to sell their private equity stakes because they expect few near-term cash 

distributions.78 Bloomberg reported that private equity fundraising plunged in 2025 amid 

difficulty returning cash to existing investors.79 In other words, the industry is pressing for—and 

the Trump administration is offering—increased access to workers’ retirement funds at 

precisely the moment when a set of sophisticated investors are turning away from private 

equity investments because of protracted lower performance.  

Reported private equity returns also deserve skepticism because the valuations behind them 

are less transparent and less market-tested than public stock prices. Private equity 

performance claims can overstate returns because fund valuations are manager-generated, 

difficult to verify, and reported through metrics that do not always reflect reality. For retirement 

savers, that means the return numbers used to justify private equity are both harder to validate 

and less meaningful than the transparent, continuously priced returns available in public 

markets.  

Private credit funds, which had boomed in previous years, have faced even steeper headwinds. 

As private equity funds struggle to sell companies and return cash, private credit has 

increasingly helped sustain the system through new loans and refinancings. But these funds 

are facing similar problems, low repayment rates, and are now rolling over under-performing 

assets into new funds with new investors to repay the original investors without waiting for the 

loans to be repaid or refinanced.80 Private credit also has been facing a crisis of confidence. 

Funds have faced waves of redemption requests by investors trying to pull money out, while 

losses, defaults, and valuation concerns have exposed the fragility of the private market.81  

The recent evidence undercuts the argument that workers should accept private equity’s added 

costs, opacity, and illiquidity in exchange for better performance. As the Wall Street Journal 

recently put it, “the glory days for these assets may already be ending.”82 The evidence now 

points to an asset class whose returns often match or trail public equities, whose institutional 

backers are increasingly uneasy, and whose retail-facing products appear especially 

unattractive. In this environment, exposing 401(k) savers to private equity is less about 

expanding opportunity and more about asking workers to bear additional risk and costs for 

returns they can often obtain more cheaply and transparently in public markets.  
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The Real Agenda: Bailing Out Private 
Equity 

Allowing private equity to prey upon workers’ retirement savings amounts to a regressive 

bailout of Wall Street firms paid for by pilfering millions of people’s retirement security. Private 

equity’s push into 401(k)s is best understood as a search for new investors when the industry’s 

business model is under pressure. Workers are not clamoring for higher-cost, lower-performing 

investment opportunities. The industry is aiming at the $14 trillion in retirement savings 

accounts for the same reason Willy Sutton robbed banks: that’s where the money is. 

The private equity industry is hoping that these retirement savings accounts can rescue it from 

a crisis of its own making: evaporating investors, declining returns, fundraising shortfalls, 

unsellable assets, and sophisticated investors who are increasingly wary.83 Private credit 

fundraising is also drying up, with one major private credit fund reportedly raising roughly 95 

percent less than it did a year earlier.84 And portfolio company bankruptcies rose to a record 

high in 2024, before abating slightly to much higher than average levels in 2025 according to 

S&P Global.85  

Private equity firms have resorted to more financial engineering to dodge the depth of the exit 

problem. Some private equity funds have become zombie funds that shamble on with little 

chance of liquidating assets or raising successor funds.86 Other strategies include dumping 

older investments into so-called continuation funds that force new investors to buy up assets 

they cannot profitably sell.87 Now, private equity firms are pouring older continuation funds 

into newer continuation funds to repackage stranded and unsellable assets.88  

Major institutional investors are no longer treating private equity as an obvious top performer. 

The Wall Street Journal reported that pensions that piled into private equity are now struggling 

to get cash out, with money languishing in hard-to-sell investments while retirement systems 

seek liquidity.89 The Financial Times reported that more large investors are looking to sell their 

private equity stakes, while some of the largest university endowments like Yale and Harvard 

are selling their private equity positions.90  

Retirement savings accounts represent a $14 trillion lifeline for the private equity industry. 

Cracking open 401(k) retirement savings accounts would help solve several of the private fund 

industry’s biggest problems at once. Worker retirement accounts offer a steady stream of 

captive capital, with contributions flowing automatically from every worker’s paycheck into 

private equity coffers. These accounts also offer a new source of massive fees—even a small 

allocation from defined contribution plans could generate substantial management-fee 

revenue for private equity firms, whether or not workers ultimately receive superior returns.  
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Defined contribution plans would give private equity access to investors with far less ability to 

scrutinize what they are buying. Large pensions and endowments have investment staff, 

consultants, lawyers, and advisers to review fees, valuations, leverage, conflicts, and 

performance claims—and even they struggle to get clear information from private fund 

managers. Individual workers are in no position to evaluate hidden fees, portfolio company 

risks, valuation marks, or fund performance. If private equity is embedded in target-date funds 

or other default options, billions could flow into opaque, high-fee, illiquid products without 

workers actively choosing them. The end result would be a tremendously regressive bailout of 

the richest Wall Street titans funded by workers’ paychecks.  

Conclusions 

The push to put private equity in 401(k)s is dressed up in the language of fairness and 

opportunity, but it is nothing short of a Wall Street bailout that will imperil the economic 

security of workers saving for retirement.  

The reality is that Wall Street is not offering opportunity but exposure to the dangerous and 

unsuitable risks of private equity. Exposure to high fees. Exposure to illiquidity. Exposure to 

opacity and conflicts of interest. Exposure to trumped up valuations. Exposure to an industry 

that has repeatedly demonstrated it will prioritize its own profits over those of its investors, 

portfolio-company workers and customers, and sustainable communities. 

The lack of transparency, excessive fees, illiquidity, and information asymmetry that make 

private equity unsuitable for retirement investors aren't bugs—they're features of the private 

equity industry.  

Private equity firms are hoping to offload the roughly $3 trillion in overvalued and unsellable 

assets onto retirement savers. Private equity firms view the $14 trillion nest egg that workers 

have diligently amassed as a pocket to pick not the pathway to a more economically secure 

retirement.  

This doesn't solve any problem that workers actually face—it solves the private equity 

industry's problem of where to find new money to extract fees from while their traditional 

investors head for the exits. But workers deserve better than to become a bailout for an 

industry in distress. They deserve retirement security built on transparency, fairness, and 

genuine alignment of interests—not on wishful-thinking valuations, asymmetric information, 

and fees that enrich managers regardless of performance. 
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