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Overview 

Retirement security remains a significant concern for many Americans. Gallup 
found that 69% of non-retired Americans are very or moderately worried about 
not having enough money for retirement, and an Allianz survey found that 64% of 
Americans are more concerned about running out of money than about death. As 
policymakers look to alleviate these fears, some have pointed to possible changes 
in how retirement plans operate as a solution. Before the 1980s, most Americans 
were covered by a pension plan at work. Over time, for a variety of reasons, 
employers shifted to offering a 401(k) plan instead, and now most U.S. citizens 
use 401(k)s as their primary tool to save for retirement. One difference is the 
range of assets that each plan can invest in. Pension plans have historically been 
able to invest in a wider array of investment vehicles, subject to the discretion of a 
fund administrator who must act as a fiduciary. Alternatively, 401(k) investment 
options are typically structured around publicly traded assets, often accessed 
through mutual funds or other vehicles, such as collective investment trusts 
(CITs). As Americans in private-sector jobs continue to save for retirement using 
401(k)s, there has been an increasing focus on the differences in investment 
options for savers with 401(k)s compared with those who have access to pension 
plans. In fact, the Trump Administration recently proposed a safe harbor that 
seeks to lay the groundwork to support employers, acting as fiduciaries, to modify 
their 401(k)s to offer investments with exposure to private assets. However, as 
policymakers consider potential changes to retirement investment policy, there 
needs to be a balance between the benefits that may come with alternative 
investment options and the risks of investing in less liquid, higher fee options for 
savers. 

How 401(k)s and Pension Plans Work 

Pension plans provide a predetermined benefit at retirement based on several 
factors, including salary and years of service. Employers fund these plans and are 
responsible for investment decisions and ensuring sufficient assets to meet 
obligations. Once an individual retires, they receive monthly benefits from their 
pension plan until death. Pension plans remain the most common retirement 
benefit offered to public sector employees. 
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Fiduciary: An individual or 
organization that manages a client’s 
wealth and is legally obligated to act 
in the best interests of their client 

Real Assets: A broad category of 
investments that are tangible and 
physical, like infrastructure and real 
estate 

Pension plans provide a predetermined benefit at retirement based on several factors, including salary and years of service. 
Employers fund these plans and are responsible for investment decisions and ensuring sufficient assets to meet obligations. 
Once an individual retires, they receive monthly benefits from their pension plan until death. Pension plans remain the most 
common retirement benefit offered to public sector employees. 

In a 401(k) plan, employees contribute a portion of their wages, often with an employer matching contributions. A worker who 
saves through a company 401(k) may invest up to $23,500 in pre-tax earnings annually (in 2026), but they will not receive a 
fixed series of payments in retirement. Participants can invest the money they save into a menu of investment options chosen by 
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the plan sponsor. The retiree must manage and withdraw their funds throughout retirement, and the balance upon retirement 
depends on contributions and the returns over time on the investments chosen by the participants. 

Additionally, 401(k)s have certain tax advantages. The gains from any investment in a 401(k) are deferred until the money is 
withdrawn from the account and taxed at the “normal,” or ordinary, income rate. Additionally, any contributions to a 401(k) plan 
are not counted toward ordinary income in the year those contributions are made. 

The plan sponsor of both 401(k)s and pension plans has a fiduciary duty to manage the plans and must approve which 
investments will be part of the plan. Pension plan sponsors have broad discretion to select and manage investments on behalf of 
plan participants, including allocations to private and alternative assets. In contrast, 401(k) plan sponsors typically do not make 
investment decisions for participants; instead, they select a menu of investment options from which participants choose how to 
allocate their own contributions. The plan participant can then choose how to invest their money amongst those assets. As a 
result, a 401(k) plan sponsor is not choosing which assets to invest in but instead is simply choosing which investments are 
available to the plan participant. 401(k) plan sponsors who want to offer alternative investments as an asset class to 
participants must be comfortable that they can do so consistent with their fiduciary duty to participants. Under the current 
Department of Labor (DOL) rules, plan sponsors are not prohibited from choosing alternative assets as an investment option. 
The point of the proposed safe harbor is to give plan fiduciaries greater confidence that offering alternatives can be done 
consistent with their regulatory obligations. 

Types of Assets in Pension Plans and 401(k)s 

While both types of retirement plans invest in public markets, pension plans have long incorporated alternative assets, such as 
private equity, private credit, and hedge funds, to supplement their public investments. Currently, around 89% of pension plans 
have some form of investment in private equity. Often, these assets are included in pension plans to further diversify the plan's 
investments, generate greater returns, and minimize risk. For example, some research suggests that, under certain assumptions, 
alternative assets may reduce portfolio volatility over long time horizons. Often, these investments are used for their long-term 
horizon and low correlation with public equity markets, meaning their returns do not mirror the broader equity market 
performance. For example, real assets have a very low correlation with public equities and often include long investment 
horizons, which makes them ideal for some investors to augment their equity portfolio since their profits and losses could help 
offset equity losses or profits, and an investor's long-term goals could be matched appropriately with the long-dated investment 
horizons of real assets. 

 
In contrast, 401(k) plans are participant-directed. Individuals choose how to invest their assets from a menu of options selected 
by the plan sponsor, often mutual funds or collective investment trusts (CITs). Generally, these investment options have focused 
on public equity and public bonds. One of the most common kinds of investments in 401(k) plans is a “target date fund,” which 
is an investment vehicle that includes a diversified mix of asset classes that periodically rebalance asset holdings to generate 
adequate returns and appropriately manage risk as the retirement “target date” approaches. The target date is always listed in 
the fund name, and large financial institutions, such as Fidelity, BlackRock, Charles Schwab, and Vanguard, offer multiple target 
date funds for different years. 401(k) plans are permitted to include alternative assets within diversified investment vehicles 
like target-date funds, but they historically have not done so in a meaningful way. The typical 401(k) plan menu will also include 
other funds such as various U.S. and international funds, equity funds, bond funds, and stable value funds. 
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President Donald Trump issued an executive order on including alternative assets in 401(k)s, and the DOL recently proposed a 
safe harbor implementing the executive order. However, the idea of including alternative investments in 401(k)s is not a new 
concept, nor is it prohibited under current law, and some companies already offer alternative asset options to participants. 
Experts point out that longer-dated investments would match the longer-term goals of retirement. Additionally, they have 
highlighted how these investments have boosted pension fund returns and reduced overall portfolio risk. In fact, a Georgetown 
Center for Retirement Initiatives analysis has shown that since 2000, even modest investment levels in private real assets, 

 
 g  

   
Alternative Investments in 401(k)s 

https://www.whitehouse.gov/presidential-actions/2025/08/democratizing-access-to-alternative-assets-for-401k-investors/
https://cri.georgetown.edu/wp-content/uploads/2025/08/Addressing-the-myths-about-private-assets.pdf


 

private equity, and private credit could boost outcomes for defined contribution plans, like 401(k)s, by 7% to 8%. 
 
Given the mechanics of a 401(k), it is important to keep in mind that, if an employer were to include exposure to these 
alternative investments, it would come not from allowing a participant to make a direct investment, but by including alternative 
investments as only part of the asset classes in a target date fund or similar diversified investment. These funds would invest a 
portion of their assets in alternative assets, giving plan participants who elect to invest in these funds the potential benefits of 
alternative assets, while preserving liquidity as employees change jobs and retire. Further, by including the alternative asset 
inside a broader investment managed by a professional investment manager, the participant benefits from the fact that the 
investment manager is subject to a fiduciary obligation under the Investment Advisors Act of 1940, ERISA, or both. So, when a 
401(k) plan participant chooses one of these investment options, they are protected by the fiduciary responsibility of the fund 
manager who is deciding how to invest that fund’s money and the fiduciary responsibility of a plan manager when they decide 
which funds to offer plan participants. 
 
Currently, the DOL proposal would create a new, optional safe harbor that 401(k) plan fiduciaries can choose to use when 
deciding which funds to make available to participants. Ideally, this would give plan sponsors greater flexibility and protection 
when deciding whether to offer target date funds that invest a portion of their assets in alternative assets. However, some 
concerns have been raised about the DOL’s approach and, specifically, with the addition of alternative assets to 401(k)s. This is 
partially due to the executive nature of the safe harbor, and it will likely be tested in the judiciary before there is full clarity on 
the protection it seeks to provide. Those opposed to the DOL's proposal believe it may expose retirement savers to volatile 
assets, and note that many alternative assets can be difficult to understand, especially when trying to parse the risks and 
benefits of these advanced investment strategies. Others have pointed out that most of these investments are difficult to convert 
to cash, which could pose problems during either economic downturns or when target date funds need to redeem money for 
investors who wish to sell their fund, specifically for those workers changing investments in the account, switching jobs, or 
retiring. Opponents also believe that the DOL’s proposal provides too much protection to employers from class action lawsuits. 
Lastly, concerns have been raised about the fee structure and the impact on returns of alternative investments. 
 
Proponents of the rule note the presence of alternative assets in pension funds and argue that the same optionality should be 
afforded to individuals whose primary tool for retirement is 401(k)s. They argue that the proposal does not require any 
employer to offer any particular investment, nor any participant to choose one, but rather describes a framework for fiduciaries 
to consider when selecting investments for the 401(k) menu. It is expected that alternative investments will be offered via target 
date funds, collective investment trusts (CITs), or other asset allocation funds that are managed by a registered adviser or other 
fiduciary. Some proponents also highlight how complementary policy changes can reinforce the proposed rule and help expand 
access to cost-effective investment options with exposure to alternative investments. For example, some suggest amending 
Prohibited Transaction Exemption 77-4 so it covers all fund types, including those that typically invest in alternative assets. 
Additionally, the proposal would not undermine other important existing protections for 401(k) savers, including a requirement 
that at least 100 participants must be audited by an independent, qualified accountant and file an assigned audit report with the 
DOL. Fiduciaries, also, as per current law, must ensure the fees of the investment are appropriate, taking into account its 
risk-adjusted expected returns. Proponents point out that higher fees appropriately compensate fund managers for the 
increased complexity and administrative costs of alternative investments. Lastly, some managers have developed structures 
intended to address liquidity constraints, though debate remains about their effectiveness. Managers of alternative investment 
funds have at times been able to offer periodic payouts and utilize unique fund structures, like “evergreen” structures, to help 
manage the liquidity concerns of investors. In addition, the proposal would require that fiduciaries ensure that any investment 
is sufficiently liquid to serve the needs of participants and has appropriate valuation procedures, as 401(k) plan accounts must 
be valued on a daily basis. 
 
Lastly, others have noted that these alternative investments could also provide greater benefits for retirement savers. A 
Georgetown Center for Retirement Initiatives report found that expanding investments in target date funds to include 
alternative assets improved long-term retirement income expectations by 6% to 8%. Additionally, diversifying the asset classes 
that 401(k) plan participants can invest in increases diversification and lowers risk. Additionally, analyses have shown that 
alternative investments may reduce the volatility of an individual's overall portfolio, helping them better weather economic 

 
 g  

   
Alternative Investments in 401(k)s 

https://cri.georgetown.edu/wp-content/uploads/2022/12/report-asset-diversification.pdf


 

downturns. Finally, as many have noted, the long-term investment horizon of alternative assets can align with the long-term goal 
of retirement, allowing savers to match the duration of their investing goals to their investments. 
 
With around $10 trillion held in 401(k)s, these investment vehicles are a vital part of many Americans’ retirement plans. As the 
world continues to evolve and more companies may remain private for longer, 401(k) plans may consider alternatives as 
investment options. In fact, over 80% of companies with revenues exceeding $100 million are currently private, although many 
of these firms are not directly accessible to retail investors. However, no reform would be without risks. Changes to 401(k) plans 
need to balance the potential risks plan participants may face with the need to ensure that Americans can enjoy a prosperous 
and financially stable retirement.  
 
As policymakers continue to navigate proposals to strengthen Americans' retirement security, expanding access to private asset 
classes for those using 401(k)s will continue to be discussed. As this idea and the Trump Administration's safe harbor continue 
to be debated, it is important to ensure that Americans’ financial well-being is protected while maintaining avenues to build the 
wealth needed for a comfortable retirement. 

Links to Other Resources 

●​ ADP – Retirement Plan Calculator 

●​ American Investment Council – Private Assets Deliver the Strongest Returns for Retirees Across America 

●​ BlackRock – The Power of Private Markets 

●​ Consumer Financial Protection Bureau – What is a fiduciary? 

●​ Fidelity – What's a 401(k)? 

●​ Georgetown Center for Retirement Initiatives – Has the Lack of Asset Diversification in DC Retirement Plans Been a 

    Costly Missed Opportunity? 

●​ Georgetown Center for Retirement Initiatives – The Effect of Private Market Assets on Retirement Income in Cases of 

    Disrupted Savings 

●​ Investment Company Institute – Release: Quarterly Retirement Market Data, Fourth Quarter 2025 

●​ J.P. Morgan – DOL’s proposed rule on selecting designated investment alternatives 

●​ J.P. Morgan – From complexity to clarity: A measured approach for evaluating private investments in DC plans 

●​ J.P. Morgan – Executive Order continues momentum toward greater DC plan access to “alternative assets” 

●​ Managed Funds Association – 401(k) savers are Protected Through Multiple Layers of Oversight 

●​ Managed Funds Association – Research note: Does adding alternatives materially improve portfolio performance? 

●​ Morgan Stanley – 401(k) Plans: Frequently Asked Questions 

●​ New York Life – How to invest your 401(k) 

●​ RAND – The Potential of Alternative Investments in Defined Contribution Plans 

●​ Watkin Ross – 401k Plan Audit Requirements: A Guide for Employers 
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