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Blackstone Group and many alts industry peers have shifted gears in their long quest to 

include private equity strategies in defined contribution (DC) retirement plans, moving 

beyond developing products that fit into today’s regulatory landscape and putting more 

emphasis on a deeper change – rewriting the rules themselves.  

Blackstone has dispatched its general counsel, government affairs officer, and executive 

vice chairman to lobby government officials for changes in regulations that today make it 

difficult to include private equity in retirement plans such as 401(k)s, which require daily 

liquidity for investors and generally favor lower-cost traditional strategies.  

“We have been working in Washington talking to various folks… about the idea of opening 

up the retirement community – [Vice Chairman] Tony [James] specifically has spent some 

time on this as well, John Finley our general counsel, Wayne Berman on government 

relations,” said Jonathan Gray, COO and president, on Blackstone’s earnings call last 

week. “We think that this is an area where it makes a lot of sense for these long-term pools 

of capital for individual investors to have access to alternatives.” 

The Defined Contribution Alternatives Association (DCALTA) has similarly been making 

the rounds of Congressional committees and federal agencies, including the U.S. 

Department of Labor (DOL), seeking new regulatory language that will smooth the path for 

private equity strategies into the $7.5 trillion DC market. 

The lobbying push is not brand new, but in the past year has emerged as the main focus for 

the industry. Private fund firms started in 2014 on efforts to build out new products that 

could introduce private equity strategies to retirement plans, only to find plan sponsors 

still unwilling to add costlier, illiquid alts products.  

“Private equity in 401(k)s is something the whole industry has talked about for some time 

without any real noticeable progress,” says Robert Lee, managing director for equity 

research at Keefe, Bruyette & Woods (KBW), an investment bank and research firm. “I 

don’t think, generally speaking, that it’s surprising to now see [Blackstone] or the industry 

more broadly trying to… [have rules] tweaked in a way that allows it to happen.” 

But the lobbying efforts are not as public as the last time private equity tried to sway 

regulators, says Eileen Appelbaum, co-director at the Center for Economic and Policy 

Research. Some private fund groups had stepped into the debate over the now-defunct 

DOL fiduciary rule with a proposal to carve out an allowance for DC plans to have as much 

as 5% of their portfolios in private alts funds, she says, though that ultimately didn’t make it 

into the proposed rule.  
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“Private equity saw the pushback last time on retirement plans,” she says. “They’re flying 

under the radar this time.” 

The main target for retirement plan changes appears to be redemption concerns, with 

illiquid private funds not fitting neatly into structures designed for investors to withdraw their 

assets at “a moment’s notice,” Lee says. “It’s trying to figure out, how do you fit a square 

peg in a round hole?” 

Many of the discussions to date have centered on using illiquid private funds as a small 

sleeve within long-range target date funds, which are portfolios that shift over time from 

higher-return, riskier assets to lower-return, less risky assets as an investor approaches 

retirement. Private fund shops want to slot in as an option for participants who will retire 

decades in the future, on the presumption they would not need greater liquidity in the short 

term, but still could benefit from the potential for higher returns from alts products. 
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But retirement plan sponsors and boards of trustees have stopped short of adopting alts in 

such structures largely because of concern they could face liability in legal challenges 

focused on liquidity, fee, and fiduciary issues, says Jonathan Epstein, president at 

DCALTA. 

“You have plan sponsors significantly investing in alts on the [defined benefit] side, but then 

on the [defined contribution] side those same sponsors look at the risk of being sued,” he 

says. “It’s counterproductive.” 

That’s where advocacy efforts may aim. DCALTA submitted a letter to the DOL in January 

to spur discussion on changes that could add “fiduciary risk mitigation language” to existing 

regulations, giving plan sponsors more latitude to select private alts funds, Epstein says. 

DCALTA’s focus is on regulatory language interpreting the 404(c) section of the Employee 

Retirement Income Security Act of 1974 (ERISA) and the qualified default investment 

alternative provisions of the Pension Protection Act of 2006, as well as similarly targeted 

legislative changes, he says.  

The amended passages could tell plan sponsors they are clear of risk as long as their plans 

allow participants to have a diverse selection of options and control over their investment 

decisions, Epstein says.  
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“We have sample language we have provided to them,” he says. “It’s essentially to have a 

broader array of asset classes for fiduciaries to choose from.” 

DCALTA also recently sponsored a trip to Washington by four of its members – a custodian, 

a consultant, a plan sponsor, and an investment firm – to speak with Congressional staffers, 

Epstein says. “We’re not only talking about the benefits of private markets funds in DC 

plans, but really the need for some type of relief for plan sponsors,” he says. “We came out 

of those meetings confident that we got our message across.” 

But any new allowances from regulators are likely to include guardrails, Gray said during 

Blackstone’s call, responding to a question from KBW’s Lee. 

“I think regulators rightly will want to make sure that the folks who do this are highly 

experienced, that the fees that are charged are reasonable,” he said. “There have been 

abuses in the past with alternative products in retail hands. And so we think a collaborative 

approach with regulators could lead to a very good outcome for individual investors in their 

retirement accounts and, obviously, for money managers like us.” 

Contact the reporter on this story at tstabile@fundfire.com or 212-542-1222. 
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