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The State of Semiliquid Funds 2026

The semiliquid fund market is nearing $600 billion in assets, but its growth has come 

with important lessons. Since our 2025 State of Semiliquid Funds, the market has 

pivoted. After clamoring to enter private credit funds in late 2024 and early 2025, 

investors are now looking to exit them in droves. A reminder that access to private 

markets is valuable only when investors understand what they own.

That understanding is improving, but investors need a clearer, more consistent 

language for evaluating these funds' trade-offs. Morningstar is trying to help; we have 

assigned forward-looking Morningstar Medalist Ratings to 19 semiliquid funds and are 

rating more to assist in evaluating these vehicles. Just 16% of advisors feel very familiar 

with them, according to our 2026 Investor Perspectives Survey. 

This year's report examines the forces that matter most to investors: fees, liquidity, 

leverage, and their combined impact on results. While fees are higher than public 

market counterparts, early signs point to meaningful fee competition within 401(k)s, 

where the US Department of Labor is focusing on fiduciary duties around private 

markets.

Our goal is to give investors the clarity, context, and common language they need to 

make better decisions in a market where innovation often outpaces education.

How Familiar Are You With Semiliquid or Evergreen Fund Structures?

Only 16% of financial advisors are very familiar with semiliquid fund structures

M A N A G E R  R E S E A R C H  |  S T A T E  O F  S E M I L I Q U I D  F U N D S  2 0 2 6

Source: 2026 Morningstar Investor Perspectives. 

 ery  a iliar  o e hat  a iliar  ot  ery  a iliar  ot  t  ll  a iliar



Morningstar Manager Research  |  4

See Important Disclosures at the end of this report. 

Key Takeaways 

Semiliquid funds are approaching $600 billion in net assets as 

of the end of March 2026, more than double the amount at the 

end of 2022. 

Private credit funds drove most of the growth but have fallen 

out of favor in 2026 as software exposure and credit quality 

concerns spurred redemption requests. 

Investors have turned their attention—and wallets—toward 

private equity and venture capital semiliquid funds.

Morningstar analysts rated 19 semiliquid funds over the last 

year, but only four earned a Medalist Rating of Bronze or Silver, 

reflecting our view that beating public market indexes is a high 

bar given high fees and cash balances. 

Flows, fair value hierarchies, payment-in-kind, leverage ratios, 

and prelaunch data are now available for semiliquid funds in 

Morningstar Direct.

Lending spreads and net investment income are falling for 

private credit funds.

M A N A G E R  R E S E A R C H  |  S T A T E  O F  S E M I L I Q U I D  F U N D S  2 0 2 6

Source: Morningstar Direct.
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Assets in Semiliquid Fund Continue to Grow The Average Prospectus Adj. Expense Ratio Morningstar Medalist Ratings for Semiliquid Funds

Semiliquid fund fee transparency is improving as more unlisted 

business development companies include incentive fees in 

their prospectuses after Morningstar pushed for better 

disclosure.

There are hints of fee competition in the 401(k) market: 

Blackstone will let plans choose between collective investment 

trust share classes with an incentive fee or a flat-fee share 

class that could be a better deal for retirement savers. 

Liquidity profiles across semiliquid funds are wide, driven by 

both asset class and manager preference.

Morningstar Medalist  ating by  hare Class
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Assets, Flows, and Competitive Landscape

Private credit slows to a halt, private equity gains momentum, and Blackstone 
continues to lead. 
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Semiliquid Fund Assets Approach $600 Billion 

Net assets in semiliquid funds approached $600 billion at 

the end of March 2026, up more than 120% from the end 

of 2022. 

Until recently, strong demand for direct lending private 

credit—40% of all assets—drove the growth. 

Private credit fund demand began to slow in 2025's 

second half as concerns over software exposure and lower 

base rates cooled investors on the asset class. In the first 

quarter of 2026, net assets for that Morningstar Category 

dipped by about $1 billion. 

Interest in semiliquid venture capital funds has increased, 

owing to investor enthusiasm for popular companies like 

SpaceX, Anthropic, and OpenAI. Assets in the category 

nearly tripled in 2025, and the trend continued in 2026's 

first quarter. 

The private equity category also saw heightened demand 

as a wave of recently launched private placement 

semiliquid funds attracted inflows. 

Direct Lending Continues to Be the Largest Semiliquid Morningstar Category Despite Weakening Demand 

A S S E T S ,  F L O W S ,  A N D  C O M P E T I T I V E  L A N D S C A P E

 ource: Morningstar  irect,  itch oo ,  EC filings   ata as of March  1,        uthor’s note: The      State of Semiliquid Funds report used       et  ssets for  irect  eal Estate  This year’s version uses 
the  anage ent’s     calculation  
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A Sharp Reversal in Private Credit Demand

Investor fears that the artificial intelligence boom will have a negative impact on 

software companies led to a stampede out of private credit semiliquid funds in the first 

 uarter of        t’s the first real li uidity test these funds have faced since gaining 

popularity. 

Private credit semiliquid funds typically cap quarterly liquidity at 5%, but redemption 

requests swamped the largest funds in the first quarter. Blackstone and Oaktree went 

above and beyond to honor all withdrawals, but in the second quarter, Blackstone 

capped withdrawals at 5%. 

Investors Pulled $1.8 Billion From the 10 Largest Direct Lending Funds Redemption Requests Spiked for Direct Lending Funds in the First Quarter of 2026

A S S E T S ,  F L O W S ,  A N D  C O M P E T I T I V E  L A N D S C A P E

Source: PitchBook, SEC filings, Bloomberg News.

 e uested  edee ed

 
 o
f 
 u
nd
  
ed
e 
p
ti
on
s

  

  

1  

Cli  ater 

Corporate 

 ending

 res  trategic 

 nco e

 pollo  ebt 

 olutions

    Corporate 

 ending

 a tree 

 trategic Credit

 lac stone 

 rivate Credit

 1       et  lo s          et  lo s

 lac stone  rivate Credit  und

Cli  ater Corporate  ending

 lue   l Credit  nco e Corp

 pollo  ebt  olutions   C

    Corporate  ending  und

 res  trategic  nco e  und

T   T in  roo  Capital  nco e  und

 a tree  trategic Credit  und

 olub Capital  rivate Credit  und

 lue   l Technology  nco e Corp 

  1                   1   1      

     illions



Morningstar Manager Research  |  8

See Important Disclosures at the end of this report. 

Private Equity and Venture Capital Are on the Rise

• Investor excitement over AI and space exploration 

spilled over into semiliquid funds over the 12 months 

ending March 2026. 

• The venture capital category saw net inflows of 

approximately $8 billion over that period, up 

from almost zero for the 12 months ending March 

2024, as investors scrambled for pieces of companies 

like SpaceX, Anthropic, and OpenAI, each of which 

plans initial public offerings in 2026 at valuations of 

more than $1 trillion. 

• There was also demand for traditional private equity, 

where net inflows rose to about $14.5 billion from $6 

billion two years ago. The strong early returns of 

funds that invest in secondary funds helped them 

garner interest, even though the accounting practices 

driving those returns may not be tenable (see slide 

40).

• Private debt—direct lending saw a stiff drop in 

interest, particularly in the last six months, as 

investor redemption requests spiked. 

Trailing 12-Month Net Inflows by Morningstar Category

Source: Morningstar Direct, SEC filings. Data as of March 31, 2026.
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Semiliquid Funds Are Moving Upstream

Semiliquid funds, including interval funds, nontraded BDCs, nontraded REITs, and 

tender-offer funds, have expanded access to private markets to investors who don't 

meet accredited investor or qualified purchaser requirements. They work well for many 

alternative asset classes, but private equity and direct infrastructure are more 

challenging.

There are two issues. First, the Investment Company Act of 1940 was not built for private 

equity strategies that often take large stakes in companies and exert considerable 

control over them. When a 1940 Act fund owns more than 25% of a company, the law 

considers that company as an affiliate and limits future transactions. Second, registered 

funds face restrictions on co-investing alongside a manager's private drawdown funds, 

and even with SEC relief, a new semiliquid fund is often too small to receive meaningful 

allocations to the same deals.

These constraints help explain why the industry is increasingly launching semiliquid 

funds through private placement structures rather than registered vehicles. Many 

widely available private equity semiliquid funds avoid the regulatory hurdles by 

investing as minority shareholders or allocating capital to other funds. But those 

workarounds can dilute the very features that have historically driven private equity 

returns: operational control, active ownership, and direct access to attractive deals. 

Fund-of-funds structures also add another layer of fees. For managers seeking to 

preserve their traditional investment approach, limiting access to accredited investors 

and qualified purchasers is often the more attractive option.

Prominent Private Semiliquid Funds

A S S E T S ,  F L O W S ,  A N D  C O M P E T I T I V E  L A N D S C A P E

Source: Morningstar Direct.
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The Most Popular Semiliquid Asset Managers and Funds 

Blackstone dominates the semiliquid landscape. Its 2017 launch of Blackstone Real Estate Investment Trust, the first semiliquid vehicle from a major alternatives firm to gain 

meaningful advisor traction, gave it a first-mover advantage still unmatched by competitors, and it held the two top spots by trailing 12-month net inflows even as investors sold its 

private credit fund in early 2026. The 2023–24 launches of KKR Private Equity Conglomerate and Blackstone Private Equity have since sparked broader appetite for private equity, while 

Coatue Innovative Strategies has quickly become the largest semiliquid venture capital fund since its June 2025 debut, with holdings that include Anthropic and OpenAI.

The 10 Largest Providers of Semiliquid Funds The 10 Best-Selling Semiliquid Funds of the Last Year

A S S E T S ,  F L O W S ,  A N D  C O M P E T I T I V E  L A N D S C A P E

Source: Morningstar Direct, PitchBook, SEC filings. Data as of March 31, 2026.
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Coming Soon: A Look at Pre-Inception Product Trends

Morningstar now tracks semiliquid funds in registration prior to their inception. At the end of May, there were approximately 100 semiliquid funds lined up to launch. Private credit 

continues to be a popular strategy, but private multi-asset funds that invest across multiple private markets, typically through existing semiliquid funds, are also on the rise. Interval 

funds remain the most popular vehicle thanks to their ease of use relative to other semiliquid vehicles, such as no subscription documents and set withdrawal windows. 

Pre-Inception Semiliquid Funds by Morningstar Category Pre-Inception Semiliquid Funds by Vehicle Type

A S S E T S ,  F L O W S ,  A N D  C O M P E T I T I V E  L A N D S C A P E

Source: Morningstar Direct. Data as of May 30, 2026. Category assignments are based on portfolio holdings. Pre-inception categories are based on language in registration documents and are subject to 
change when actual portfolios are reported. 
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The Morningstar Medalist Rating for Semiliquid Funds

Morningstar Medalist Ratings Distribution for Semiliquid Funds

Morningstar Medalist Pillar Weightings by Fund Investment Strategy

Morningstar qualitatively assigns forward-looking Medalist Ratings for registered vehicles such 

as interval funds, tender-offer funds, unlisted BDCs, and unlisted REITs.

We began releasing ratings in 2025. Analysts covered 19 semiliquid fund strategies as of May 

30, 2026. Morningstar expects coverage to double by the end of 2026.

Only four share classes earn a Medalist Rating of Bronze or Silver, reflecting our view that 

beating public market equivalents is a high bar. 

Managing portfolios with intermittent liquidity and private assets introduces significant 

operational complexity, particularly around deal sourcing, security valuation, and governance. 

 ecause success depends on these factors, Morningstar’s rating  ethodology for se ili uid 

funds places extra weight on the investment Process and the Parent company overseeing the 

strategy. Fees are also critical.

Ratings can move up, down, or not at all depending on whether they look cheap, expensive, or 

average compared with peers. (See the methodology document for more details.)

For the full list of Medalist Ratings, see the Appendix. 

A S S E T S ,  F L O W S ,  A N D  C O M P E T I T I V E  L A N D S C A P E

Source: Morningstar. Data as of May 30, 2026.

https://assets.contentstack.io/v3/assets/blt9415ea4cc4157833/blt1d19fdbf4ab7f269/681931d77a3a7c100eaa8632/Morningstar_Medalist_Rating_for_Semiliquid_Funds_Methodology.pdf
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How Much Do Semiliquid Funds Really Cost?

The ans er isn’t al ays as straightfor ard as it should be  
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Semiliquid Funds Cost Significantly More Than Public Market Mutual Funds or ETFs

Investors used to mutual funds and ETFs who look at semiliquid options are in for sticker shock. The average annual report net expense ratio, adjusted for borrowing costs, for 

semiliquid funds was just over 3%. That number, however, understates the true costs on account of inconsistently disclosed incentive fees and, at funds of funds, acquired fund fees 

and expenses.

Annual Report Net Expense Ratios: Semiliquid Funds Must Clear High Fee Hurdles

Semiliquid funds are much more expensive than the typical mutual fund or ETF

H O W  M U C H  D O  S E M I L I Q U I D  F U N D S  R E A L L Y  C O S T ?

 ource: Morningstar  irect   orro ing costs are excluded fro  Morningstar’s adjusted net expense ratio calculations  Excludes outliers in each category that are more than 3 standard deviations from 
average.  
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Fee Structures Are More Complex in Semiliquid Vehicles

Semiliquid funds have more complex fee structures than mutual funds or ETFs. First, many employ leverage or use debt or debtlike instruments to increase their asset bases. That 

leverage comes with costs. Semiliquid funds also often charge incentive fees, which can rival—or even exceed—management fees. The charts below compare the impact of various 

fees on the returns of Blackstone Private Credit with SPDR Blackstone High Income ETF. 

Semiliquid Fee Waterfall: Blackstone Private Credit (Calendar 2025)

Borrowing costs and incentive fees eat into the extra yield 

ETF Fee Waterfall: SPDR Blackstone High Income ETF (June 2024–June 2025)

Far fewer—and smaller—fees 

H O W  M U C H  D O  S E M I L I Q U I D  F U N D S  R E A L L Y  C O S T ?

Source: SEC filings. Data is for illustrative purposes only. Data as of the last annual report. For Blackstone Private Credit, the annual report is as of December 2025, while SPDR Blackstone High Income ETF is 
as of June 2025. Income and expenses expressed as a percentage of implied average daily net assets. For Blackstone Private Credit, the estimate is based on share class asset split as of December 2025.
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BDC Fees Are Rising Owing to More Frequent Incentive Fee Disclosure

Until recently, many private credit funds, especially unlisted BDCs, did not include incentive fees in their prospectus fee tables because fund companies often considered 

them unpredictable (which is questionable, as the next slide shows). That has complicated fee comparisons with funds that did show their incentive fees. More BDCs, however, updated 

their prospectuses to include incentive fees after Morningstar pushed for better disclosure in early 2026. 

           C ’          R    g—But Only Because Incentive Fees Are Now Being Disclosed

Some BDCs still do not include incentive fees in their prospectus, though, so the fees remain understated in the aggregate 

H O W  M U C H  D O  S E M I L I Q U I D  F U N D S  R E A L L Y  C O S T ?

Source: Morningstar Direct. Annual figures based on latest updated prospectuses filed in each year. 
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Incentive Fees Rarely Reward True Skill

Investors should expect to pay full incentive fees whether the funds disclose them in their prospectuses or not. In private credit especially, incentive fees are effectively additional 

management fees since they almost always lend at floating interest rates at or above their fixed hurdle rates. As shown below, as long as base interest rates are above zero and funds 

employ some leverage and avoid serious credit issues, clearing their hurdles is not challenging.

Percentage of Maximum Possible Incentive Fees Earned by Base Rate and Leverage Scenario

With nonzero rates and modest leverage, incentive fee collection is almost guaranteed

H O W  M U C H  D O  S E M I L I Q U I D  F U N D S  R E A L L Y  C O S T ?

Source: Author's calculations. Assumes typical BDC fee structure (1.25% management fee, 12.5% incentive fee with full catchup over 5% hurdle). Funds are assumed to lend at 5.5% spread and borrow at 2% 
spreads.

Leverage Interval Fund Limit BDC Average BDC Limit
#REF! 0.00% 5.00% 10.00% 15.00% 20.00% 25.00% 30.00% 33.33% 35.00% 40.00% 45.00% 50.00% 55.00% 60.00% 66.67%

0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 23.30% 59.26% 77.28% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

0.25% 0.00% 0.00% 0.00% 0.00% 0.00% 10.53% 59.26% 92.04% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

0.50% 0.00% 0.00% 0.00% 0.00% 3.98% 47.65% 92.04% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

0.75% 0.00% 0.00% 0.00% 2.81% 41.71% 81.44% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

1.00% 0.00% 0.00% 6.17% 40.65% 76.02% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

1.25% 0.00% 13.25% 43.70% 75.05% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

1.50% 23.30% 50.12% 77.83% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

1.75% 59.26% 83.69% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2.00% 92.04% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2.25% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2.50% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2.75% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

3.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

3.25% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

3.50% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

3.75% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

4.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

4.25% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

4.50% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

4.75% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

5.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

5.25% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

5.50% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

5.75% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

6.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

6.25% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
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Acquired Fund Fees Can Often Mislead

Acquired fund fees are supposed to capture the operating expenses of underlying funds that parent funds pay. Disclosure, however, is inconsistent. For instance, a parent fund must 

report the incentive fees of the BDCs it owns but can do so only if the BDCs disclose those fees in their prospectuses—something they don't always do. Private equity funds can entirely 

exclude incentive fees fro  their ac uired fund fees and expenses disclosures,  a ing private e uity funds of funds’    E look comparable to public market funds of funds when the 

underlying private funds are much costlier.

                ’                    V        b           f      

 y excluding private funds’ incentive fees in    E, se ili uid funds of funds loo   uch cheaper than they really are

H O W  M U C H  D O  S E M I L I Q U I D  F U N D S  R E A L L Y  C O S T ?

Source: Morningstar Direct, SEC filings. Public asset cohort includes funds with 75% or more of assets in actively managed underlying strategies. Funds with 0.1% AFFE or lower are excluded from each 
group to account for potentially low fund ownership on the PE side and to account for public funds of funds that own zero-cost share classes in order to charge fees at the fund level.
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Morningstar’s  e ili uid  ee Methodology Will Create  pples-to-Apples Comparisons

Given the different fee structures and disclosure practices, it is difficult to make pure apples-to-apples comparisons on what semiliquid funds costs. To solve for this, Morningstar 

created a fra e or  to nor ali e fees across funds   y applying the sa e gross return assu ptions to each fund’s individual fee structures, all-in fees (and thus, net returns) can be 

compared with one another. 

Prospectus Fee Ratios for Select Private Credit Funds

What do these mean for net return expectations?

Normalizing Fees: Assuming the Same 10% Gross Return Across Each Fund

Investors get a clearer picture of net return expectations

H O W  M U C H  D O  S E M I L I Q U I D  F U N D S  R E A L L Y  C O S T ?

Source: Morningstar Direct. Data is illustrative. Prospectus data excludes borrowing costs. This assumes the underlying investments all generate the same 10% gross return. Funds are assumed to borrow 
at the same interest rate (7%), as this methodology is designed to surface fee differences rather than financing advantages. 
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The Role of Leverage in Semiliquid Portfolios

Leverage creates risk, though infrequent valuations can mask it.
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Fund-Level Leverage Is Common in Private Credit, Less Common in Private Equity 

Many private credit funds borrow to boost their asset bases and income- and yield-generating potential. Leverage is costly, though, and adds risk. Private equity funds will sometimes 

use leverage, often to help meet redemptions or finance company acquisitions. Investing with leverage in private equity or venture capital is particularly risky because their holding 

periods and returns are long and lumpy.

Percentage of Semiliquid Funds Employing Fund-Level Leverage by Category

Fund-level leverage is more common in private credit than private equity

Average Financial Leverage by Asset Class (Debt as Percentage of Total Assets)

Private credit funds use more leverage than their equity counterparts

T H E  R O L E  O F  L E V E R A G E  I N  S E M I L I Q U I D  P O R T F O L I O S

Source: Morningstar Direct, PitchBook. Excludes private placement 10-12G funds. Leverage is defined as total debt divided by total assets. Average excludes funds that do not utilize leverage. 
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The Downside of Leverage Has More Impact Than the Upside

Leverage magnifies both gains and losses—but not equally. On account of compounding math, a leveraged portfolio needs to earn more than the leverage ratio suggests just to break 

even after a loss. In credit investing, where big recoveries are rare, this math is especially punishing. Thus, private credit managers are incentivized to limit downside volatility in 

particular. Income, not asset appreciation, drives private credit returns. Real losses show up only as write-downs, but managers and borrowers have tools to delay them, including 

payment-in-kind interest and liability management exercises. These tactics can defer the pain of leverage—but they don't eliminate it.

Recouping Losses in Leveraged Portfolios Is Hard, Especially in Credit

Leverage math is unforgiving, especially in assets with limited upside

Leverage Impacts Reported by Unlisted BDCs Based on Gross Return Scenarios

The benefits from gains are lower in magnitude than the pain from losses

T H E  R O L E  O F  L E V E R A G E  I N  S E M I L I Q U I D  P O R T F O L I O S

Source: Data for BDCs is taken from annual reports. Scenarios assume leverage levels, cost of debt, and total assets as of the latest filing.
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How Downside Volatility in Leveraged Credit Portfolios Can Hurt Returns

Bank loans and private credit offer similar gross yields, but private credit charges higher fees. So why not just buy a bank-loan fund on margin and pocket the fee savings? Two 

problems: First, daily price swings erode leveraged returns over time, a phenomenon called volatility decay. Second, private credit funds borrow cheaply in ways most investors can't 

match, and low borrowing costs are critical to success in leveraged portfolios, as the underlying assets need to generate at least enough to cover debt costs   rivate credit’s real edge is 

in avoiding drawdowns, which, thanks to infrequently changed valuations, is much easier for them than bank-loan funds. 

With Modest Drawdowns, a Leveraged Bank-Loan Strategy Can Rival Private Credit

From the start of 2023 through end of 2025, a 1x leveraged BKLN nearly matched BCRED

With Deeper, Earlier Drawdowns, the Leveraged Bank-Loan Strategy Struggles

Measured from the start of 2022 through April 2026, early losses create too big of a hole

T H E  R O L E  O F  L E V E R A G E  I N  S E M I L I Q U I D  P O R T F O L I O S

Source: Morningstar Direct. Leveraged return based on 1-to-1 debt/equity ratio and assumes paying a margin rate of SOFR + 2% each period to reflect BDC borrowing costs. In practice, most investors would 
face higher borrowing costs. 
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Creating an Apples-to-Apples Return Comparison

It's possible to create apples-to-apples return comparisons by taking the amount and cost of leverage from a semiliquid fund and applying it to public market equivalents. Because this 

data is disclosed only in periodic filings, this analysis won't recognize the timing of changes to leverage or its cost between filings. But it's a necessary first step at assessing whether 

leveraged semiliquid funds offer true value. Because of reporting dates and data availability, this chart cuts off market selloffs in 2022 and 2026, which, combined with different 

leverage and cost assumptions, explains any differences from the prior slide.

Applying the Cost and Amount of Nuveen Churchill Private Capital Income's Leverage to Public Market Equivalents

Growth of $1 from Dec. 31, 2022, through Dec. 31, 2025

T H E  R O L E  O F  L E V E R A G E  I N  S E M I L I Q U I D  P O R T F O L I O S

Source: Morningstar Direct for leverage ratios and returns, SEC filings and authors' calculations for cost of leverage. Data as of December 2025. Leverage calculations for the Morningstar LSTA US Leveraged 
Loan Index and Invesco Senior Loan ETF use the same cost of leverage as Nuveen Churchill Private Capital Income and use an average of the BDC's beginning and ending period leverage ratio.
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With Leverage, Less Frequent and Shallower Drawdowns Are Critical to Success

Private credit funds post losses almost a third as often as bank-loan funds—and for leveraged portfolios, that consistency matters a lot. Frequent losses accelerate volatility decay and 

make recovery harder. Timing matters, too: Early losses are especially damaging, since the math of leverage makes deep holes very hard to climb out of. There is thus implicit pressure 

for private credit funds to keep losses small and infrequent, something that is much easier to do when assets are not actively traded.

Percent of Months With Negative Return Since Respective Inception Date

Private credit funds post monthly losses far less frequently than the average bank-loan fund

T H E  R O L E  O F  L E V E R A G E  I N  S E M I L I Q U I D  P O R T F O L I O S

Source: Morningstar Direct. Data as of April 2026.
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The Road to Redemptions

Balancing the trade-off between liquidity and returns is easier said than done.
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Most Semiliquid Funds Offer Quarterly Liquidity

Most semiliquid funds offer quarterly liquidity, but the details vary. Tender-offer funds, unlisted BDCs, and REITs can reduce or suspend redemptions at their discretion. Interval funds 

are the exception: They must honor their stated redemption terms unless shareholders vote to change them, though managers have flexibility in setting those terms upfront. How much 

investors can redeem in a period also varies. Interval funds must offer to repurchase at least 5% of shares in each repurchase window. Other semiliquid structures can vary their 

amounts, but most target 5% quarterly. Liquidity terms should match asset liquidity, and greater liquidity offers in private equity or venture capital could be a challenge. 

Intended Redemption Frequencies by Category

Quarterly redemptions are the norm

Intended Periodic Repurchase Offer Amounts by Fund Category

Most funds offer 5% in each window, though some equity ones offer less

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct. 
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Private Equity Funds Hold Far More Cash Than Private Credit Funds

Holding cash is the simplest way to guard against unexpected redemption requests, but cash, a low-risk/low-reward asset class, drags on performance. Private credit funds hold far 

less cash, on average, than private equity funds, which is consistent with the liquidity profiles of each asset class. The more than 30% cash stakes in some private equity funds are likely 

yet-to-be-deployed inflows, but it is still common for them to have 10%–15% of assets on the sidelines. 

Equity Funds Hold Far More Cash Than Credit Funds

Given the underlying asset liquidity, equity funds should hold more cash, but it comes at a cost of forgone returns

T H E  R O A D  T O  R E D E M P T I O N S

Source: SEC filings. Data from latest 10-k or 10-Q for BDCs and the latest annual or semiannual report for others. Excludes 3+ standard deviation outliers.



Morningstar Manager Research  |  29

See Important Disclosures at the end of this report. 

Semiliquid Funds Must Balance Cash Drag Trade-Off With Liquidity Sleeves

While cash can be prudent fro  a li uidity standpoint, it also drags on a portfolio’s return, potentially eroding any excess return. This is especially the case in private equity, where 

higher cash balances are common. As illustrated below, a fund that charges a 3% fee and holds 10% cash effectively needs to generate 5% annualized gross excess returns to break 

even with the S&P 500. Generating those kinds of returns is easier said than done, and exceedingly few public equity managers have been able to hit that mark.

Semiliquid Private Equity Funds Need to Generate Significant Excess Returns to Clear Fee and Cash Hurdle

To top public markets, they need to be effectively equivalent to a top-of-the-heap public equity manager

T H E  R O A D  T O  R E D E M P T I O N S
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Organic Liquidity Is Critical for Liquidity Management; Equity Funds Are Typically Falling Short

“ rganic li uidity,” or the cash funds can raise to  eet rede ptions  ithout selling holdings, is critical for li uidity  anagement. In equity, it often comes in the form of distributions 

from underlying funds. Those distributions are down from historic levels, but even a decade ago they were not enough to meet annual redemptions of 20% of assets. This means private 

equity funds hold slugs of return-diluting cash. Private credit portfolios generate their own liquidity as loans mature or get repaid early—typically when a company is sold or refinances. 

Direct lending portfolios typically carry 4- to 5-year average maturities, implying that roughly 20%–25% of the portfolio naturally rolls off each year.

        E    y                 ’ O g     L       y I      w 20%        z  

Tender-offer structures are more sensible given this reality

Weighted Average Maturity for Private Debt—Direct Lending Category 

In practice, many loans pay off prior to maturity

T H E  R O A D  T O  R E D E M P T I O N S

 ource: Morningstar  irect,  EC filings   rivate e uity distributions sourced fro  funds’ state ent of cash flo s   n cases  here funds break out distributions received from the sale of PE positions, only the 
distributions are included. Some funds combine the two into a single line item. Given that, if anything, these figures overstate the organic liquidity being provided.
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But Funds Must Redeploy Capital

Organic liquidity helps but doesn't immunize funds from cash crunches. Managers must constantly decide whether to redeploy the cash their holdings generate or sit on it, and getting 

the ti ing  rong creates proble s   ne useful signal is the retention ratio,  hich  easures ho   uch of a fund’s returned capital (such as loan repayments or fund distributions) is 

reinvested versus held on the sidelines for other uses. Before 2025, unlisted BDCs were reinvesting more than they were getting back, a sign they were still deploying earlier inflows. 

Recently, retention rates have risen, suggesting that managers are quietly building cash buffers in anticipation of more investor withdrawals.

Unlisted BDCs Are Beginning to Retain Some of Their Repaid Capital

Negative retention rates prior to 2025 imply that cash on hand was used to finance new investments, indicating delayed deployment of inflows

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct, PitchBook. Organic liquidity retention rate is defined as 1 minus the amount of capital deployment not attributable to net new equity and debt issuance divided by the total 
amount of investment repayments and sales.
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Unfunded Commitments and Private Equity Semiliquid Funds

The drawdown funds, delayed draw term loans, or lending facilities in which semiliquid funds invest often oblige investors to send them more money at unknown future dates. The 

funds do not book these obligations as liabilities, though they arguably are. The commitments are critical in assessing funds' ability to manage liquidity. They can suffer legal and 

reputational consequences if they fail to meet their obligations. The capital calls may not come for years, but managers should have plans for meeting them.

Private Equity Semiliquid Funds Show Varying Levels of Unfunded Commitments

The timing of these commitments is often more important than the amount

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct, SEC filings. Data as of the latest semiannual or annual report as of May 2026.
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How Funds Can Source Liquidity for Redemptions and Unfunded Commitments

• JPMorgan Private Markets is a tender-offer private equity 

fund. The manager intends to provide quarterly liquidity, 

though it is not obligated to.

• The fund is well-positioned from a liquidity standpoint, as 

its sources of cash exceed what it expects in annual 

redemptions. Still, each bucket is not equal, and the lighter 

green reflects riskier or more uncertain sources of capital. 

• The fund’s cash position is on the high side, reflecting yet-

to-be-invested capital, so while it is not expected to 

remain that high, the fund has other levers to pull should 

it need to. 

• Organic liquidity is tough to predict for equity funds, and 

fund managers must consider whether they should hold 

on to returned capital (such as loan repayments or 

distributions from fund holdings) and risk cash drag on 

returns, or reinvest the capital. 

• Funds can use debt, but it adds risk, especially if the debt 

has to be drawn owing to a lack of organic liquidity that 

otherwise would have paid the debt. 

• Unfunded commitments must also be considered, though 

it is unlikely all will be called in a given year. Still, it 

theoretically could be. 

Example Liquidity Analysis: JPMorgan Private Markets

While its cash balance is high, likely attributable to flow timing, it is currently well-positioned to provide investor liquidity

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct, SEC filings. Cash and public securities based on March 2026 N-PORT filing while organic liquidity, unfunded commitments, and undrawn debt sourced from September 2025 
semiannual report.
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Fair Value Hierarchy—A Measure of Liquidity Risk

• One of the best and most accessible measures of a 

fund's liquidity risk is the percentage of assets it has 

in each level of what regulators call the fair value 

hierarchy. This data, which is now available in 

Morningstar Direct, sorts holdings based on the 

inputs the fund uses to arrive at its fair values, or 

estimated market prices. 

• There are three buckets or levels ordered from 1 to 3 

according to their objectivity: Level 1 relies on quoted 

prices, such as listed securities and ETFs. Level 2 

relies on observable inputs like dealer quotes or 

broker pricing and comprises most publicly traded 

credit. Level 3 relies on unobservable inputs, such as 

internal models and valuation assumptions, and 

includes most private assets, especially direct 

lending.

• The portfolios of semiliquid funds with more money 

in Level 1 and Level 2 are more liquid. But if illiquid 

securities do offer potentially higher returns, then 

Level 1 and Level 2 heavy funds may lag their less-

liquid rivals, a trade-off investors must consider.

Sampling of Unlisted BDC Fair Value Hierarchies

As of Dec. 31, 2025

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct and authors' calculations. Data as of Dec. 31, 2025. Unlisted BDC Average includes all unlisted BDCs, not just the sample in the table. Level 1 includes cash and money market 
funds.
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Unlisted BDCs' Level 3 Exposure Has Been Growing

Many unlisted BDCs' Level 3 exposures have been rising slowly but steadily since March 2021. The unlisted BDC market is young, and the list of products is short, so outliers can push 

around averages. For example, new funds gradually getting fully invested could explain the growing Level 3 exposure, or recent redemptions may be forcing managers to sell more 

liquid assets. Either way, unlisted BDC portfolios are, on average, more illiquid than they were in the past.

Level 3 Exposure of Notable Unlisted BDCs—Growing Concern or Fully Invested?

From March 2021 through December 2025

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct. Data as of Dec. 31, 2025. Unlisted BDC Average includes the full unlisted BDC universe, not only the six included here.
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Measuring Illiquidity in the Largest Interval Fund Categories

Interval fund disclosure includes the standard Levels 1, 2, and 3 and an "Other" bucket in Morningstar Direct. Other includes investments in funds priced at NAV, whose holdings can be 

as illiquid, or more, as Level 3 assets. So, it makes sense to combine them. Consistent with expectations, doing so shows that direct lending and direct real estate funds are, on average, 

more illiquid than private debt—general funds. 

The Combined Average Level 3 and "Other" Asset Allocations for the Three Largest Interval Fund Morningstar Categories

From March 2021 through December 2025

T H E  R O A D  T O  R E D E M P T I O N S

Source: Morningstar Direct. Data as of Dec. 31, 2025. Counts and Averages exclude interval funds where this data is missing or incomplete.
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Private Equity Trends

Secondaries are gaining primacy.
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Public Equity Managers Own More Companies Now Than Ever

Much has been  ade about the apparent trend of co panies “staying private for longer” or the declining nu ber of publicly listed companies since the mid-1990s. However, public 

e uity  anagers  ithin Morningstar’s  tyle  ox categories   hich account for nearly     of all     utual fund and ET  e uity assets) own more unique stocks now than they did in the 

mid-1990s. Much of the decline in the oft-cited number of listed public companies comes from micro-caps that virtually no professional managers, and thus most end investors, owned 

in the first place. The number of unique US companies held by mutual funds and ETFs fell by just 7% in the 30-year period, while non-US ownership increased significantly. 

Mutual Funds and ETFs Hold More Unique Companies Now Than in 1995

A slight decrease in US companies held by mutual funds and ETFs was more than offset by greater non-US holdings 

P R I V A T E  E Q U I T Y  T R E N D S

 ource: Morningstar  irect, author’s calculations   ata includes all funds, including obsolete ones, fro  the nine  ain Morningstar Style Box categories. Portfolio data represents the last known portfolio for 
each fund in each year. 
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The Older the Private Equity Fund, the Worse Relative Performance Gets

Against a broad public equity index like the S&P 500, semiliquid private equity funds have largely underperformed. They are not without company: Most public equity managers also fail 

to beat passive options. Still, the asset class is frequently sold as a better-than-public-markets option, and against the most popular public equity benchmark it has not impressed. High 

fees and significant cash drag, over the long run, can eat away at any gross excess return potential the underlying investments offer. Younger secondaries-focused funds have shown 

excess returns, though that is to be expected given the accounting quirk embedded in secondaries investing. 

Cumulative Excess Return Versus S&P 500: Semiliquid Private Equity Funds

Each line represents a uni ue private e uity se ili uid fund’s excess return versus the         since inception 

P R I V A T E  E Q U I T Y  T R E N D S

Source: Morningstar Direct. Includes all funds in the private equity category with performance data. Data is the oldest share class per fund. 

Cu
 
ul
at
iv
e 
Ex
ce
ss
  
et
ur
n 
vs
  
 
  
  
  
 i
nc
e 
 n
ce
pt
io
n

        

        

     

1      

  1   11   1   1   1   1   1   1   1   1        1                     



See Important Disclosures at the end of this report. 

Morningstar Manager Research  |  40

Secondaries-Focused Strategies Are Gaining Traction, but Early Performance Is Skewed

 econdaries strategies account for  uch of the assets in se ili uid private e uity funds  There are a fe  reasons they’re popular in semiliquid vehicles: First, the duration of the assets 

is shorter. That is critical for perpetual vehicles that need to generate regular liquidity for redemptions. Finally, these secondary interests are purchased at discounts to their NAV and 

marked up immediately back to the NAV. But this practice incentivizes firms to sell the firm early in its life, as greater, earlier inflows create better paper performance thanks to the 

accounting markup. Investors should not project early performance into the future, as they all should look good early on. 

Semiliquid Private Equity Funds With Largest Secondaries Allocations

Investors are piling into secondaries funds, but are they chasing fleeting performance?

Fund Flows Can Dictate Secondaries Fund Performance, Especially Early On

Early performance is rarely an indicator of investment skill 

P R I V A T E  E Q U I T Y  T R E N D S

Source: SEC filings, fund websites. Data as of April 2026. 
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How Big Are the Discounts? It Depends on the Fund

Not all secondaries funds pursue the same strategy. Some focus on buying deeper discounted assets and generating more of their return via a convergence thesis. That is, if they pay 

      for an eventual cash flo  of  1, they don’t need     increases to  a e a good return   thers pay  ilder discounts and hope to make most of their return off NAV appreciation 

rather than the discount itself. Both could be effective, but the deeper-discount strategies are almost sure to put up better early returns thanks to bigger writeups. 

Weighted Average Discounts on Recent Secondary Transactions by Fund

Funds buying more heavily discounted interests can benefit from bigger one-time gains

P R I V A T E  E Q U I T Y  T R E N D S

 ource:  EC filings   ata includes only the positions  ar ed as ac uired as of the fund’s latest se iannual report,  hich is typically Sept. 30, 2025. Weighted average based on postmarkup values. 
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Is There an Alternative to the NAV Practice? Accounting Guidance Is Being Challenged

The practice of same-day markups on NAV discounts has justifiably drawn scrutiny. It seems especially hard to defend in cases where the same underlying private fund sees regular 

secondary trades. For example, eight different semiliquid funds purchased interests in CVC Capital Partners VII, a 2017 vintage buyout fund since mid-2022. While not every transaction 

price is known, and each individual LP interest can have unique terms, the known ones all transacted at similar discounts. Given the growing volume of trades in the secondary market, 

there is a burgeoning movement to push the Financial Accounting Standards Board to update its fair value guidance for NAV-based valuations. 

                   E    y      ’            f CVC C p              VII

Regular transactions occurring for the same underlying fund raises the question: Are the realized prices indicative of the fund’s fair value? 

P R I V A T E  E Q U I T Y  T R E N D S

Source: Morningstar Direct, SEC filings. Bubble sizes scaled by the latest fair value amount per semiannual or annual report.
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Funds Trade Below Their NAVs All the Time—Just Look at Listed BDCs

Proponents argue that secondary discounts reflect the liquidity preferences of the sellers and not the underlying value of the portfolios. But if virtually every transaction goes off at a 

discount, that suggests there is something structural at work beyond simple liquidity preferences. The reality is that when most portfolios trade, they transact below their NAV, 

especially those filled with private assets whose valuations are uncertain. Take listed CEFs or BDCs as an example. Fundholders in Blue Owl Capital Corp would have much preferred to 

value their position at NAV rather than its market price. These dynamics also point to why unlisted structures have become a vehicle of choice for private asset managers. 

What If a Listed BDC Were Marked to NAV Rather Than Its Market Price? 
Shareholders of Blue Owl Capital Corp would be a lot happier if they could mark their holding to its NAV rather than what it trades at

P R I V A T E  E Q U I T Y  T R E N D S

Source: Morningstar Direct, PitchBook. Assumes dividends reinvested. 
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Private Credit Trends

Narrower credit spreads create a less favorable outlook for absolute returns. 
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Private Credit Borrowing Spreads and Net Investment Income Are Falling—Lower Distributions May Follow

Private credit funds tend to have good asset-liability matching, in that their assets and debt obligations are both floating-rate. That means when rates fall, these funds will see lower 

borro ing costs, but they’ll also collect less inco e fro  the loans in their portfolio  The spread bet een the t o has co pressed, though, as more capital coming in has increased 

competition among private credit lenders, lowering their top-line yields. For semiliquid private credit funds, this spread is the main component of their income, which is often the whole 

return. This means that tightening lending spreads will squeeze their profits, and ultimately their distributions to investors. 

             C ’      w  g V      L     g C     H    C  p       C        b y

Increased competition has brought yields down

  C ’ N   I          I      C  p       

As yields come down, distributions are likely to be pared back

P R I V A T E  C R E D I T  T R E N D S

Source: PitchBook, SEC filings. Data as of March 31, 2026.
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Unlisted BDCs and Payment-in-Kind

• Morningstar Direct users now have access to payment-in-kind data for unlisted 

BDCs. Payment-in-kind is when a borrower pays the interest on its debt in the form 

of more debt, growing the total loan balance instead of paying cash. Borrowers do 

this when they don't have the cash on hand to pay interest, or when matching the 

cash flow of a project with the interest payments on the loan.

• PIK can be risky because it means the borrower may not have the cash to cover its 

interest payments and is digging a deeper debt hole instead. 

• The table shows those unlisted BDCs with the highest average PIK as a percent of 

total investment income. The average calculation begins in March 2021, or later for 

BDCs that launched after that date. Blue Owl BDCs occupy three of the top five 

spots.

• The level of PIK income may be a function of age. The seven unlisted BDCs 

launched before 2023 have an average PIK of 4.88%, while the eight launched in 

2024 and 2025 average just 1%.

• One possible explanation is that managers of newer BDCs are more sensitive to 

investor concerns about PIK and have limited the PIK loans in their portfolios. 

Another explanation is simply that older BDCs have had more opportunities for 

their loans to run into trouble and switch from cash payments to PIK. 

The 10 Unlisted BDCs With the Most Payment-in-Kind Exposure

These are the unlisted BDCs with the highest average PIK as a percent of total income

P R I V A T E  C R E D I T  T R E N D S

Source: Morningstar Direct. Data as of Dec. 31, 2025. Average calculation starts in March 2021 or from the first available date for BDCs with later inception dates. 
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A (Short) History of Payment-in-Kind

Payment-in-Kind as a Percent of Total Investment Income for the 10 Largest Unlisted BDCs

From March 2021 through December 2025

P R I V A T E  C R E D I T  T R E N D S

Source: Morningstar Direct. Data as of Dec. 31, 2025. Unlisted BDC Average and Long-Term Average series are calculated using the full unlisted BDC universe, excluding 10-12G BDCs.
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A Different Look at PIK in Interval and Tender-Offer Funds

Morningstar Direct also has PIK data for interval and tender-offer funds, but it's different from unlisted BDC PIK data. We use data from N-PORT filings to calculate the percentage of 

interval and tender-offer holdings that might resort or have resorted to PIK to cover interest payments, or "PIK-able" assets. This includes borrowers that pay interest in cash but can 

switch to PIK, that once used PIK but now pay cash, or that currently use PIK. The data is a useful way to gauge risk.

Interval and Tender-Offer Funds With the Largest Exposure to "PIK-able" Assets

Data as of December 2025

"PIK-able" Assets in Direct Lending and Private Debt—General Categories

From March 2021 through December 2025

P R I V A T E  C R E D I T  T R E N D S

Source: Morningstar Direct. Data as of Dec. 31, 2025.
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Asset-Backed or Asset- ased?​

• Asset-backed finance, or asset-based lending, has 

been a growing semiliquid fund segment.

• These terms have become vague catchalls. In 

practice, they refer to any lending where returns are 

tied to identifiable assets—rather than to a corporate 

borrower's overall creditworthiness, as in direct 

lending.

• They can involve lending against a company's assets, 

such as receivables or inventory, or lending facilities 

on which the borrower periodically draws, or 

bankruptcy-remote securitizations of data centers, 

royalty streams, or equipment leases. 

• This includes both privately arranged deals and 

public asset-backed securitizations that occasionally 

appear in mutual funds and ETFs.

• The terms are so broad that they are more easily 

defined by what they are not, which is direct 

corporate credit risk. 

Largest Asset-Backed/Asset-Based Interval Funds

As of June 2026

P R I V A T E  C R E D I T  T R E N D S

Source: Morningstar Direct. Data as of June 1, 2026. Asset-backed finance and asset-based lending are not distinct categories. Of the 10 funds listed, eight are classified in the private debt—general 
category, one in the nontraditional bond category, and one in the securitized bond—diversified category. They were identified by checking names and portfolio holdings. 
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The 401(k) Goes Private

401(k) rules and products are adapting for semiliquid funds, but plan demand 
is unclear. 
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Private Markets Get a Green Light For 401(k)s

For alternative asset managers, the more than $12 trillion sitting in 401(k) plans has 

long been out of reach, but new regulatory developments and the increased adoption of 

CITs may finally change that. 

In March 2026, the US DOL unveiled its anticipated rule proposal to address the 

inclusion of private investments, lifetime income, and cryptocurrencies in 401(k) plans. 

The most likely access point will be either through a target-date strategy or a managed 

account. 

The Framework

The proposed rule offers legal protections to plan fiduciaries who follow clear processes 

around six required factors when selecting plan investments:

•    f       

•     

• L       y

• V        

•    f                 

• C  p  x  y

The proposal presumes fiduciaries who document how they consider each factor have 

acted prudently. If finalized, the rule could reduce the risk of being sued for offering 

higher-cost or complex alternatives.

T H E  4 0 1 ( K )  G O E S  P R I V A T E

Source: Encore Fiduciary. Morningstar Manager Research analysis.
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T H E  4 0 1 ( K )  G O E S  P R I V A T E

Private Markets Are Coming to 401(k)s Through Collective Investment Trusts 

Target-Date Assets in CITs Overtook Mutual Funds in 2024 

Nearly $2 out of every $3 of 401(k) contributions goes to target-date strategies1

Why Collective Investment Trusts Are Winning

CITs have surpassed mutual funds as the dominant 401(k) 

vehicle, driven by lower costs and flexibility. They are 

regulated under Erisa and the DOL, not the 1940 Act, 

giving plan sponsors more fee negotiating power.

Why CITs Are the Natural Entry Point for Private 

Markets

The SEC has 15% soft cap on illiquid investments in 

mutual funds. CITs face no equivalent limit, making them 

the more practical wrapper for private market exposure.

How CITs Invest in Private Markets

• Semiliquid funds: CITs invest directly in semiliquid 

funds that offer access to private markets. 

• Direct private placements: CITs can invest directly 

in private equity, private credit, and real assets 

unconstrained by the rules that limit mutual funds.

Source: Morningstar Direct, asset manager survey.
1 Fidelity Q4 2025 Building Financial Futures report. 
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How a CIT Holds Private Markets: Structure and Responsibilities

Structure is illustrative. Specific terms vary by product and trust company. Morningstar Manager Research analysis.

S T R U C T U R E W H O  D O E S  W H AT

PARTICIPANT
Contributes and redeems daily

via target-date or managed account

Participants invest in the private market CIT through their target-date fund or managed account. They do not invest in the CIT or 
semiliquid fund directly.

COLLECTIVE INVESTMENT TRUSTTRUST COMPANY
Daily NAV · liquidity · participant flows

The trust company runs the CIT day-to-day. Even if Blackstone or Apollo appears in the fund name, the trust company sets the daily NAV, 
manages the liquidity buffer, and handles all participant flows. 

SEMILIQUID FUND
Managed by alternative manager

Monthly or quarterly NAV updates. The alternative manager prices the fund on its own schedule. Between updates, the daily NAV that 
participants see is an estimate—not a market price. This creates two valuation cadences inside a single product.

PRIVATE ASSETS
Private equity · credit · real assets

No daily market price; redemptions can take months. The semiliquid fund offers periodic redemption windows—subject to gates. The 
trust company must maintain a liquidity buffer to meet daily participant redemptions in the meantime, possibly creating a cash drag on 
performance.
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How a CIT Holds Private Markets: Structure and Responsibilities

Structure is illustrative. Specific terms vary by product and trust company. Morningstar Manager Research analysis.

S T R U C T U R E W H O  D O E S  W H AT

Participant
Contributes and redeems daily

via target-date or managed account

Trust Company
Daily NAV · liquidity · participant flows

Semiliquid Fund
Managed by alternative manager

Private Assets
Private equity · credit · real assets

Participants invest in the private market CIT through their target-date fund or managed account. They do not invest in the CIT or semiliquid fund directly.

The trust company runs the CIT day-to-day. Even if Blackstone or Apollo appears in the fund name, the trust company sets the the daily NAV, manages 
the liquidity buffer, and handles all participant flows. 

Monthly or quarterly NAV updates. The alternative manager prices the fund on its own schedule. Between updates, the daily NAV that participants see is 
an estimate—not a market price. This creates two valuation cadences inside a single product.

No daily market price; redemptions can take months. The semiliquid fund offers periodic redemption windows—subject to gates. The trust company 
must maintain a liquidity buffer to meet daily participant redemptions in the meantime, possibly creating a cash drag on performance.
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Fee Considerations for CITs That Invest in Private Markets

Source: Encore Fiduciary. Morningstar Manager Research analysis.

Open Questions: Fee Transparency

CITs must include all direct and indirect fees in the total net expense ratio. 
Private market fee structures make that harder—and fee litigation against 401(k) 
plans is already rising.

Two unresolved fee disclosure gaps:

1) Incentive Fees

It is unclear whether CITs must include incentive fees such as carried 
interest in the total net expense ratio. Incentive fees can rival the 
management fee itself, and without disclosure of hurdle rates and high-
water marks, participants lack full visibility into costs.

2) Acquired Fund Fees

How costs flow through as acquired fund fees remains unsettled, making 
fee comparisons difficult for plan sponsors. CITs investing in fund-of-funds 
structures may disclose additional fees only in footnotes.

Two Possible Solutions

1) Flat Fee Share Classes

One way around the incentive fee problem is to not charge them. Blackstone offers a 
CIT via Global Trust Company that invests in Blackstone Private Equity in two share 
classes:

Incentive fee share class:  1.25% management fee, 12.5% incentive fee

Flat fee share class:  2.10% management fee, 0% incentive fee

The flat fee is cheaper if the CIT returns more than 7% gross of fees. Large 401(k) plans 
should have pricing power when selecting private market funds.

2) Build CITs that Invest Directly in Private Markets

Building CITs that invest directly in private markets takes more time but gives 
managers more control over fee structure. We expect this approach to gain traction as 
the market matures.
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Private Market CITs Add Additional Liquidity to Meet Daily Redemptions

Managing liquidity is critically important for any private market investment, and CITs 

face a particular challenge: They must offer daily liquidity to plan participants even 

when the underlying semiliquid funds redeem only monthly or quarterly. To bridge that 

gap, CITs are currently holding 5%–20% in cash and/or public market ETFs on top of 

whatever liquidity management is already embedded within the semiliquid fund itself.

That buffer can take the form of cash alone, or a blend of cash and public market 

mutual funds or ETFs. But an all-cash buffer introduces its own complication. In a 

downturn like 2022, when public equities and bonds sold off sharply, cash stays flat 

while listed assets fall, which means the semiliquid fund's share of the portfolio can 

quietly balloon as managed account or target-date providers are trying to reduce it back 

to a strategic target weighting. Private market valuations, which update infrequently, 

are unlikely to offset this dynamic. The result is that heavy cash buffers can make 

rebalancing harder, not easier, precisely when market stress makes rebalancing most 

necessary. 

Liquidity considerations don't stop at the participant level. Given monthly or quarterly 

redemption windows, 401(k) fiduciaries also need to think about how long a full exit 

would take if the plan decided to remove the semiliquid fund from its lineup entirely. 

Under normal conditions, sponsors should budget at least a year to unwind the position. 

If the fund is oversubscribed and processing partial redemptions only, the timeline 

could stretch considerably longer.

CITs That Invest in Semiliquid Funds Keep Extra Liquidity on Hand

Hypothetical example of the investments of a private market CIT 

T H E  4 0 1 ( K )  G O E S  P R I V A T E

 e ili uid  rivate Mar et  und  ublic Mar et ET Cash



Morningstar Manager Research  |  57

See Important Disclosures at the end of this report. 

Here Come the Target-Date Funds With Private Markets

Nearly $2 out of every $3 of 401(k) contributions go to target-date strategies, so it's 

obvious why asset managers intent on selling private assets to retail investors in US 

retirement plans want to get their offerings in the vehicles.

Target-date assets are largely dominated by low-cost investment options with more 

than 50% of assets in share classes that cost 0.08% or less. As the door opens for target 

dates to start to include private markets, many asset managers see it as an option to 

differentiate from the low-cost competition. 

Many public market asset managers have teamed with alternative asset managers to 

launch the target-date funds:

• State Street/Apollo

• T. Rowe Price/Goldman Sachs

• Capital Group/KKR 

• Voya/Blue Owl

BlackRock, which acquired private credit manager HPS and direct infrastructure 

manager GIP, will be using its in-house private market teams. 

Most series have yet to be publicly launched, but we expect the total fees for target-date 

funds with private markets to come in around 0.40%, based on our conversations with 

asset managers. That would put these series costs in line with target-date funds that 

use all actively managed funds. 

Three Approaches to a Private Market Glide Path 

T H E  4 0 1 ( K )  G O E S  P R I V A T E

1 Fidelity Q4 2025 Building Financial Futures report
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Appendix
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Semiliquid Versus Evergreen—Is There a Difference?

• Morningstar uses "semiliquid" to describe interval funds, tender-offer funds, 

unlisted BDCs, unlisted REITs, and similar European products. Other industry 

participants use "evergreen" to describe these same investment vehicles.

• Semiliquid describes the investor liquidity experience, while evergreen 

describes product structure. Evergreen implies the combination of two product 

features: continuously offered and perpetual life.

• Continuously offered means investors can add new money on an ongoing basis: 

intraday for ETFs, daily for mutual funds and interval funds, monthly for unlisted 

BDCs, and so on. Perpetual life means the fund exists in perpetuity unless or until 

its assets fall to zero or the manager chooses to wind it down.

• There are clear differences between an evergreen fund and a drawdown fund, 

which accepts only a previously omitted amount of capital and has a defined life. 

The use of "evergreen" is common among institutional investors who typically 

invest in drawdown funds.

•  ut “evergreen” doesn't  or  for investors co ing fro   utual funds and ET s, 

which are all evergreen. For those investors, liquidity is what separates interval 

funds from mutual funds—that's why we call them semiliquid.

Distinguishing Semiliquid From Evergreen

Emphasizing investor liquidity over product structure

A P P E N D I X
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Morningstar Medalist Ratings for Semiliquid Funds

 ource: Morningstar  irect   ata as of May   ,       The Medalist  ating is for each fund’s cheapest share class  

A P P E N D I X
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Morningstar Medalist Ratings for Semiliquid Funds

 ource: Morningstar  irect   ata as of May   ,       The Medalist  ating is for each fund’s cheapest share class  
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Morningstar Medalist Ratings for Semiliquid Funds

 ource: Morningstar  irect   ata as of May   ,       The Medalist  ating is for each fund’s cheapest share class  
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Not All Semiliquid Funds Are Created Equal

Basic Vehicle Comparison

Each semiliquid fund structure offers different pros and cons

Type Exchange-Traded? Leverage Limit Continuously 
Offered?

Subscription 
Frequency

Redemption Frequency Repurchase 
Requirements

Investor Eligibility (aka 
Investor Suitability)

Interval Fund Nontraded. Transact 
at NAV. 

33.33% of total 
assets

Yes Daily Required intervals; often 
quarterly but also monthly 
and semiannually

Minimum 5% of 
assets at each 
repurchase offer

Varies, but typically open to all 
investors

Tender-Offer Fund Nontraded. Transact 
at NAV. 

33.33% of total 
assets

Yes Monthly No requirement, typically 
quarterly

Board discretion Varies, but typically eligibility 
requirements

Business 
Development 
Company

Nontraded. Transact 
at NAV. 

66.67% of total 
assets

Yes Monthly No requirement, typically 
quarterly

Board discretion Eligibility Requirements

Real Estate 
Investment Trust

Nontraded. Transact 
at NAV. 

No limit, often 
30%/60% 
debt/assets

Yes Monthly No requirement, typically 
quarterly

Board discretion Eligibility Requirements

Private Semiliquid 
Funds

Nontraded. 
Transact at NAV

No limit Yes Monthly No requirement, typically 
quarterly

Board discretion Eligibility requirements
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Defining Investor Eligibility

Investor Eligibility Comparison

Investors must meet at least one eligibility requirement at the relevant tier

Funds limited to accredited investors can charge incentive fees on capital gains if they are also offered via private placement.  ne exa ple of this structure is      rivate E uity Conglo erate   C  “ -
 EC”   

Type Annual Income 
Requirement

Net Worth 
Requirement

Certification 
Requirement

Other Ways to Meet 
Eligibility

Entity-Level Requirements Fund Access

Accredited 
Investor

$200,000 individual/
$300,000 joint married

Over $1 million net 
worth excluding 
primary residence

Series 7, 65, or 82; RIAs; Employee of private 
fund (to invest in that 
fund only); LLCs or family 
offices with more than 
$5 million in assets

Trusts or entities with over $5 
million in assets, or owned solely 
by accredited investors

Can invest in Reg D Private 
Placements: 506(b) and 
506(c). Cannot invest in 
3(c)(7) funds unless also a 
qualified purchaser

Qualified Client N/A $2.2 million net worth 
excluding primary 
residence

N/A Officer or director of fund 
manager, or investment-
related employee of 
investment advisor

N/A, same as individual 
requirements

Can invest in funds that levy 
incentive fees on capital 
gains/appreciation

Qualified 
Purchaser

N/A $5 million in 
investments (not net 
worth)

N/A N/A At least $25 million in 
discretionary investments; or 
family-owned companies meeting 
$5 million threshold; or trusts if all 
beneficiaries are QPs

Can invest in privately 
offered 3(c)(7) funds without 
constraints. 
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