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INTRODUCTION 

Toys “R” Us was founded as a baby furniture business in 1948 in Washington, D.C. Over the course of 50 years, 
the company would go public, launch hundreds of stores across the globe, and earn over $1 billion in sales 
before falling behind Walmart as No. 1 in U.S. toy sales in the 1990s.  
 
In 2004, the company was sold for $6.6 billion to Vornado, a real estate investment firm, and two major Private 
Equity (PE) firms, Bain Capital and KKR, through a leveraged buyout. In a transaction of this sort, the buyers put 
up a small portion of the purchase price, in this case 20%, out of their own capital. The rest of the purchase 
comes from a loan from a bank or other lender. The trick is that to obtain such a massive loan, the buyers need 
to offer some collateral to the lender as security… which they often fulfill with the assets of the very company 
they just acquired. So once Toys “R” Us was acquired, Toys “R” Us itself, not the investment funds, became 
responsible for repaying the remaining 80% – and it was the assets of the company, rather than those of the 
buyers, that would be in at risk in case of an inability to repay the loans. In addition, the company paid the 
buyers advisory and management fees out of its earnings, essentially guaranteeing money for the buyers 
regardless of whether the company was profitable after the transaction.  
 
What followed was the inevitable demise of the company. Toys “R” Us was already under stress because of 
market conditions and new competition from the likes of Amazon. But those challenges could have been 
overcome, were it not for the fact that it has so much debt from the leveraged buyout and its available cash 
was being used to repay the lenders, rather than going to innovation or expansion. In September of 2017, Toys 
“R” Us filed for bankruptcy, meaning it attempted to reorganize and renegotiate its debt obligations in order 
to become viable again. By early 2018, however, the reorganization had not borne fruit and the company 
closed its 800 stores and went into liquidation – a process by which a company shuts down its operations and 
distributes the remaining assets to its creditors in partial satisfaction of what it owes them. In the process the 
company laid off 64,000 employees without providing severance pay.  
 
United for Respect (an organization fighting on behalf of people who work in retail), Private Equity Stakeholder 
Project (an initiative to  identify, engage, and connect stakeholders negatively affected by private equity), and 
the Center for Popular Democracy (an organization that aims to create equity, opportunity and a dynamic 
democracy) launched a campaign to organize the displaced workers and advocate on their behalf. They 
pushed the Toys “R” Us workers to receive severance payments out of a portion of the earnings from the 
financing and the management fees the private equity firms collected from the deal.  
 
The former workers held protests and demonstrations outside of stores, but the private equity owners were 
not responsive to the demands.  
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ENGAGING THROUGH CAPITAL  

The organizers turned to thinking about what other avenues might exist to pressure the private equity owners 
to meet the workers’ demands. Building on the knowledge that private equity firms invest capital that belongs, 
among others, to state pension funds, the organizers figured out which pension funds were invested in Bain 
and KKR. They pressured the pension funds, such as the New Jersey State Investment Council, to halt 
investments in funds managed by Toys “R” Us former owners.  
 
This proved to be a successful tactic. In Minnesota, the chairman of the state pension board, Governor Mark 
Dayton, spearheaded a motion to cease investments with KKR. Washington state pension officials quickly 
followed suit and publicly questioned KKR about whether the firm was also suffering from job loss or pay cuts 
as a result of the bankruptcy.  
 
In response to the growing criticism from pension fund officials, Bain Capital and KKR established a $20 million 
hardship fund to provide relief to former employees – a fraction of the $75 million that the workers were 
originally promised by management, but still a small victory for the workers. However, Vornado chose not to 
participate or contribute to the fund. Eligibility requirements for the fund included “not receiving any severance 
or termination pay and earning annual income of more than $5,000 and less than $110,000”.1 Payouts ranged 
from $200 to $12,000 per employee and varied based on time spent at the company. Of the 64,000 employees 
laid off, 19,000 met the eligibility requirements.2 
 
The success of this strategy was contingent on the power that pension funds hold over PE firms. On the one 
hand, real estate and private equity firms like KKR want pension fund capital, so want to please them. However, 
pension funds are not always willing to be too vocal if this would jeopardize their relationships with the PE 
firms, because in many cases, pension funds also compete to become investors in the “best” funds. PE fund 
managers may just be able to accept money from a less worker-aligned pension fund or other type of investor. 

 

OUTCOMES BEYOND THE CAMPAIGN 

A partial recovery of money already promised to workers, while very important to those workers, would be just 
a consolation prize, but the campaign went further to ensure that there was broader and long-lasting impact 
to turn this effort into a full victory.  

 
1 Displaced Toys R Us employees starting to receive severance, CSA, January 4, 2019. 
2 Id.  
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One result that emerged from the strength of these actions was the creation of a “mirror board” at the successor 
to Toys “R” Us. A mirror board parallels an actual company board but is made up entirely of employees. It gives 
the employees access to company information and provides a line of communication to management that 
previously did not exist. The mirror board, which may be a first in the United States, aims to resemble the 
presence of workers on boards that is common in Europe, providing employees with the opportunity to meet 
with executives regularly and discuss issues that directly impact the employees - such as benefits, hiring 
practices and base wages.  
 
Another longer-lasting result of this action was its influence on policy and legislation. Following their work with 
Toys “R” Us, United for Respect helped to introduce the first-ever law mandating severance pay in the United 
States and worked with Senator Elizabeth Warren on the Stop Wall Street Looting Act proposal. The proposal 
outlined a plan that would prioritize having more workers on corporate boards and “reform private equity by 
closing the legal, tax, and regulatory loopholes that allow private equity firms to capture all of the rewards from 
their investments while insulating themselves from risk.”3 For one thing, the support that the pension funds 
gave to the workers signaled to the lawmakers that there is buy-in for such interventions to rein in PE abuses.  
 
Lastly, the campaign provided a playbook for replication. As the New York Times reported, “Toys “R” Us has 
also served as a test case for how workers exert their influence through pensions… they traveled to investment 
meetings of 14 pension funds in 12 states.”4 United for Respect has advocated for the adoption of a similar 
mirror-board arrangement at Walmart, and the strategy of pressuring private equity owners by leveraging the 
power held over them by their investors is becoming a familiar possible tool in the face of private equity abuses.  
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3  Warren, Baldwin, Brown, Pocan, Jayapal, Colleagues Unveil Bold Legislation to Fundamentally Reform the Private Equity 

Industry, Sen. Warren Press Release, July 18, 2019. 
4  Pensions Get Bolder in Challenging Private Equity on Investments’ Human Cost, The New York Times, October 8, 2018.  
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