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ENHANCING RETURNS: A PORTABLE ALPHA OVERLAY

The 2010s provided generous returns to traditional asset class exposures in equities and bonds, coinciding with the longest
post-war U.S. economic expansion on record. But the backdrop over the next 10 years may be less hospitable for investors,
and traditional approaches are unlikely to produce the long-term returns that asset owners need to achieve their goals.

Enter the portable alpha overlay.

A portable alpha' overlay is an uncorrelated and unfunded
separate source of excess returns generated by active
management. Alpha strategies that use liquid derivative
mstruments do not have to be fully funded. The strategy provides
a flexible and scalable way for investors to enhance the expected
returns of their allocations. With flexible implementation
options, portable alpha overlays can be added 1n a total portfolio
context, as a means to enhance the return of individual beta

allocations or available liquid reserves.

Portable alpha overlays can be implemented with high capital
efficiency, without reducing exposure to longer-term strategic
investments, making them an effective way to meaningfully
enhance returns on a strategic portfolio allocation. Moreover, a
well-designed overlay strategy may enhance diversification? by
offering a low correlation to traditional asset class exposures
and consistently add value in both up and down equity and

bond markets.

DESIRABLE CHARACTERISTICS

Many strategies can be implemented as portable alpha overlays,
but there are universal characteristics to look for that are

particularly desirable:

= Cash Efficiency: A portable alpha strategy should be
financed with a cash allocation from the underlying strategic
portfolio in order to add meaningful excess return. The
more cash-efficient the strategy, the less exposure needs to be
implemented synthetically in the strategic portfolio to finance

the portable alpha overlay.

® Liquidity: The more liquid the instruments in a portable
alpha strategy, the lower the cost of implementation, and
the more flexible the strategy will be to offer better terms
to investors who need to invest and redeem. Limiting the
opportunity set to the most liquid public market instruments
also avoids potential supply/demand imbalances that may

arise in less-liquid asset classes.

B Scalability and Capacity: Depending on desired risk
tolerances and return objectives, a well- designed portable
alpha strategy can be customized to deliver a target excess
return scalable by the level of risk the asset owner is willing to
take. Only a strategy with reasonable capacity can deliver this
in size.

= Diversification: Additional desirable properties in a
portable alpha strategy are excess returns that are diversifying
to primary asset class exposures in a strategic portfolio, as well

as style exposures that might be present in actively managed



strategies as part of the strategic allocation. Ideally, you want
to look for a strategy that is beta-neutral to stocks and bonds

over a full market cycle.

® Risk Management:*As the strategy is not fully funded,
risk and drawdown management become critical elements of
the investment process. The funding requirements should be
congruent with possible drawdowns and associated increased

capital calls.

A STRATEGY FOR THE NEXT DECADE

At QMA, our 10-year forecast for a 60/40 portfolio of global
equities and bonds sits at 4.1% as of the 2020 fourth quarter. For
context, the latest available median corporate pension expected
rate of return is 6.3%, while the equivalent public expected rate

of return remains over 7%, which if achieved leaves plans with a

There is no guarantee that this forecast will be achieved.

return shortfall of 2.2% to 2.9%, even before allowing for costs.

We believe a well-designed portable alpha overlay strategy with
a low correlation to traditional asset class exposures can provide
diversifying, additive returns when asset owners need it most,

in particular during drawdowns in risky assets that typically
occur at the end of economic expansions. Further, in contrast
to other alternative allocations, portable alpha overlays can be
implemented in existing portfolios without changing underlying
portfolio allocations and/or existing active managers. In our
view, on any realistic perspective, they represent the best hope
of achieving the returns in coming years that plans and their

participants need.

! Alpha indicates the performance, positive or negative, of an investment when compared against an appropriate standard, typically a group of investments known as a market index.
? Diversification does not protect against a loss in a particular market; however, it allows you to spread that risk across various asset classes.
*No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment.



IMPORTANT INFORMATION

The information contained herein is provided by PGIM, Inc., the principal asset management business of PFI, and an investment adviser registered with the US Securities and Exchange
Commission (SEC). Registration with the SEC does not imply a certain level of skill or training. PGIM is a trading name of PGIM, Inc. and its global subsidiaries and affiliates. Prudential
Financial, Inc. of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc,
incorporated in the United Kingdom.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and regu-
lated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”), information is issued by PGIM Netherlands
B.V. with registered office: Gustav Mahlerlaan 1212, 1081 LA Amsterdam, The Netherlands. PGIM Netherlands B.V. is, authorised by the Autoriteit Financiéle Markten (“AFM”) in the Nether-
lands (Registration number 15003620) and operating on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of
provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are
issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as defined in
the relevant local implementation of Directive 2014/65/EU (MiFID 11).In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (PGIM Singapore), a Singapore investment manager that
is licensed as a capital markets service licence holder by the Monetary Authority of Singapore and an exempt financial adviser (registration number: 199404146N). These materials are issued
by PGIM Singapore for the general information of “institutional investors” pursuant to Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) and “accredited
investors” and other relevant persons in accordance with the conditions specified in Section 305 of the SFA. In Japan, information is presented by PGIM Japan, Co. Ltd., (“PGIM Japan”), a
registered Financial Instruments Business Operator with the Financial Services Agency of Japan. In South Korea, information is issued by PGIM, Inc., which is licensed to provide discretionary
investment management services directly to South Korean qualified institutional investors on a cross-border basis.In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regu-
lated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph (a) to (i) of the Securities and Futures
Ordinance (Cap.571).PGIM, Inc. is exempt from the requirement to hold an Australian Financial Services License under the Corporations Act 2001 in respect of financial services. PGIM, Inc.

is exempt by virtue of its regulation by the Securities and Exchange Commission under the laws of the United States of America, including applicable state laws and the application of ASIC
Class Order 03/1100. The laws of the United States of America differ from Australian laws.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation about managing or investing assets.
In providing these materials, PGIM is not acting as your fiduciary.

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced
herein. Distribution of this information to any person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these
materials, in whole or in part, or the divulgence of any of the contents hereof, without prior consent of PGIM is prohibited. Certain information contained herein has been obtained from sourc-
es that PGIM believes to be reliable as of the date presented; however, PGIM cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not
be changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change without notice. PGIM has no obligation
to update any or all of such information; nor do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. These
materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment management services and should

not be used as the basis for any investment decision. No risk management technique can guarantee the mitigation or elimination of risk in any market environment. Past performance is not
a guarantee or a reliable indicator of future results and an investment could lose value. No liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may
arise from any use of the information contained in or derived from this report. PGIM and its affiliates may make investment decisions that are inconsistent with the recommendations or views
expressed herein, including for proprietary accounts of PGIM or its affiliates. Any projections or forecasts presented herein are as of the date of this presentation and are subject to change
without notice. Actual data will vary and may not be reflected here. Projections and forecasts are subject to high levels of uncertainty. Accordingly, any projections or forecasts should be
viewed as merely representative of a broad range of possible outcomes. Projections or forecasts are estimated, based on assumptions, and are subject to significant revision and may change
materially as economic and market conditions change. PGIM has no obligation to provide updates or changes to any projections or forecasts.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities,
financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities, financial instruments or strategies for
particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent decisions.

Conflicts of Interest: PGIM and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein. PGIM and its affiliates, officers,
directors and employees may from time to time have long or short positions in and buy or sell securities or financial instruments referenced herein. PGIM and its affiliates may develop and
publish research that is independent of, and different than, the recommendations contained herein. PGIM’s personnel other than the author(s), such as sales, marketing and trading person-
nel, may provide oral or written market commentary or ideas to PGIM’s clients or prospects or proprietary investment ideas that differ from the views expressed herein.

© 2021 PFl and its related entities. PGIM, the PGIM logo, PGIM Private Capital, QMA, Quantitative Management Associates, Jennison Associates, Jennison, PGIM Real Estate, and the Rock
symbol are service marks of PFl and its related entities, registered in many jurisdictions worldwide.
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Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

For Professional Investors only. All investments involve risk, including possible loss of capital.





