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An Opportunity to Enhance
DC Investment Menus
Because defined contribution (DC) plans historically have been used as savings
accumulation vehicles, it is not surprising that today’s DC investment menus typically
include numerous equity choices but only a few fixed income offerings. This may no
longer be prudent. The shift from defined benefit (DB) plans to DC plans as the primary
workplace retirement offering has left individuals with more responsibility not only for
saving for retirement, but also for transforming their savings into a sustainable stream
of income once they stop working. Today’s equity-heavy investment menus may not be
up to this task. Beyond the shift from DB to DC plans, other trends suggest that plan
sponsors should be adding more fixed income choices to their investment menus:
• Increased customization of investment options
• A growing focus on income generation and risk aversion
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INTRODUCTION
When adding fixed income investment options to
their DC plans, sponsors should make sure those
options meet two key criteria. First, they should
offer a robust investment rationale, particularly for
retirement investors. Second, they should facilitate
the construction of better investment portfolios,
either by participants directly or by plan advisors
building custom qualified default investment
alternatives (QDIAs) from a plan’s investment
offerings.
This paper will explore these issues and trends in
greater detail, and describe three types of fixed
income funds that could be particularly attractive
additions to many DC investment menus: high
yield bond funds, global bond funds, and floating
rate income funds.
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The shift from the DB plan to the DC plan as the primary
workplace retirement offering has given individuals more
responsibility to save for retirement and to invest their
savings appropriately. To help them achieve those goals,
plan sponsors have tried to construct well-diversified DC
investment menus. Often, however, they have concentrated
their diversification efforts on equity offerings. To some extent,
this reflected the widely held perception that DC plans were
primarily savings accumulation vehicles. Now, a number of
trends are prompting sponsors to take a fresh look at how to
build appropriately diversified investment menus for their DC
plans.
• Increased customization of investment offerings. Having
watched their employees take on the risks associated
with the investment performance of their retirement
savings accounts, plan sponsors are recognizing the need
to balance a robust investment menu with a simplified
investment selection process for employees. As a result,
many have been adopting professionally managed and
packaged investment vehicles. At the same time, some are
shifting away from the use of “off-the-shelf” target-date and
target-risk funds as their QDIAs and are building custom
QDIAs instead. By adding more fixed income options to
their investment menus, sponsors and their advisors would
find it easier to tailor these QDIAs to the specific needs of
their plan participants.
• Growing focus on income generation and risk aversion.
In 2008, only 33% of the participants in private-sector,
employment-based retirement plans had a DB plan,
down from 84% in 1979.1 Because fewer individuals are
entering retirement covered by DB plans, DC plans have
evolved from supplemental savings accumulation vehicles
to a primary source of retirement income. As a workforce
dependent on DC plans ages, its members are becoming
increasingly focused on converting retirement savings
to retirement income. Some are also embracing more
conservative investment strategies in the wake of the 2008
financial crisis and the steep stock market decline that
accompanied it.
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To support plan participants in their efforts to build and protect
an asset base that will generate retirement income, sponsors of
DC plans should consider strengthening their lineup of fixed
income offerings. According to the nonprofit Plan Sponsor
Council of America, the average DC plan has 18 offerings on
its investment menu, but only two or three are fixed income
funds.2 As shown in exhibit 1, about 56% of funds offered in
DC plan menus are equity funds, followed by balanced funds
(20%), and fixed income funds (12%).3 The most common
fixed income offerings are domestic bond funds.4

Other types of fixed income funds are offered far less frequently.
As shown in exhibit 2, a survey of plan sponsors found that
fewer than 30% of plans offer high yield bond funds or global
bond funds as stand-alone menu options.5 On the other hand,
over 50% of sponsors would consider these asset classes
appropriate as stand-alone menu options.
EXHIBIT 2: Less widely offered DC fixed income investment options
Percent of sponsors that offer versus consider appropriate to offer
73%

EXHIBIT 1: Fixed income fund representation on DC Plan
investment menus
53%

Average number of investment options in DC plan menus: 18*
Distribution of investment options offered within DC plans**
Other 1.2%

Money Market 10.5%***

28%
Fixed Income 12.3%

20%

Equity 56.1%
Balanced 20.0%

High yield bond funds
Currently offer as stand-alone

Global bond funds
Consider appropriate as stand-alone

Source: Mercer LLC, “U.S. Defined Contribution Investment Survey,” August 2011, pages 4–7.
Sources:
* Profit Sharing/401(k) Council of America, “53rd Annual Survey,” 2010, tables 55 and 57.
**	Tang and Mitchell, “The Efficiency of Pension Plan Investment Menus: Investment
Choices in Defined Contribution Pension Plans,” 2008. Based on 1,500 Vanguard funds.
*** Includes investment contracts.



There are several plausible reasons why plan sponsors offer
relatively few fixed income options to plan participants. As
noted, DC plans have long been viewed primarily as asset
accumulation vehicles, and equities historically have generated
higher long-term returns than bonds—albeit with more
volatility. Also, many plan sponsors have limited the overall
growth of their investment menus in recent years on the
theory that too many choices can overwhelm participants. In
fact, academic research suggests that rather than creating an
optimal portfolio from their investment menu, participants have
a propensity to evenly allocate their investments across each of
the available investment choices.6,7 In any event, the average
number of investment choices on DC plan menus peaked
at about 19 options in 2005 and has since stabilized and
decreased slightly to 18.8
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Meanwhile, plan sponsors have become more focused on
increasing the use of QDIAs, such as target-date and target-risk
funds, by their plan participants.9, 10 A typical QDIA provides
participants with access to a diversified portfolio within a single
investment selection. Plan sponsors may have been disinclined
to add other investment options to their menus because they
believed QDIAs already provided participants with convenient
access to a wide range of asset classes, all with the added
benefit of professional asset allocation.
Although plan sponsors may have had sound reasons for
limiting the number of DC menu choices, it may be time to
revisit the number of fixed income choices they offer, both to
address the more conservative, income-conscious needs of
their older plan participants and to facilitate the construction
of custom, appropriately diversified QDIAs.
This article explores this imperative in greater detail, along with
three types of fixed income funds that could be particularly
helpful in meeting the evolving needs of retirement plan
participants: high yield bond funds, global bond funds, and
floating rate income funds.

The percentage of DC target-date
assets that is customized is projected
to more than double, from 17% in
2008 to 37% in 2018.12

Behind the trends impacting
DC investment menus
The key trends impacting the way plan sponsors should now
be constructing investment menus for their DC plans are broad
and are likely to be long lasting. The first of the approximately
78 million baby boomers born between 1946 and 1964 are
just now retiring, and many of the challenges they are facing will
continue to challenge those who follow them.
Adoption of custom QDIAs
The nascent shift away from using pre-packaged, “off-the-shelf”
funds as QDIAs in favor of custom QDIAs is likely to persist,
simply because it gives plan sponsors the opportunity to better
tailor those funds to the characteristics of their participant
populations.11 Working with advisors and consultants, sponsors
can construct custom target-date funds, for example, that
specify the asset allocation mix and the underlying investments
within those funds. The percentage of custom target-date assets
in DC plans is projected to more than double, from 17% in
2008 to 37% by 2018,12 as sponsors seek to capitalize on their
benefits:
• Control over the underlying investments and managers in
the QDIA. Sponsors implementing a custom target-date
fund can select the managers and underlying investments
within the fund.
•	Improved portfolio construction. Sponsors that use, or are
considering using, custom target-date funds indicate that
the asset classes currently found in prepackaged targetdate funds are insufficient to mitigate the risks of longevity,
market volatility, and inflation. These sponsors want to
include additional asset classes, such as global bonds and
Treasury inflation protected securities (TIPS).13
• Alignment of the QDIA with participant needs. Custom
QDIAs can be tailored to the demographics and needs of
a retirement plan’s participants. For example, a sponsor
whose participants frequently take loans from their accounts
may want to offer funds with a more conservative asset
allocation mix than can be found among off-the-shelf funds,
given that frequent borrowing may be inconsistent with a
long-term investment strategy.
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More than 70% of plan sponsors use their plan’s existing
investment options when developing a custom target-date fund
or similar QDIA,14 in part because they have already conducted
extensive due diligence on those options. The more investment
options available as building blocks, the greater the opportunity
to create the best possible funds.
Unlike other types of investment platforms that offer
professionally constructed portfolios, however, DC plans
generally have a narrower range of fixed income investments
with which to work. An anecdotal review of the major
discretionary, retail, managed account platforms indicates
that the platforms typically offer six to eight fixed income
funds within their conservative risk and moderate risk model
portfolios, for example, including total return, corporate,
inflation adjusted/protected, short-duration, high yield, and
international bond funds.15 This compares to an average of two
to three fixed income funds offered by most DC plans.16
Plan sponsors concerned about adding too many additional
funds to their investment menus, and perhaps overwhelming
participants with too many fund choices, could simplify their
menus by offering a limited number of packaged portfolio
products. For example, sponsors might offer one fixed income
fund of funds rather than multiple, individual fixed income
funds. That fund of funds could include a higher number of
fixed income funds than is typically found in DC plans today.
The evolving needs of DC participants
Participants in DC plans are becoming more interested in fixed
income investments for two reasons. First, the workforce is
aging, and older workers, in a bid to safeguard assets they will
someday need to generate retirement income, tend to allocate
a higher portion of their retirement savings to fixed income
than younger investors. According to the nonprofit Employee
Benefit Research Institute, participants in their 60s hold 37%
of their assets in fixed income funds, money market funds,
or stable value funds, while participants in their 20s hold just
14% of their assets in those investments.17

aggressively.18 In another survey, 54% of plan sponsors
indicated that recent market volatility has heightened the priority
for adopting more conservative investment options in DC plans.19
There are multiple types of fixed income investments that can
accommodate participants’ growing investment conservatism
and need for retirement income. Funds that invest in TIPS or
floating rate bank loans may appeal to participants seeking
protection against inflation or rising interest rates, for example,
while high yield bond funds may be attractive to participants
seeking higher levels of income from their retirement assets.

Evaluating fixed income
investment options
Plan sponsors considering new investment options for their
retirement plans should insist that those offerings meet strict
criteria. Specifically, they should ask:

1. Does the investment offering have a robust investment
rationale, particularly for retirement investors?

2. Does the investment offering enable the construction of
better portfolios, either by participants on their own or by a
plan advisor constructing a custom QDIA using the plan’s
investment options?
High yield bond funds, global bond funds, and floating rate
income funds meet these criteria, and they can enhance the
investment menus of DC plans. Yet they are underrepresented
in DC plans today. High yield funds, for example, are offered in
fewer than a third of all such plans.

Second, retirement plan participants have become more
conservative investors in the wake of the financial crisis of 2008.
Research by Prudential Financial indicates that 28% of U.S.
consumers say that they have invested more conservatively
over the past year, for example, while only 12% invested more
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The investment rationale for high yield bonds is compelling
for retirement investors. It includes the typically high levels
of current income these bonds could generate, their
efficiency in generating attractive levels of return for the risks
they carry, and their potential to outperform other fixed income
investments in a rising interest rate environment.
• Potentially high levels of current income. Over the past 18
years, high yield bonds provided an average of 600 basis
points of incremental yield, or spread, over Treasury bonds20
before taking into account credit defaults. As illustrated
in exhibit 3, high yield bonds continue to provide an
opportunity for retirement investors to potentially reap
substantially higher levels of current income than they can
from other investment options in today’s low interest rate
environment.
EXHIBIT 3: Comparative yields on various indices
Yields (as of 12/31/12)

2.24
1.76

1.74
0.86

S&P 500
Index

10-Year
Treasury Note

Barclays
Barclays
U.S. Aggregate U.S. Government
Bond Index
Index

Source: Prudential Financial analysis.
Past performance is no guarantee of future results.
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EXHIBIT 4: Risk-return characteristics of various indices
Average annual return and standard deviation of key asset classes 07/01/83 to 12/31/12*
12

FTSE NAREIT
Equity REITs USD

Barclays U.S. Corporate
High Yield USD

10

S&P 500 Index

8
6

Barclays U.S. Aggregate
Bond USD

Russell 2000 USD

5

20

4
2
0

0

10
15
Average Annual Standard Deviation (%)

25

* S tarting date of 7/1/1983 selected to coincide with inception of Barclays U.S. Corporate
High Yield Index.
Source: Prudential Financial analysis.
Past performance is no guarantee of future results.

6.79

Barclays
U.S. Corporate
High Yield Index

• Efficiency. The spreads that high yield bonds offer relative
to Treasuries and investment-grade corporate bonds
come, of course, with additional risks. High yield bonds
historically have had higher default rates than investmentgrade bonds. However, high yield bonds can be efficient
investments given the returns they provide relative to their
risk. Since 1983, high yield bonds have provided 93% of the
average annual returns of equities but with only 56% of the
volatility, as measured by standard deviation.21 This risk-return
history relative to other asset classes is illustrated in exhibit 4.

Average Annual Return (%)

High Yield Bond Funds
High yield bond funds invest in below-investment-grade
corporate bonds, typically with maturities ranging from five
to 10 years. The underlying bond portfolio is often diversified
in terms of credit quality, maturity date, and issuer industry.
A diversified portfolio helps provide protection against credit
defaults, which are much more likely for high yield bonds than
for investment-grade bonds.
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• Potentially favorable reaction to a rising interest rate
environment. The value of a fixed income security typically
declines in a rising interest rate environment.22 High yield
bonds are not immune to this phenomenon. However, high
yield bonds may provide some degree of protection for fixed
income investors in a rising rate environment for two reasons.
First, high yield bonds tend to be short- or intermediateterm in duration, and shorter-duration bonds are typically
impacted less by rising rates than longer-duration bonds.
Second, interest rates often rise when economic conditions
are improving, and improving economic conditions can
bolster the financial health of high yield issuers, lowering their
chances of defaulting on their debt.
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In addition to possessing a compelling investment rationale,
high yield bonds can function as attractive components of an
individual investment portfolio or custom QDIA. As illustrated
in exhibit 5, the returns from high yield bonds historically have
had a low correlation to the returns from other bonds and
a moderate correlation to the returns of the S&P 500 stock
index. As a result, high yield bonds can provide meaningful
diversification within a portfolio.
EXHIBIT 5: Value of high yield as a portfolio diversifier
Correlation of Barclays U.S. High Yield Index to selected investments
(7/1/83 to 12/31/12)*
0.58

This example highlights how including high yield securities in a
DC plan’s investment menu can help plan sponsors construct
well-diversified, customized QDIAs using their plans’ own
investment options. As a point of reference that provides insight

A recent survey indicates that over
30% of DB plan sponsors identify
high yield bonds as one of the product
innovations that delivered the most
value over the last decade.24
into how institutional investors think about high yield debt, a
recent survey indicates that over 30% of DB plan sponsors
identify high yield bonds as one of the product innovations that
delivered the most value over the last decade.24

0.29

EXHIBIT 6: Impact of adding high yield to a hypothetical
retirement portfolio
7/1/83 to 12/31/12*
Barclays U.S. Aggregate
Bond Index

S&P 500 Index

9.92% 9.86%

9.71%
8.74%

* Starting date of 7/1/1983 selected to coincide with inception of Barclays U.S. Corporate
High Yield Index.
Source: Prudential Financial analysis.

The potential benefit of including high yield bonds in an
investment portfolio is shown in exhibit 6. Specifically, this
graphic illustrates the impact of adding a 10% allocation to
high yield bonds in a portfolio originally divided 60/40 between
the S&P 500 and the Barclays U.S. Aggregate Bond Index.
The high yield bonds replace stocks, reducing the total
allocation to the S&P 500 to 50%.
Based on historical data, the average annual return of the new
portfolio would have been 9.86% for the time period illustrated,
compared to 9.92% for the original portfolio. However, the
average annual volatility would have fallen to 8.74% from 9.71%.
In short, adding high yield bonds had a negligible impact on
returns, but substantially lowered risk. In addition, it improved the
risk-adjusted return, as measured by the Sharpe Ratio, to 0.64 for
the new portfolio, versus 0.59 for the original portfolio.23



0.59

Average annual
return

Average annual
standard deviation

Hypothetical portfolio: 60% S&P 500/
40% Barclays U.S. Aggregate Bond Index

0.64

Sharpe Ratio

Addition of high yield to portfolio:
50% S&P 500/40% Barclays U.S.
Aggregate Bond Index/ 10% Barclays
U.S. Corporate High Yield Index

* S tarting date of 7/1/1983 selected to coincide with inception of Barclays U.S. Corporate
High Yield Index.
Source: Prudential Financial analysis.
Past performance is no guarantee of future results. This hypothetical is presented for
illustrative purposes only and is not indicative of any particular investment.
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In addition to high yield bond funds, there are two other
fixed income investment products that can help DC plan
participants meet their evolving investment needs.
Global bond funds
As of June 2011, U.S. bonds accounted for only 25% of the
world’s total bonds outstanding.25 Among the remaining 75%,
many are bonds issued in countries that are enjoying strong
economic growth. From 2011 to 2013, for example, emerging
economies are expected to enjoy a three-year average
growth rate of 6.5%, versus 2.4% for developed countries.26
Accordingly, global funds may be well-suited to investors
seeking to add geographic diversity to a domestic portfolio, or
simply to take advantage of attractive investment opportunities
without limiting themselves to U.S.-based investments.
Global funds invest in a diversified portfolio of fixed income
securities issued within the U.S. and other countries, and they
typically comprise a mix of government-issued bonds, corporate
bonds, and other fixed income securities, such as bank loans.
Since 1990, their average annual returns have been comparable
to those available from U.S. bonds.27 However, global bonds
significantly outperform domestic bonds during periods when
the U.S. dollar is weakening,28 which generally happens
when the U.S. trade deficit is growing.29
Floating rate income funds
Floating rate income funds invest in loans where the interest
rate periodically resets based on changes in a specified
benchmark interest rate, such as the London Interbank
Offered Rate (LIBOR). The issuers of these loans are
typically below-investment-grade borrowers.
For investors, the primary benefit of floating rate loans is that
they usually outperform other fixed income securities during
periods of rising interest rates. As shown in exhibit 7, the
returns on floating rate loans significantly exceeded those
of the Barclays U.S. Aggregate Bond Index during periods
of rising interest rates over the last two decades. This is due
to the fact that the income generated by floating rate loans
increases when interest rates rise.30

8
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Investors looking to benefit from a rising interest rate
environment and protect against inflation may find floating
rate income funds a valuable addition to their portfolios. With
interest rates at historically low levels,31 these funds could
be especially appealing to some investors right now, as rates
simply cannot fall much lower. They also may appeal to
investors who view the highly leveraged U.S. balance sheet
as an indication that interest rates and inflation rates will
ultimately rise. The nation’s gross debt as a percentage of
gross domestic product is 100% today, versus 89% for
countries in the eurozone, collectively, and 36% for emerging
countries.32
EXHIBIT 7: Historical average annual returns of floating rate loans
During rising rate periods

TIME PERIOD

MONTHS

FED FUNDS RATE

FLOATING
RATE LOANS

barclays
U.S.
AGGREGATE
BOND INDEX

2/94–2/95

13

3.00% to 6.00%

10.4%

0.01%

6/99–5/00

12

4.74% to 6.50%

3.9%

2.1%

6/04–6/06

25

1.00% to 5.25%

12.6%

6.5%

Source: Prudential Investments LLC calculations using data presented in Morningstar
software products. All rights reserved. Used with permission. Floating rate loans
represented by Credit Suisse Leverage Loan Index. Past performance is no guarantee
of future results.

Naturally, plan sponsors will need to evaluate the investment
products discussed in this article carefully and confirm that
they are appropriate for the participants in their retirement
savings plans. Sponsors unsure of whether their participants
would use these products responsibly could opt to make them
available only as part of a custom QDIA managed by a plan
advisor or consultant.
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CONCLUSION
Choosing a fixed income investment manager
Selecting an appropriate fixed income investment
manager is critical to building a robust DC plan menu
with a diversified selection of fixed income offerings.
Competencies to evaluate when considering such a
partner include:
• Risk management. Evaluate the resources the
investment manager dedicates to risk management.
Among other things, look at how the manager
performed during the financial crisis of 2008 and
confirm that the manager bases investment decisions
on a combination of sophisticated, quantitative risk
modeling and the judgment of its own research
analysts.
• Credit research. Consider working with a fixed income
partner whose research analysts specialize by sector
and also develop their own credit ratings independent
of rating agencies. A manager who can rank the
relative values of securities both within and across
sectors can help to ensure that sectors are fairly
weighted in the portfolios it manages and that the
best opportunities within each sector are selected.
• Portfolio management. Look for a partner with the
size and scale to access popular debt offerings,
negotiate purchase terms at attractive prices, and
secure time with industry leaders and executives who
can provide insight into investment risks. At the same
time, investigate whether a manager has become
so large that it cannot trade as nimbly as its smaller
counterparts and must therefore rely heavily on
derivatives transactions to make portfolio adjustments.
In sum, seek a partner that has sufficient size
and scale yet can still remain flexible in its trading
activities.

The landscape is changing for DC plans. Plan participants at or
near retirement age are putting a new focus on using their plans
not just to accumulate assets, but to generate a sustainable
stream of income once they stop working. Many have also
become more risk averse in the wake of the 2008 financial
crisis and the ensuing stock market volatility. In response, plan
sponsors are beginning to re-think some of the investment
options offered by their plans, often creating custom offerings—
particularly customized QDIAs—that are tailored to the needs
and demographics of their participant populations.
Unfortunately, many plan sponsors are limited in these efforts
by having too few fixed income investment options in their
DC plans—options that could be critical to meeting the new
demands participants are placing on their retirement savings
accounts. To compete in this changing landscape, plan
sponsors should consider broadening the number and type
of fixed income investments they offer their plan participants.
By adding high yield bond funds, global bond funds, and
floating rate income funds to their DC investment menus,
plan sponsors may help to improve retirement outcomes for
American workers.

For more information please contact:
Michael Rosenberg
Senior Vice President, Prudential Investments
1-973-367-5430
michael.rosenberg@prudential.com

In all cases, competency levels in these areas will be
dependent upon the quality and experience of the
manager’s investment professionals.
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Index Definitions
S&P 500 Index, a market-capitalization-weighted index of 500 companies
primarily traded on the New York Stock Exchange.
Barclays U.S. Aggregate Bond Index, an unmanaged index which covers
the U.S.-dollar-denominated, investment-grade, fixed rate, taxable bond
market of SEC-registered securities.
Barclays U.S. Corporate High Yield Index, an unmanaged index which
covers the universe of fixed rate, non-investment-grade debt.
Barclays Government Index, an unmanaged index which covers the total
universe of investment-grade fixed income securities issued by the U.S.
government or its agencies.
Russell 1000® Growth Index, an unmanaged index which measures the
performance of those Russell 1000 companies with higher price-to-book
ratios and higher forecasted growth values.
Russell 2000® Index, an unmanaged index which measures the
performance of the 2,000 smallest companies in the Russell 3000® Index.
FTSE NAREIT Equity REITs Index, an unmanaged index which measures the
performance of all real estate investment trusts listed on the New York Stock
Exchange, the NASDAQ National Market, and the American Stock Exchange.
Indices are unmanaged and an investment cannot be made directly in an
index.
Term Definitions
Correlation—The statistical measurement of the relationship between
two asset classes.
Sharpe Ratio—This statistic measures the quality of the returns for an
investment on a risk-adjusted basis over a given period. It is defined as
the excess returns of an investment divided by the standard deviation of
returns. Excess returns are the returns of the investment minus the riskfree rate of return offered in the market, typically measured by short-term
government instruments such as 3-month T-bills.
Standard Deviation—This statistic measures the volatility of a stream of
data compared to its average value. Applied to investment performance,
standard deviation measures how “choppy” the monthly returns are over
a period of time. 66% of all monthly values would fall within one standard
deviation of the average, while 95% of all values would fall within two
standard deviations of the average.
Target-Date Fund—A mutual fund in the hybrid category that
automatically resets the asset mix (stocks, bonds, cash equivalents) in
its portfolio according to a selected time frame that is appropriate for a
particular investor.
Target-Risk Fund—A fund that attempts to expose its investors to
a specified amount of risk. The fund manager of a target risk fund is
responsible for overseeing the fund’s allocation to ensure that the level of
risk isn’t greater or less than the fund’s target amount of risk exposure.



A Word About Risks
Mutual fund investing involves risk. Some funds have more
risk than others. The risks associated with investing in these
funds include but are not limited to: risk of investment in loans,
where the ability to receive payments in connection with
loans depends on the financial condition of the borrower
(failure to receive such payments may reduce the value of
an investment’s assets), use of hedging techniques to enhance
returns; gold-related securities, which are subject to market
price movements, regulatory changes, and economic
conditions, as well as adverse political and financial factors;
derivative securities, which may carry market, credit, and
liquidity risks; short sales, which involve costs and the risk of
potentially unlimited losses; leveraging, which may magnify
losses; Treasury inflation-protected securities, which are inflationindex bonds that may experience greater losses than other
fixed income securities with similar durations; high yield
(“junk”) bonds, which are subject to greater market risks; small/
mid-cap stocks, which may be subject to more erratic market
movements than large-cap stocks; foreign securities, which
are subject to currency fluctuation and political uncertainty;
real estate, which poses certain risks related to overall and
specific economic conditions as well as risks related to
individual property, credit, and interest rate fluctuations; and
mortgage-backed securities, which are subject to prepayment
and extension risks. Sector funds and specialty funds may not
be suitable for all investors. Such funds are nondiversified, so
a loss resulting from a particular security will have greater
impact on the fund’s return. Investments in emerging markets
are subject to greater volatility and price declines. Fixed
income investments are subject to interest rate risk, and their
value will decline as interest rates rise. Investing in municipal
bonds involves credit and market risks. Asset allocation and
diversification do not assure a profit or protect against loss in
declining markets. The risks associated with each fund are
explained more fully in each fund’s respective prospectus.
There is no guarantee a fund’s objectives will be achieved.
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Prudential Investments® is dedicated to helping you solve your
toughest investment challenges—whether it’s capital growth, reliable
income, or protection from market volatility and other risks. Through
ever-changing markets, we strive to be a leader in a broad range of
investments to help you stay on course to the future you envision.

About
Prudential
Investments

Our investment professionals also manage money for major
corporations and pension funds around the world, which means you
benefit from the same expertise, innovation, and attention to risk
demanded by today’s most sophisticated investors. Together they
manage more than $673 billion in assets (through 12/31/2012).
We believe the knowledge and experience of a financial professional
provides a valuable advantage, so we make our products available
through financial advisors. We are part of Prudential Financial, a
company America has been bringing its challenges to for 137 years.
Bring us yours.

LEARN MORE BY CALLING
A PRUDENTIAL INVESTMENTS RETIREMENT PLAN SPECIALIST AT (877) 275-9786

prudentialfunds.com
For additional thought leadership material from Prudential, please visit research.prudential.com

Consider a fund’s investment objectives, risks, charges, and expenses carefully before investing. The prospectus and summary prospectus
contain this and other information about the fund. Contact your financial professional to obtain the prospectus and summary prospectus.
Read them carefully before investing.
Mutual funds are distributed by Prudential Investment Management Services LLC, a Prudential Financial company and member SIPC. Prudential Investments, Prudential, the Prudential logo,
Bring Your Challenges, and the Rock symbol are service marks of Prudential Financial, Inc., and its related entities, registered in many jurisdictions worldwide.
INVESTMENT PRODUCTS: Are not insured by the FDIC or any federal government agency
0223668-00003-00 PI3421 Ed. 03/01/2013

May lose value

Are not a deposit of or guaranteed by any bank or any bank affiliate

