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Fund lags amid continued
market weakness
How did the fund perform for the three months
ended September 30, 2022?
The fund’s class Y shares returned –5.94%, trailing
the –4.75% result of its benchmark, the Bloomberg
U.S. Aggregate Bond Index.
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The poor performance of risk assets seen in the
first half of 2022 continued in the third quarter.
The fund’s interest-rate and yield curve
positioning, along with prepayment-related
holdings, detracted versus the benchmark.
Mortgage credit investments and positioning in
corporate credit contributed.
We have a generally cautious outlook, as we
believe the Fed’s aggressive approach to fighting
inflation is likely to result in a recession.

What was the market environment like during the
third quarter of 2022?
The volatility experienced in the first half of the year
carried over to the third quarter, as markets moved in
dramatic fashion. The first half of the quarter began on
positive footing with market participants comforted by
a belief that inflation had peaked, while markets began
to price in the probability of interest-rate cuts in 2023.
However, the sentiment began to shift following U.S.
Federal Reserve Chair Powell’s comments at the Jackson
Hole symposium in late August. Risk assets fell and U.S.
Treasury yields rose meaningfully across the curve as
concern about recession intensified.
The Fed continued to increase its policy rate aggressively,
implementing 0.75% increases at both its July and
September meetings, and signaling an additional 1.25%
of hikes this year. Given the central bank’s continued
hawkish rhetoric, Treasury yields rose and the yield curve
inverted. Notably, the yield on the benchmark 10-year
Treasury note exceeded 4% intraday for the first time
since 2010.
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What is the team’s near-term outlook?
In light of the Fed’s aggressive approach to fighting
inflation, we have a cautious outlook. We anticipate
continued bouts of volatility given the conflict in Ukraine,
the pace of Fed rate hikes, and potentially negative effects
on energy supplies from sanctions on Russia. We’re also
concerned about lingering supply chain disruptions.

Within this environment, investment grade [IG] corporate
credit spreads ended the quarter close to where they
began, while high-yield [HY] credit spreads tightened by
0.43%. [Credit spreads are the yield advantage creditsensitive bonds offer over comparable-maturity U.S.
Treasuries. Bond prices rise as yield spreads tighten and
decline as spreads widen.] The Bloomberg U.S. Corporate
Investment Grade Index returned –5.06% while the
JPMorgan Developed High Yield Index returned –0.52%.

Markets continue to price in significant interest-rate
increases at upcoming Fed policy meetings this year and
next, and U.S. Treasury yields have risen significantly
across the curve. Given the upsurge in rates and the
number of rate increases already reflected in the market,
we believe Treasury yields could stabilize periodically as
concerns about economic growth intensify.

Oil prices gave back a substantial portion of the gains
achieved in the first half of the year, falling nearly 20% to
close the quarter at $79 per barrel.

Which holdings and strategies had the biggest
influence on the fund’s performance versus
the benchmark?
The fund’s interest-rate and yield curve positioning
was the biggest relative detractor for the quarter. The
portfolio’s interest-rate sensitivity was longer than that of
the benchmark. This strategy weighed on returns as rates
rose sharply in light of the Fed’s aggressive policy posture.

What are your current views on the major sectors in
which the fund invests?
Looking first at corporate credit, our view is moderately
constructive. We have a positive outlook for market
fundamentals and believe valuations have improved
for both IG and HY credit. However, the supply/demand
backdrop is less favorable than it was last year.

Strategies targeting prepayment risk also worked against
the fund’s relative return, hampered by holdings of
agency interest-only [IO] securities. Mortgage refinancing
activity has decelerated considerably, resulting in slower
prepayment speeds of underlying securities. However,
the market has not yet priced in the fundamental
improvements that have occurred in the mortgagebacked sector. Investors generally remained risk-averse
and wary of prepayment surprises.

We believe the fundamental environment in the CMBS
market will be mixed. While travel, office use, and retail
spending have rebounded, we believe current Fed
policy will likely result in a recession. Broadly, property
categories that can effectively pass along higher costs,
such as hotels and apartments, will maintain their value,
in our view. At the same time, we think property types
that have struggled to gain new tenants without rent
reductions will be exposed to rising capital costs. As a
result, we believe they will be pressured to refinance loans
to maintain property values. Consistent with risk markets
generally, CMBS spreads have widened during 2022. From
our perspective, the increased liquidity premium has
enhanced the appeal of select market segments.

On the positive side, mortgage credit investments notably
contributed. Commercial mortgage-backed securities
[CMBS] led the way, as they continued to benefit from
fundamental improvements despite a deteriorating
economic backdrop.
The fund’s modest overweight exposure to IG and HY
corporate credit also contributed versus the benchmark,
driven by exposure in July, when spreads tightened in
both categories.
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Putnam Income Fund (PNCYX)
Annualized total return performance as of 9/30/22

U.S. home prices soared to record highs during the
pandemic. Looking ahead, we expect home prices to
experience tepid growth during the next few years due to
affordability constraints for many buyers and a gradual
increase in housing supply. Within residential mortgage
credit, wider spreads have created better value across all
credit tiers. As of quarter-end, we were finding attractive
investment opportunities in higher-quality areas of the
market, as well as among seasoned collateral that we
believe can withstand declining home prices.

Class Y shares
Inception 6/16/94

Bloomberg U.S.
Aggregate Bond Index

–5.94%

–4.75%

Last quarter
1 year

–16.08

–14.60

3 years

–4.11

–3.26

5 years

–0.10

–0.27

10 years

1.43

0.89

Life of fund

6.99

—

Total expense ratio: 0.58%

We believe many prepayment-sensitive securities offer
attractive risk-adjusted returns at current price levels and
prepayment speeds. Many of these securities may also
offer meaningful upside potential if mortgage prepayment
speeds continue to slow, which we believe is likely. We
think the fund’s prepayment-related strategies provide an
important source of diversification in the portfolio. In light
of last year’s repricing of the sector, we are finding what
we consider to be compelling investment opportunities
across a variety of collateral types.

What you pay: 0.48%
Source: Bloomberg Index Services Limited.
Returns for periods of less than one year are not annualized.
“What you pay” amount reflects Putnam Management's decision to
contractually limit expenses through 2/28/23.
Current performance may be lower or higher than the quoted past
performance, which cannot guarantee future results. Share price,
principal value, and return will vary, and you may have a gain or a
loss when you sell your shares. Performance assumes reinvestment
of distributions and does not account for taxes. For the most recent
month-end performance, please visit putnam.com. Class Y shares before
their inception are derived from the historical performance of class A
shares (inception 11/1/54), which have not been adjusted for the lower
expenses; had they, returns would have been higher. For a portion of
the periods, this fund may have had expense limitations, without which
returns would have been lower. Class Y shares are generally only available
for corporate and institutional clients and have no initial sales charge.
The Bloomberg U.S. Aggregate Bond Index is an unmanaged index of
U.S. investment-grade fixed income securities. The Bloomberg U.S.
Corporate Investment Grade Index is an unmanaged index of U.S.
corporate investment-grade fixed income securities. The JPMorgan
Developed High Yield Index is an unmanaged index of high-yield fixed
income securities issued in developed countries. You cannot invest
directly in an index.
BLOOMBERG® is a trademark and service mark of Bloomberg
Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg
or Bloomberg’s licensors own all proprietary rights in the Bloomberg
Indices. Neither Bloomberg nor Bloomberg’s licensors approve or
endorse this material, or guarantee the accuracy or completeness of
any information herein, or make any warranty, express or implied, as
to the results to be obtained therefrom, and to the maximum extent
allowed by law, neither shall have any liability or responsibility for
injury or damages arising in connection therewith.
Diversification does not guarantee a profit or ensure against loss. It is
possible to lose money in a diversified portfolio.
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For informational purposes only. Not an investment
recommendation.
The opinions expressed here are those of the portfolio managers
as of September 30, 2022, and are subject to change with market
conditions. Market forecasts cannot be guaranteed and are not to
be construed as investment advice.
Consider these risks before investing: Funds that invest in
government securities are not guaranteed. Mortgage-backed
investments, unlike traditional debt investments, are also subject
to prepayment risk, which means that they may increase in value
less than other bonds when interest rates decline and decline in
value more than other bonds when interest rates rise. The fund
may have to invest the proceeds from prepaid investments in other
investments with less attractive terms and yields.
The fund’s investments in mortgage-backed securities and
asset-backed securities, and in certain other securities and
derivatives, may be or become illiquid. The fund’s exposure
to mortgage-backed securities may make the fund’s net asset
value more susceptible to economic, market, political, and other
developments affecting the housing or real estate markets and the
servicing of mortgage loans secured by real estate properties. The
fund currently has significant investment exposure to commercial

mortgage-backed securities. Bond investments are subject to
interest-rate risk (the risk of bond prices falling if interest rates
rise) and credit risk (the risk of an issuer defaulting on interest
or principal payments). Interest-rate risk is generally greater for
longer-term bonds, and credit risk is generally greater for belowinvestment-grade bonds. Risks associated with derivatives include
increased investment exposure (which may be considered leverage)
and, in the case of over-the-counter instruments, the potential
inability to terminate or sell derivatives positions and the potential
failure of the other party to the instrument to meet its obligations.
Unlike bonds, funds that invest in bonds have fees and expenses.
The value of investments in the fund’s portfolio may fall or fail to
rise over time for a variety of reasons, including general economic,
political, or financial market conditions; investor sentiment and
market perceptions; government actions; geopolitical events
or changes; and factors related to a specific issuer, geography,
industry, or sector. These and other factors may lead to increased
volatility and reduced liquidity in the fund’s portfolio holdings.
Our investment techniques, analyses, and judgments may not
produce the outcome we intend. We, or the fund’s other service
providers, may experience disruptions or operating errors that
could have a negative effect on the fund. You can lose money by
investing in the fund.

Request a prospectus or summary prospectus from your financial representative or by calling 1-800-225-1581.
The prospectus includes investment objectives, risks, fees, expenses, and other information that you should read
and consider carefully before investing.
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