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Global stocks slumped during the fourth
quarter as investors hit the sell button.
Bond yields in the United States and
around the world could continue to rise.
Further Federal Reserve rate increases
may pressure U.S. equity markets.

What was the equity market environment during
the fourth quarter?
The period was fraught with volatility. Markets started
the quarter near record highs before a sharp reversal. By
the end of December, U.S. and many international stock
markets posted their worst yearly results since the 2008
financial crisis. The U.S. economy remained strong but
interest rates, market volatility, and global trade tensions
increased. Buoyed by tax cuts, the U.S. economy grew
at a 3.5% annual rate in the third quarter of 2018, after
expanding 4.2% in the second quarter. Unemployment
has touched multi-decade lows, inflation remains
anchored, and the likelihood of a recession remains low.
Still, the outlook for global economic growth has eased
over the past few months because of protectionist tariffs,
higher interest rates, and weakness in many emerging
markets, including China. Trade tensions between the
United States and China, the world’s two largest economies, escalated at the beginning of the fourth quarter.
However, by December 2018, Chinese and U.S. negotiators were starting to work toward a deal that could defuse
trade tensions by boosting U.S. exports and loosening
regulations for U.S. companies operating in China.
Large-cap stocks and their mid- and small-cap
counterparts declined as market volatility and losses
spiked in October and again in December 2018. The
broad S&P 500 Index fell to the brink of a bear market
in December. It ended 2018 down 4.4%. For the quarter,
the S&P 500 declined 13.5%. International stocks as
measured by the MSCI EAFE Index [ND] dropped 12.5%.
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Our active implementation decisions and security
selections also detracted during the quarter. They were
driven by our quantitative strategies in U.S. large-cap
and international developed equity markets. Our team
analyzes stock market history to identify characteristics
of stocks (factors) that have excess risk-adjusted returns.
Despite a strong long-term relationship between these
factors and positive stock performance, the strategies
underperformed during the quarter.

The Federal Reserve raised its benchmark interest rate in
December for the fourth time in 2018. The rate hike took
the federal funds rate to a range of 2.25% to 2.5%. It was
the ninth increase since the Fed began normalizing policy
in December 2015. Across the Atlantic, the European
Central Bank [ECB] said it was ending its multi-trillion
bond-buying program in December. The ECB also left
benchmark interest rates unchanged.

How did bond markets perform?
Treasury yields moved higher on the short end of the yield
curve and lower on the intermediate and long end. The
widely watched spread between two- and 10-year Treasury
yields narrowed to less than 10 basis points following the
Fed’s rate boost in December. The decline in long-term
yields is a sign that bond investors expect the economy
to slow. Also, higher short-term rates are a headwind for
fixed-income asset holders. The yield on the benchmark
10-year note ended at 2.66%, while the two-year yield
held at around 2.50% at year-end 2018. High-yield bonds
were negative for the period, with the risk-off sentiment
pushing spreads wider. The more rate-sensitive Bloomberg
Barclays U.S. Aggregate Bond Index rose 1.6% during the
quarter, benefiting from the move lower in intermediateand long-term yields.

What is the outlook for the first quarter of 2019?
Economic growth in the United States is likely to slow
in the first half of 2019. The fast pace set during the
second and third quarters of 2018 is decelerating as the
impact of the year-end 2017 corporate tax cut fades. Fed
Chair Jerome H. Powell in December acknowledged the
economy is showing signs of “softening.” In January, he
said that low inflation would allow the Fed to be “patient”
in deciding whether to continue raising interest rates.
Overall, the combination of a peak in global growth
momentum, mounting trade risks, and a more restrictive
Fed is a good recipe for higher volatility in markets.
Although stock and bond market volatility is likely to
persist in 2019, we recently increased our exposure to
equity, inflation (commodities), and credit risks, looking
to take advantage of short-term market weakness. We
expect bond yields to continue to drift higher in 2019 as
interest-rate normalization continues in the United States
and globally. The Fed has been reducing its balance
sheet, allowing up to $30 billion of Treasuries and
$20 billion of mortgages that it holds to mature without
re-investing the proceeds.

How did Putnam Dynamic Asset Allocation
Funds perform?
The three Dynamic Asset Allocation Funds had negative
returns during the quarter, reflecting the market weakness
of October and December. The Conservative Fund, with its
more fixed-income-centric investments, declined 5.3%.
The more equity-centric Balanced Fund and Growth Fund
fell 10.3% and 13.3%, respectively.

The portfolios have an overweight in U.S. equities
and commodities. We are neutral on high-yield credit
and slightly underweight in interest-rate-sensitive
fixed-income assets. For U.S. stocks, we expect to see
short-term upgrades. Valuations are more appealing,
and companies may return to buying back their own
shares. We are constructive on commodities because
the correction in oil has brought prices to levels that
are unlikely to persist when there are positive supply/
demand dynamics that can push energy prices higher. In
terms of credit, we recently upgraded our position due
to positive indications from our quantitative model. Also,
fundamentals are better in this sector following thirdquarter earnings reports.

What strategies affected performance?
The funds’ negative performance resulted from exposure
to equities, bonds, and inflation-sensitive assets. Stocks
and commodities were the biggest decliners. We took
a tactical overweight position in U.S. equities after the
moderate market correction in October. This position
later detracted from fund performance as stocks
slumped from mid-year highs. Our out-of-benchmark
commodities position also detracted. The commodities
sector struggled during the dramatic sell-off in crude oil
prices. This occurred when the U.S. government granted
waivers from sanctions to some of the biggest buyers of
oil exports from Iran.
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Putnam Dynamic Asset Allocation Balanced Fund (PABYX)
Annualized total return performance as of 12/31/18

Returns for periods of less than one year are
not annualized.

Class Y shares
Inception 7/5/94

Net asset
value

Russell 3000
Index

Putnam Balanced
Blended Benchmark

Last quarter

–10.33%

–14.30%

–8.17%

1 year

–6.95

–5.24

–3.90

3 years

4.75

8.97

6.02

5 years

4.86

7.91

5.24

10 years

10.37

13.18

9.22

6.92

9.03

—

Life of fund
Total expense ratio: 0.74%

Class A share inception: 2/7/94

Putnam Dynamic Asset Allocation Conservative Fund (PACYX)
Annualized total return performance as of 12/31/18
Net asset
value

Bloomberg Barclays
U.S. Aggregate
Bond Index

Putnam
Conservative
Blended Benchmark

Last quarter

–5.30%

1.64%

–3.48%

1 year

–4.55

0.01

–1.92

3 years

3.27

2.06

4.22

5 years

3.74

2.52

3.97

10 years

8.02

3.48

6.62

Life of fund

5.80

5.09

—

Class Y shares
Inception 7/14/94

Total expense ratio: 0.77%
Class A share inception: 2/7/94

Putnam Dynamic Asset Allocation Growth Fund (PAGYX)
Annualized total return performance as of 12/31/18
Class Y shares
Inception 7/14/94

Net asset
value

Russell 3000
Index

Putnam Growth
Blended Benchmark

Last quarter

–13.34%

–14.30%

–10.87%

1 year

–9.41

–5.24

–5.91

3 years

5.56

8.97

7.11

5 years

5.14

7.91

5.63

10 years

11.07

13.18

10.55

7.54

9.03

—

Life of fund
Total expense ratio: 0.84%

Class A share inception: 2/8/94
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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 monthend performance, please visit putnam.com. Class
Y shares before their inception are derived from
the historical performance of class A shares, which
have not been adjusted for the lower expenses; had
they, returns would have been higher. For a portion
of the periods, these funds 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 funds’ benchmarks are administered by
Putnam Investments and have the following
compositions: For Putnam Conservative Blended
Benchmark, 65% Bloomberg Barclays U.S.
Aggregate Bond Index, 25% Russell 3000 Index,
5% JPMorgan Developed High Yield Index, and
5% MSCI EAFE Index (ND); for Putnam Balanced
Blended Benchmark, 50% Russell 3000 Index,
35% Bloomberg Barclays U.S. Aggregate Bond
Index, 10% MSCI EAFE Index (ND), and 5%
JPMorgan Developed High Yield Index; and
for Putnam Growth Blended Benchmark, 60%
Russell 3000 Index, 15% MSCI EAFE Index (ND),
15% Bloomberg Barclays U.S. Aggregate Bond
Index, 5% JPMorgan Developed High Yield Index,
and 5% MSCI Emerging Markets Index (GD). The
Bloomberg Barclays U.S. Aggregate Bond Index
is an unmanaged index of U.S. investment-grade
fixed-income securities. The JPMorgan Developed
High Yield Index is an unmanaged index of highyield fixed-income securities issued in developed
countries. The MSCI EAFE Index (ND) is an unmanaged index of equity securities from developed
countries in Western Europe, the Far East, and
Australasia. The MSCI Emerging Markets Index
(GD) is a free float-adjusted market capitalization
index that is designed to measure equity market
performance in the global emerging markets.
The Russell 3000 Index is an unmanaged index
of the 3,000 largest U.S. companies. Securities
in the funds do not match those in the indexes,
and performance of the funds will differ. It is not
possible to invest directly in an index. The S&P 500
Index is an unmanaged index of common stock
performance.
Frank Russell Company is the source and owner
of the trademarks, service marks, and copyrights
related to the Russell Indexes. Russell® is a
trademark of Frank Russell Company.

For informational purposes only. Not an investment
recommendation.
The views and opinions expressed are those of the portfolio
managers as of December 31, 2018, are subject to change with
market conditions, and are not meant as investment advice.
Consider these risks before investing: Allocation of assets
among asset classes may hurt performance. Stock and bond
prices may fall or fail to rise over time for several reasons,
including general financial market conditions, factors related
to a specific issuer or industry and, with respect to bond prices,
changing market perceptions of the risk of default and changes
in government intervention. These factors may also lead to
increased volatility and reduced liquidity in the bond markets.
International investing involves currency, economic, and political
risks. Emerging-market securities carry illiquidity and volatility
risks. Investments in small and/or midsize companies increase
the risk of greater price fluctuations. Growth stocks may be more
susceptible to earnings disappointments, and value stocks may
fail to rebound. 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. Bond investments are subject to interestrate 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). Default risk is generally higher for non-qualified
mortgages. Interest-rate risk is greater for longer-term bonds, and
credit risk is greater for below-investment-grade bonds. Unlike
bonds, funds that invest in bonds have fees and expenses. The use
of derivatives may increase these risks by increasing investment
exposure (which may be considered leverage) or, in the case of
over-the-counter instruments, because of the potential inability to
terminate or sell derivatives positions and the potential failure of
the other party to the instrument to meet its obligations. You can
lose money by investing in the funds.
Diversification does not guarantee a profit or ensure against loss. It
is possible to lose money in a diversified portfolio.

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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