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Loans outperform amid continued
market weakness
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In the third quarter, leveraged loans outpaced most
other credit-sensitive fixed income categories amid
increasing economic uncertainty.
An overweight allocation in energy contributed versus
the benchmark, while overall positioning in services,
along with security selection in technology and health
care, dampened relative results.
We have a moderately positive outlook for the loan
market overall, but in light of multiple uncertainties,
we anticipate continued bouts of volatility.

How did the fund perform for the three months
ended September 30, 2022?
The fund’s class Y shares gained 1.45%, performing
about in line with the 1.37% return of the benchmark
Morningstar LSTA US Leveraged Loan Index.
What was the fund’s investment environment like
during the third quarter of 2022?
Loans rallied sharply in July and August. Expectations
for a shallower tightening cycle from the U.S. Federal
Reserve, better-than-expected corporate earnings
growth, and a decade low for supply boosted the
market’s performance. Steady demand from collateralized loan obligations [CLOs] was another positive. [CLOs
bundle corporate loans and sell slices of the debt to
institutional investors.]
Loans’ strong run stalled in September as market
participants concluded that monetary conditions
would continue to tighten with additional large
rate hikes that could push the U.S. economy into a
recession. Despite the downturn, continued light new
issuance and resilient CLO origination supported the
market from a technical perspective.
For the quarter as a whole, loans handily outpaced highyield corporate bonds and investment-grade credit.
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Within the fund’s benchmark, all industry cohorts
posted gains, led by utilities [+7%], diversified media
[+6%], cable & satellite [+5%], and services [+4.5%].
Conversely, consumer products, telecommunications, and health care lagged the benchmark, with
each group returning about 1%. From a credit-rating
perspective, lower-quality loans were the poorest
performers, reflecting investor risk aversion. Meanwhile,
mid-tier and higher-quality credits outperformed the
benchmark.

Including distressed exchanges, the U.S. leveraged
loan default rate ended the quarter at 1.63%, still well
below the long-term average of about 3%. Based on
year-to-date [YTD] corporate financial reports, along
with a manageable amount of debt maturities over the
next two to three years, we do not anticipate a spike in
defaults. Rather, we expect a gradual increase toward
the long-term average.
From a supply/demand standpoint, YTD new loan
issuance [net of issuance for refinancing purposes] was
down 50% from the same period last year. Growing
recession concerns due to the Fed’s aggressive policy
approach has led to a collapse in new issue volume.
Loan funds reported YTD inflows totaling $1.9 billion.
Institutional demand from CLOs remained steady,
albeit below last year’s levels.

What factors had the biggest influence on the
fund’s relative performance?
An overweight allocation in energy contributed versus
the benchmark, while overall positioning in services,
along with security selection in technology and health
care, dampened relative results.

How was the portfolio positioned as of
September 30, 2022?
During the third quarter, the fund remained well
diversified across issuers and industries, with no single
industry accounting for more than 20% of the fund. The
fund’s largest industry exposure was technology, which
was held at a roughly equal weight to the benchmark.

What is the team’s outlook for the bank loan market
over the coming months?
We have a moderately positive outlook for the loan
market. However, in light of tightening monetary policy,
the ongoing war in Ukraine, and lingering supply chain
disruptions due to Covid-19, we anticipate continued
bouts of volatility. We expect increased volatility to
persist throughout the remainder of this year. As a
result, we believe security selection will be paramount
and will be a key performance differentiator, especially
as third-quarter earnings results are released.

Our credit analysts are sector specialists and cover
the full ratings spectrum, from investment-grade
to lower-quality, more-speculative issuers. As of
September 30, the corporate ratings distribution for
the portfolio was 5.7% BBB, 34.6% BB, 50.3% B, and
1.7% CCC and below.

As of quarter-end, we were continuing our efforts to
assess the impact of these and other factors on the
companies in our investment universe. In our view, the
majority of loan issuers have sufficient capital to absorb
the pressure that higher interest rates place on free
cash flow.

We continue to actively diversify the fund through
security selection. We manage portfolio liquidity by
appropriately sizing positions and by maintaining a
modest cash allocation. As of quarter-end, the fund’s
cash position was about 8%.

Loan issuers are emphasizing that major supply chain
glitches and inflationary costs are leading to higher
working-capital investments. Companies are also
grappling with when to pass these increased costs
along to customers. Following record loan issuance in
2021, we believe companies generally have sufficient
liquidity to fund these working-capital investments.
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Putnam Floating Rate Income Fund (PFRYX)
Annualized total return performance as of 9/30/22
Class Y shares
Inception 10/4/05

Last quarter

1.45%

Morningstar LSTA
US Leveraged
Loan Index

1.37%

1 year

–4.03

–2.53

3 years

0.36

2.21

5 years

1.64

2.98

10 years

2.64

3.53

Life of fund

3.22

4.31

Total expense ratio: 0.75%
Returns for periods of less than one year are not annualized.
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 8/4/04), 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 Morningstar LSTA US Leveraged Loan Index is an unmanaged
index of U.S. leveraged loans. You cannot invest directly in an index.
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The views and opinions expressed are those of the portfolio
managers as of September 30, 2022, are subject to change with
market conditions, and are not meant as investment advice.
Consider these risks before investing: The value of investments
in the fund’s portfolio may fall or fail to rise over extended periods
of 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.
Lower-rated bonds may offer higher yields in return for more
risk. 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 below-investment-grade bonds.
Unlike bonds, funds that invest in bonds have fees and expenses.
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. Floating-rate loans

may reduce, but not eliminate, interest-rate risk. These loans are
typically secured by specific collateral or assets of the issuer (so
that holders of the loan, such as the fund, have a priority claim on
those assets in the event of the issuer’s default or bankruptcy).
The value of collateral may be insufficient to meet the issuer’s
obligations, and the fund’s access to collateral may be limited by
bankruptcy or other insolvency laws.
Our investment techniques, analyses, and judgments may not
produce the outcome we intend. The investments we select for the
fund may not perform as well as other securities that we do not
select for the fund. 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.
Credit qualities are shown as a percentage of the fund's net assets.
A bond rated BBB or higher (A-3/SP-3 or higher, for short-term
debt) is considered investment grade. The information provided
reflects the highest security rating provided by one or more of
Standard & Poor’s, Moody’s, and Fitch. Ratings and portfolio credit
quality will vary over time. The fund itself has not been rated by an
independent rating agency.
For informational purposes only. Not an investment
recommendation.

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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