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Key takeaways 
•With U.S. markets slowly advancing in the quarter, fund performance lagged due to a 
variety of short-term issues affecting key holdings. 

•Portfolio Manager David Glancy added incrementally to existing positions, but 
generally maintained allocations to top positions.

•Low interest rates and low inflation with solid growth continue to provide a supportive 
environment for stocks.

How did Putnam Equity Spectrum Fund and Putnam Capital 
Spectrum Fund perform during the first quarter of 2015?
Both Equity Spectrum Fund and Capital Spectrum Fund had a challenging quarter. 
Capital Spectrum Fund underperformed its blended benchmark, which includes 
equities and bonds, and Equity Spectrum Fund underperformed its all-equity 
benchmark, the S&P 500 Index. The performance relative to the benchmarks in both 
funds can be related to specific stocks, whether strong or weak, and not the overall 
strategy of the funds.

How would you describe the investing and economic environments in 
the first few months of 2015?
With the exception of the energy sector, which has continued to suffer due to the 
sharp drop in the price of oil in the past six months, U.S. equities generally continued to 
advance. Health-care and consumer discretionary stocks performed particularly well.

Economically, the U.S. recovery is firmly in place, in my view. When you combine 
that with low inflation and continued low interest rates, it provides a solid backdrop 
for stock investors. In Europe, policymakers took a positive step forward with the 
launch of their version of quantitative easing, which in Europe’s case involves large-
scale purchases of government and corporate debt. That, in addition to a strong 
currency divergence between the euro and the U.S. dollar — with the euro nose-
diving and the dollar surging upward — led European stocks to outperform U.S. 
stocks. Overall, cheaper oil continued to be an economic tailwind for consumers and 
many industries, both in the United States and abroad.

What holdings detracted from performance?
A key holding in the semiconductor space experienced some short-term pricing 
pressure that caused the stock to lag. I continue to like the long-term prospects 
of the company, however, as it is one of the most important players in the global 
market for DRAM [Dynamic Random Access Memory]. 

“ Corporate earnings 
growth in the first 
quarter may look flat 
to negative, but the 
important thing is 
that the U.S. economy 
continues to be a pillar 
of strength.”
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A large telecommunications holding that performed 
well for both funds in the fourth quarter of 2014 was 
a bit of a drag on performance in the first few months 
of 2015. This was not because anything fundamentally 
went wrong, but because the market was waiting for a 
catalyst to drive the stock price higher. 

A pair of mortgage-servicing companies were also 
weak and dragged down performance in both portfo-
lios. Since the credit crisis of 2008 to 2009, a number 
of bank-owned properties have been on the books of 
banks. Mortgage-servicing companies acquire these 
real estate assets at or following a foreclosure sale, 
as well as by purchasing sub-performing and non-
performing mortgages. Weakness in these companies 
occurred primarily in the first half of the quarter as a 
result of continued regulatory pressure.

In addition, the large cash positions in both portfolios 
held back performance. As I have mentioned before, 
the cash levels in the portfolios allow me to take advan-
tage of any weakness in select holdings where I have 
long-term confidence to add to the positions. In addi-
tion, cash on hand can serve as a kind of “dry powder” 
for when price dislocations occur in stocks. My basic 
approach and philosophy remain unchanged. 

What were some holdings that helped 
performance?
A pharmaceutical company and a top holding in both 
Equity Spectrum Fund and Capital Spectrum Fund 
performed well on favorable FDA news regarding  
the distribution of the company’s blockbuster 
narcolepsy drug. 

In addition, a Swedish industrials company that 
manufactures mechanical and electromechanical locks 
was a strong performer. The company benefited from 
the general health in the area of U.S. non-residential 
construction. In addition, the company is consid-
ered highly innovative with its use of technologically 
advanced products, and this aspect of the company 
bolstered its stock price appreciation. 

With the energy market in some disarray 
because of low oil prices, high-yield bonds 
in this sector did not perform well in the first 
quarter. Has that made the sector and asset 
class more attractive to you as a result? 
The time to buy high-yield bonds in quantity, in my view, 
is when they are deeply discounted. Within high yield 
now, there has been a disruption due to lower oil prices 
and their impact on energy companies, which make up 
a significant part of the high-yield bond market. But I 
do not view that as a buying opportunity because the 
lower high-yield prices among energy companies are 
warranted and real — and that would not be a reason to 
add to high yield, in my opinion.

One issue to be careful about in high yield concerns 
liquidity. A lot of the investor base in the asset class 
today is yield-starved but less than savvy about the 
risks high-yield bonds can carry. If there should be a 
substantial pickup in high-yield default rates, that could 
send many investors running for the exit — too many, in 
fact, for them all to get out at once, or in one piece. 

The level of cash was approximately 16% in 
Equity Spectrum Fund and 25% in Capital 
Spectrum Fund at the end of the first 
quarter. This represents a decrease of a few 
percentage points from the end of 2014. How 
are you using the cash, and do these levels say 
something about your market outlook? 
I used some cash in both funds to add incrementally to a 
few existing positions. I also added a health-care name 
in both funds. In general, though, I like to have cash on 
hand because it gives me the flexibility to wait for the 
best buying opportunities. I tend to take large positions 
in companies, and I typically own them for a long time. 
But also, when an investment in a company works out 
positively for the funds and I don’t see another catalyst 
for the stock on the horizon, I will liquidate it, and 
the cash may sit there until I can find another worthy 
opportunity. 



PUTNAM INVESTMENTS | putnam.com

3

PUTNAM INVESTMENTS | putnam.com

Putnam Capital Spectrum Fund (PVSAX)

Class A shares 
(inception 
5/18/09)

Before 
sales 

charge

After  
sales 

charge

Capital 
Spectrum 
Blended 
Index*

Last quarter -1.01% -6.70% 1.77%

1 year 6.68 0.55 7.08

3 years 17.51 15.21 11.94

5 years 18.16 16.77 12.00

Life of fund 21.33 20.11 15.83

Total expense ratio: 1.27%

150% S&P 500 Index/50% JPMorgan Developed High Yield Index.

Putnam Equity Spectrum Fund (PYSAX)

Class A shares 
(inception 
5/18/09)

Before 
sales 

charge

After  
sales 

charge

 
S&P 500 

Index

Last quarter -1.85% -7.50% 0.95%

1 year 0.29 -5.48 12.73

3 years 16.83 14.55 16.11

5 years 18.04 16.65 14.47

Life of fund 23.04 21.80   17.47

Total expense ratio: 1.36%

Annualized total return performance as of March 31, 2015 

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 of class A shares before sales charge assumes reinvestment of distributions and does not account for taxes. 
After-sales-charge returns reflect a maximum 5.75% load. To obtain the most recent month-end performance, visit 
putnam.com. The funds’ expense ratios are based on the most recent prospectus and are subject to change. 

The JPMorgan Developed High Yield Index is an unmanaged index of high-yield fixed-income securities issued in 
developed countries. The S&P 500 Index is an unmanaged index of common stock performance. You cannot invest 
directly in an index.

What is your outlook for the economy  
and the markets? 
I believe the environment continues to be supportive for 
stocks. I think U.S. growth is solid and sustainable, and 
declining unemployment and lower energy prices are 
positive for consumers and businesses. Corporate earn-
ings growth in the first quarter may look flat to negative, 
but this should not be a surprise given the fallout in the 
energy sector, harsh U.S. winter weather conditions, and 
a few other short-term disruptions to business activity. 
The important thing is that the U.S. economy continues 
to be a pillar of strength. 

Although I believe stocks are fully valued, I tend not 
to look at the overall market as part of my portfolio 
construction process. Instead, I focus on individual 
companies. My approach is to look at the potential of 
the individual holdings in the portfolio and look for new 
opportunities. When market volatility enters the picture, 
I aim to have enough cash on hand to add to positions 
or establish new ones, if I deem it necessary. As equities 
get more expensive, the challenge going forward is 
that stocks may become riskier, and it will be more 
challenging to find buying opportunities.
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The views and opinions expressed are those of David L. Glancy, Portfolio Manager of Putnam Spectrum Funds, as of  
March 31, 2015. They are subject to change with market conditions and are not meant as investment advice. 

Consider these risks before investing: 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. 
Our focus on leveraged companies and the funds’ “non-diversified” status can increase the funds’ vulnerability to these 
factors. The use of short selling may increase these risks. Stock prices may fall or fail to rise over time for several reasons, 
including general financial market conditions and factors related to a specific issuer company or industry. You can lose 
money by investing in the funds. For Capital Spectrum, these risks also apply: 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 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. Mortgage-backed securities are subject to prepayment risk and the risk that they may increase 
in value less when interest rates decline and decline in value more when interest rates rise. Stock and bond prices may fall 
or fail to rise over time for several reasons, including general financial market conditions and factors related to a specific 
issuer or industry. 

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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