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In this paper, my aim is to sketch some of the new solution-oriented approaches  
that Putnam sees emerging on the cutting edge of innovative investment manage-
ment — approaches that our firm has attempted to enhance with our own distinctive  
strategies, views on portfolio construction, and focus on risk-awareness. As I hope 
to show, new thinking in our world today is an imperative rather than an option.  
As we should have learned from the aftershocks of recent crises, we need to move 
beyond our comfort zones when it comes to investing or we will risk being moved 
there unwillingly by larger market and economic forces.

From a discussion of investment innovation, this paper then moves to suggest 
three retirement policy changes that I believe the financial services industry should 
wholeheartedly get behind — without delay — to enhance Americans’ retirement 
security. To set the stage for this vision of greater retirement security, let’s begin  
with a look at the recent, traumatic experiences that continue to shape investors’ 
and advisors’ perceptions of investment risks and opportunities.

The lost decade
Clearly, the deepest sources of investor anxiety today are the lower returns and 
increased volatility that we saw for much of the first decade of this century among 
core asset classes. Figure 1 contrasts returns with standard deviations among  
large- and small-company stocks and long-term corporate and government bonds. 
As the illustration demonstrates, returns from large-company stocks fell from over 
18% per year in the 1990s to nearly a 1% annual loss over the 2000s. Small-company 
stock returns also dropped from over 15% to just over 6%. In both cases, volatility 
rose — and for small stocks, it soared. It should thus come as no surprise that we 
often hear about a “lost decade” for equity returns.

And while returns on government and corporate bonds fell only slightly from 
2000 to 2010 compared with returns in the 1990s — because this was mostly a 
period of falling rates — volatility in the fixed-income markets rose significantly.

• More than five years after 
the worst economic crisis 
of our lifetime, we are still 
feeling the after-shocks 
around the world. 

• Our recent financial  
past seems to herald  
one certainty for our 
collective financial future: 
The investment world  
we grew up with has 
changed utterly.

• Conventional wisdoms 
shaped by decades of 
high-return investing — 
first in equities from 1982 
to 2000, then in fixed-
income markets over most 
of this century — need to 
be reexamined, revised, or 
even scrapped. 
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Clearly, the deepest sources of investor anxiety today 
are the lower returns and increased volatility that 
we have seen over the past decade — and longer — 
among core asset classes. 
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Figure 1. Volatile markets shake confidence
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Sources: Morningstar; Ibbotson S&P 500 Total Return Index, Small Company Total Return Index, Long-Term Corporate Bond Index, and U.S. Long-
Term Government Bond Index. Indexes are unmanaged and used as a broad measure of market performance. It is not possible to invest directly in an 
index. Past performance is not indicative of future results.

Figure 2. Volatility drives demand for risk-aware strategies
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Source: Ibbotson, data as of 12/31/13. U.S. stocks are represented by the Ibbotson S&P 500 Total Return Index. Indexes are unmanaged and used as a 
broad measure of market performance. It is not possible to invest directly in an index. Past performance is not indicative of future results.

In the 1980s and 1990s, it made sense 
to seek benchmark returns.

Since 2000, stocks have occasionally climbed, 
only to fall precipitously, creating a need to 
focus on risk. 

Two bear markets caused a  
“lost decade” for stock investors. 



PUTNAM INVESTMENTS | putnam.com

3

Taking a longer view, Figure 2 shows that an equity 
investor who committed just $10,000 to the S&P 500 
Index in 1980 would have enjoyed two decades of 
largely spectacular returns — admittedly with a few 
hiccups — and realized a total return of more than 
$200,000 by New Year’s Day 2000. That amounts to  
a 17.6% annualized return.

Over the ensuing 13 years, by contrast, that same 
investor would have seen his or her holdings grow by a 
cumulative 64%, which would have brought the port-
folio’s value close to $332,000 — a gain of just 3.6% 
annualized for that period. This lackluster return further 
assumes that the investor would have had the patience  
to sit tight through two of the scariest market sell-offs 
since the Great Depression. 

Given this raw experience of low returns and fright-
ening volatility, widespread investor risk aversion, 
marked by flows out of equities and into bonds, is easily 
understandable. So is the rising interest in a range of 
assets and investment strategies that can potentially 
mitigate volatility, limit the experience of uncertainty, 
and better shield retirement portfolios in the face of 
macro and geopolitical upheaval.

High volatility among traditional asset classes 
suggests we look to non-core assets as sources of 
potential diversification. Real assets, such as precious 
metals, other commodities, and real estate — traditional 
stays against inflationary forces — might be anticipated 
to offer returns that are uncorrelated with those of equi-
ties and bonds. However, as Figure 3 shows, the crisis 
of 2008 leveled the playing field for virtually all asset 
types, which, with very few exceptions, joined equities 
in a precipitous decline. 

Beyond the core: absolute return
In this way, 2008 drives home the point that attempting 
to diversify by asset type is hardly fail-safe. One increas-
ingly well-recognized response to the roller-coaster 
investment experience has been to pursue positive, 
absolute returns regardless of how the markets are 
behaving. “Absolute return” funds typically employ 
strategies that go beyond asset diversification in order 
to help provide a less volatile ride through a complete 
market cycle. 

Figure 3. Alternatives have shown they can help diversify risk
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A good way to understand such funds is in terms 
of offering a new dimension of diversification: not just 
across traditional and non-traditional asset classes,  
but in terms of investment philosophy. Fund managers 
of these strategies are typically freer to “go anywhere,” 
and also to use a variety of instruments and tactics, 
including derivatives and short selling, that are not 
usually available to long-only equity and bond fund 
managers (Figure 4).

In a real sense, absolute return strategies offer what 
we might call “no excuse” investing. Success in this  
category is defined by positive, real returns, not by 
beating a benchmark. Of course, there are a variety of 
different metrics that absolute return offerings use to 
define success, and because of this they tend to defy 
easy summary. But in our own case, at Putnam, the four 
funds in our absolute return suite aim to deliver 1%, 3%, 
5%, or 7% over Treasury bills over generally at least three 
years. Progress toward those goals is what our managers 
are judged on — and compensated for — putting our 
interests directly in line with those of our investors. 

In the years since we rolled out Putnam’s absolute 
return fund suite in late 2008, we have seen the number 
of offerings gradually increase across the industry, 
from about a dozen funds with “absolute return” in 
their names to 30 at the end of 2012.1 The growth is 
testimony, I believe, to the need for innovation broadly 
felt throughout the marketplace — and a much-needed 
response by the investment management industry to 
investors’ desire for a smoother ride.

Our own absolute return funds as of June 30, 2014, 
grew to more than $3 billion under management and 
have been sold by thousands of advisors — in just over 
five years. As the track records of funds in this 

1 Source: Strategic Insight Simfund, 2013.

category lengthen and as advisors’ familiarity with them 
grows, I believe the potential growth of these strategies 
could be significant. Clearly, their arrival on Main Street 
in the midst of one of the most volatile market and 
economic cycles since the Depression era was timely, 
and their growth trajectory over the next decade may 
be dramatic.

As readers may recall, the so-called category of “life-
cycle” funds grew very slowly in the 1990s, but really 
took off in 2006, when policy in the form of the Pension 
Protection Act helped foster recognition of these funds 
as qualified default investment alternatives (QDIAs) in 
employer-sponsored retirement plans.

Absolute return funds, by contrast, offer innovation  
around solving the problem of volatility — and this 
critical investment philosophy is what the market 
may desire above all else in the wake of 2008. Figure 
5 offers an illustration of this risk-mitigating feature, 
using Putnam Absolute Return 700 Fund as a relevant 
example.

While investors have felt the violent tremors of risk 
events periodically shake the stock market since 2008, 
the illustration demonstrates how the fund has main-
tained a steady course.

We cannot say definitively what share of a total  
portfolio should appropriately be devoted to absolute 
return strategies. The answer, of course, will depend  
on an investor’s goals and tolerance for risk. 

A fund that engages in short sales of securities may incur losses if the securities appreciate in value and may  
experience higher volatility due to leverage resulting from investing the proceeds of securities sold short.

Figure 4. One rising response: Absolute return strategies

Absolute return Traditional strategy

Success = positive returns Success = beating market benchmark

Risk = negative returns Risk = lagging the market

Free to “go anywhere” — invest across sectors  
and markets

Typically constrained by market and/or security type 
parameters of a stock, bond, or hybrid benchmark
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Figure 5. Absolute return strategies remained steady even when markets were shaken by  
negative news
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Looking beyond the index
In Putnam’s estimation, traditional forms of active and 
passive investing tend to assume that the best way to 
capture market opportunity is to use a representative 
index. But indexes such as the S&P 500 or the Barclays 
Aggregate may fall short of representing the universe 
of investment options that investors need to access 
in order to efficiently pursue their investment goals. 
It is instructive to consider, for example, that the S&P 
500 includes approximately 3% of the publicly traded 
companies in the United States. While the index does 
capture the bulk of gross equity market capitalization, 
there are many options for pursuing equity investment 
success beyond the index.

A good example of this would be Putnam Capital 
Spectrum Fund, managed by David Glancy. According to 
David, many of the best equity opportunities are simply 
not contained in the “broad market” as represented by 
the S&P, and so his strategy is to pursue the best ideas 
wherever he finds them — a philosophy that extends to 
the capital structure itself in the case of this fund.

At Putnam, we believe that the preservation and 
growth of wealth through investing is always an active 
endeavor. The practice of looking beyond broad indexes, 
therefore, characterizes many of our fixed-income 
approaches. A striking example of how we seek value 
beyond an index can be seen in Putnam Diversified 
Income Trust.  In this multi-sector fixed-income find, the 
manager seek opportunities for decent returns — and 
lower duration risk — far afield of the Treasuries, agency 
securities, and investment-grade corporate bonds 
that dominate the fund’s benchmark, the Barclays U.S. 
Aggregate Bond Index.

Figure 6. Reevaluating diversification — seeking true “risk allocation”

Traditional balanced
allocation

When viewed by 
Putnam’s analysis 
of risk and return

Reveals a risk allocation 
that is concentrated

1 32

Equity risk

Commodities risk 

Fixed-income risk

Equities

Commodities

Fixed income

Diversification does not assure a profit or protect against loss. 

It is possible to lose money in a diversified portfolio.

At Putnam, we believe that the 
preservation and growth of wealth 
through investing is always an 
active endeavor.
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Diversifying by risk
Putnam Diversified Income Trust, and our fixed income 
and asset allocation teams more broadly, apply a  
new lens to today’s market opportunities, especially  
because we seek forms of diversification that go  
beyond diversifying by asset class.

An eye-opening measure of the problem of diversi-
fication by asset types is evident when we measure the 
risk in a traditional “balanced” fund allocation (Figure 6). 
In this case, a portfolio of 60% equities, 10% commodi-
ties, and 30% fixed income may seem to be spread 
across much of the market’s available opportunity set —  
yet the portfolio is anything but diversified. Indeed, 
90% or more of the risk of this “balanced” portfolio may 
proceed just from its 60% exposure to stocks.2 Thus, 
while assets appear to be diversified, the portfolio risks 
are clearly concentrated in one source: equities.

This is why we believe it is important to  
incorporate risk-assessment not only in judging  
portfolio composition but within asset classes,  
as well. In fixed income, for example, we continue  
to seek value beyond traditional core assets by 
including new drivers of return — specifically, sources 
of risk other than interest-rate risk, which is over-
represented in the Barclays Aggregate Index. High-yield 
bonds, for example, are a critical source of credit risk, 
which is not well represented in the Agg. Another type 
of risk — prepayment risk — can be found in mortgage-
related debt, while still other types of risk that diversify 
away from interest-rate or duration risk can be found in 
emerging-market fixed-income securities. 

2 Sources: Putnam, S&P 500, Barclays Aggregate Bond Index, GSCI.

We believe it is important to 
incorporate risk-assessment not only 
in judging portfolio composition but 
within asset classes, as well.

http://www.putnam.com/?ref=EO195.pdf
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Figure 7 shows returns from May 1, 2013 — near the 
onset of the Fed’s announcement of its plan to “taper” 
quantitative easing — to December 31, 2013, for  
Putnam Diversified Income Trust versus the Barclays 
U.S. Aggregate Bond Index. Significantly, the fund 
continued to register gains, even when the index  
began to decline as a result of rising interest rates.  
This illustrates our conviction that finding value in 
today’s constrained fixed-income markets requires 
moving beyond a supposedly broad market index’s 
deceptively narrow pool of risk/return potential.

Plugging in to the power of stock dividends
At Putnam, we have noticed an important trend among 
large-cap companies. A growing number of S&P 500 
companies have either started to pay dividends or 
have raised their dividends as company profits have 
continued to grow — and in some cases, reached  
record levels.

Income, of course, is a critical investment objective 
of many investors, but particularly older ones: baby 
boomers fast approaching retirement, for example, 
and retirees who rely on their investments’ ability to 
generate cash to cover their expenses on a regular basis. 

Figure 7. Risks have risen in core fixed-income holdings

All information presented in this illustration is for informational purposes only and is not intended to be investment advice. The information is not 
meant to be an offer to sell or a recommendation to buy any investment product. For complete fund data and performance as of the most recent 
calendar quarter-end, see additional disclosure beginning on page 11.

All information is historical and not indicative of future results. Current performance may be lower or higher than the quoted past performance, which 
cannot guarantee 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. After-sales-charge returns reflect the maximum sales charge applicable to the 
fund. Performance may not reflect any expense limitation or subsidies currently in effect. Short-term trading fees may apply.
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These income-oriented investors have traditionally — 
and even recently — looked to bonds as their primary 
source of income. But the prevailing low-interest-rate 
environment has made their investment objective 
increasingly difficult to pursue with confidence. For  
this reason, we believe income investors with their  
advisors could consider dividend-paying equities,  
many of which can offer attractive yields, in addition  
to capital appreciation potential.

Policy innovations to embrace
America’s workplace savings system, as I have argued 
in other contexts, contains the basic framework for 
enabling working Americans to provide for their own 
future incomes in retirement. But there are three key 
retirement policy innovations that I believe everyone 
in the asset management industry and policymaking 
circles should support. These innovations are auto-
enrollment, national eligibility, and a 10%+ threshold for 
retirement deferral rates. With these three components 
in place, I would suggest that we could go a long way 
toward solving our country’s retirement saving challenge

The first of these policy reforms is already in place. 
The Pension Protection Act (PPA) of 2006 has already 
suggested that auto features in plan design now enjoy 
official sanction as helpful facets of a retirement savings 
plan structure. I would go further and say they should 
be mandated as the new norm for all workplace savings 
plans.

By this, I mean “fully automatic” plans that incor-
porate auto-enrollment, annual auto-reenrollment, 
auto escalation to higher deferral rates, and automatic 
defaults to qualified target date or balanced funds. 
These features should, I believe, be incorporated in 
every workplace savings plan in America.

This is not just my opinion. Evidence from Putnam-
sponsored surveys3 shows that these features aid 
retirement preparedness across all levels of income and 
areas of industry specialization. 

3  See Putnam’s “Lifetime Income Scores IV: Our latest assessment 
of retirement preparedness in the United States,” a white paper 
that presents the findings of Putnam’s collaborative retirement 
research with Brightwork Partners. For a description of the  
Lifetime Income ScoreSM, see additional disclosure beginning  
on page 11.

Figure 8. Income beyond bonds: rising S&P dividends

151

6

68

2009 2010 20122011 2013

10

243

320
333

366

2213 15 11 1 15
4 1

125 0

Increasing their dividend

Decreasing their dividend

Number of S&P companies

0

Starting to pay

Stopping payment

Source: Standard & Poor’s, 2013. There are no guarantees that a company will continue to pay dividends.

http://www.putnam.com/?ref=EO195.pdf


10

SEPTEMBER 2014 | New thinking, new solutions

Figure 9. Retirement policy innovations

1

Make the PPA’s best 
practices the new norm

Full “Auto”
for all

workplace
savings

2

Extend workplace
savings coverage to all

Support
Auto-IRA

3

Raise deferral savings
rates system wide

10%+
as the
new

baseline

For the second point, I would ask that we come 
together as an industry to explicitly support the exten-
sion of some form of workplace savings coverage to 
all working Americans — so that everyone subject to 
the requirement of paying FICA taxes can also have an 
option to save for their own future.

Let’s require all employers — at a minimum — to 
offer a payroll deduction IRA. This is a bipartisan idea 
originally proposed by the Heritage Foundation and 
the Brookings Institution. While it has been repeat-
edly introduced into legislation, and reintroduced in a 
different guise under President Obama’s “myRA” plan 
in his January 2014 State of the Union address, it has 
not yet become a requirement. Giving every worker 
subject to FICA the option to also save on the job via 
payroll deduction would be a huge step forward to 
meeting America’s retirement savings challenge. And it 
would also correct a major flaw that critics of workplace 
savings constantly use to attack  the DC system.

Third and last, I believe we should lift the bar on 
savings rates across the workplace savings system 
from the roughly 8% level we’ve achieved today to a 
new baseline of 10%+. Putnam’s annual Lifetime Income 
Surveys, now in their fourth year, have shown us that 
there is a significant minority today — who appear to be 
on track to replace 100% or more of their incomes once 
they retire and begin collecting Social Security.

Across all income groups, this minority has two 
basic things in common — first, they take part in work-
place savings plans and second, they defer 10% or 
more of their incomes into their retirement savings 
plans. I should note that our survey results show that 
those who draw on the advice of a professional advisor 
do even better. 

To me, this suggests a moral obligation to do every-
thing we can to generalize these key elements of 
success: workplace savings access and 10%+ deferrals. 
As a retirement-focused industry, we really do not serve 
anyone well by allowing them to believe that saving  
3%, 5%, or even 7% is enough to ensure retirement  
readiness. I believe people deserve to hear this truth 
about the challenge of retirement saving.

Securing savings access for all will require new 
legislation, and moving to full-auto plan design and 
10%+ deferrals means changing plan design and lifting 
current savings rates by 40%–50% across tens of  
thousands of plans and among millions of participants. 

That said, I can’t think of clearer, more effective  
goals that we could set for ourselves — as investment 
professionals, providers, and advisors — to do our  
share of solving America’s retirement savings challenge.
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Figure 10. Putnam Diversified Income Trust (PDINX)

Annualized total return performance as of June 30, 2014

Class A shares  
(inception 10/3/88)

Before sales  
charge

After sales  
charge

Barclays U.S. Aggregate  
Bond Index

Last quarter 0.90% -3.14% 2.04%

1 year 7.96 3.64 4.37

3 years 5.88 4.44 3.66

5 years 11.35 10.45 4.85

10 years 5.46 5.03 4.93

Life of fund 6.80 6.63 6.76

Total expense ratio: 0.99%

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

Current performance, which may be lower or higher than the quoted past performance, 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. After-sales-
charge returns reflect a maximum sales charge of 4.00%. Performance of other share classes will vary. For the most recent 
month-end performance, visit putnam.com. The fund’s expense ratio is based on the most recent prospectus and is 
subject to change. 

The Barclays U.S. Aggregate Bond Index is an unmanaged index of U.S. investment-grade fixed-income securities. You 
cannot invest directly in an index.

The Ibbotson Large Company Total Return is a market-value-weighted benchmark of large-company stock performance 
based upon the S&P 500 Index.

The Ibbotson Small Company Total Return Index is represented by the fifth capitalization quintile of stocks on the NYSE 
for 1926–1981. For January 1982 to March 2001, the series is represented by the DFA U.S. 9-10 Small Company Portfolio 
and the DFA U.S. Micro Cap Portfolio thereafter.

The Ibbotson Corporate Bond Index represents high-grade (typically AAA and AA) corporate bonds with approximately 
a 20-year maturity.

The Ibbotson U.S. Long-Term Government Bond Index is an unweighted index that measures the performance of 20-year 
maturity U.S. Treasury Bonds, and includes reinvestment of income.

The Goldman Sachs Commodity Index is a composite index of commodity sector returns that represents a broadly  
diversified, unleveraged, long-only position in commodity futures.

Fund returns and benchmark returns reflect security valuations and currency translations as of September 30, 2013.

The Putnam Lifetime Income Survey, with research methodology provided by the Putnam Institute, was conducted 
online by Brightwork Partners and completed in January 2014. The survey of 4,148 working adults aged 18 to 65 was 
weighted to U.S. Census parameters for all working adults.

IMPORTANT: The projections, or other information generated by the Lifetime Income Score regarding the likelihood 
of various investment outcomes, are hypothetical in nature. They do not reflect actual investment results and are not 
guarantees of future results. The results may vary with each use and over time.

The Putnam Lifetime Income ScoreSM represents an estimate of the percentage of current income that an individual might 
need to replace from savings in order to fund retirement expenses. This income estimate is based on the individual’s 
amount of current savings as well as future contributions to savings (as provided by participants in the survey) and 
includes investments in 401(k) plans, IRAs, taxable accounts, variable annuities, cash value of life insurance, and income 
from defined benefit pension plans. It also includes future wage growth from present age (e.g., 45) to the retirement age 
of 65 (1% greater than the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W)) as well an esti-
mate for future Social Security benefits.

http://www.putnam.com/?ref=EO195.pdf
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The Lifetime Income Score estimate is derived from the present value discounting of the future cash flows associated with 
an individual’s retirement savings and expenses. It incorporates the uncertainty around investment returns (consistent with 
historical return volatility) as well as the mortality uncertainty that creates a retirement horizon of indeterminate length. 
Specifically, the Lifetime Income Score procedure begins with the selection of a present value discount rate based on the 
individual’s current retirement asset allocation (stocks, bonds, and cash). A rate is determined from historical returns such 
that 90% of the empirical observations of the returns associated with the asset allocation are greater than the selected 
discount rate. This rate is then used for all discounting of the survival probability-weighted cash flows to derive a present 
value of a retirement plan. Alternative spending levels in retirement are examined in conjunction with this discounting 
process until the present value of cash flows is exactly zero. The spending level that generates a zero retirement plan present 
value is the income estimate selected as the basis for the Lifetime Income Score. In other words, it is an income level that 
is consistent with a 90% confidence in funding retirement. It is viewed as a “sustainable” spending level and one that is an 
appropriate benchmark for retirement planning. The survey is not a prediction, and results may be higher or lower based on 
actual market returns.

The views and opinions expressed are those of Robert L. Reynolds, President and CEO of Putnam Investments, are 
subject to change with market conditions, and are not meant as investment advice.

Consider these risks before investing: Our allocation of assets among permitted asset categories may hurt 
performance. The prices of stocks and bonds in the funds’ portfolio may fall or fail to rise over extended periods of time 
for a variety of reasons, including both general financial market conditions and factors related to a specific issuer or 
industry. You can lose money by investing in the funds. Our active trading strategy may lose money or not earn a return 
sufficient to cover associated trading and other costs. Our use of leverage obtained through derivatives increases these 
risks by increasing investment exposure. Bond investments are subject to interest-rate risk, which means the prices of 
the funds’ bond investments are likely to fall if interest rates rise. Bond investments also are subject to credit risk, which is 
the risk that the issuer of the bond may default on payment of interest or principal. Interest-rate risk is generally greater 
for longer-term bonds, and credit risk is generally greater for below-investment-grade bonds, which may be considered 
speculative. Unlike bonds, funds that invest in bonds have ongoing fees and expenses. Lower-rated bonds may offer 
higher yields in return for more risk. Funds that invest in government securities are not guaranteed. Mortgage-backed 
securities are subject to prepayment risk. International investing involves certain risks, such as currency fluctuations, 
economic instability, and political developments. Additional risks may be associated with emerging-market securities, 
including illiquidity and volatility. Our use of derivatives may increase these risks by increasing investment exposure 
(which may be considered leverage) or, in the case of many 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. The funds may not achieve their goal, and they are not intended to be a complete investment program. 
The funds’ effort to produce lower-volatility returns may not be successful and may make it more difficult at times for 
the funds to achieve their targeted return. In addition, under certain market conditions, the funds may accept greater 
volatility than would typically be the case, in order to seek their targeted return. REITs involve the risks of real estate 
investing, including declining property values. Commodities involve the risks of changes in market, political, regulatory, 
and natural conditions. Additional risks are listed in the funds’ prospectus.

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

http://www.putnam.com/?ref=EO195.pdf

