
Subject: PSDYX Performance Update 
 
Good Afternoon,  
 
Below please find an update on Putnam Ultra Short Duration Income Fund’s recent performance, and 
how it compares to the stress testing on the fund that our team conducts on a weekly basis.  
 
The weekly stress test that is conducted on the Putnam Ultra Short Duration Income Fund allows the 
portfolio management team to look at each factor that affects the fund’s NAV, both independently and 
in combination. Specifically regarding interest rates and credit spreads, the two factors we believe are 
the most impactful to the NAV under current positioning, the stress test quantifies the effect on the 
portfolio’s NAV in 25 bp increments (i.e., What happens to the NAV if the entire yield curve were to shift 
up by 25 bps, 50 bps, 75 bps, or 100 bps in one day?). During the recent volatility we have experienced, 
credit spreads have impacted the fund’s NAV more so than interest rates. 
   
In our most recent stress test based on portfolio holdings as of 2/29/20 this is what the results 
showed: 
• Approximately, a one penny (10bps) drawdown may occur if: 

• The entire yield curve shifts upwards 50 bps  
o We have not seen this take place during the recent period of volatility 

• Approximately, a two penny (20bps) drawdown may occur if: 
• Credit spreads widen 25bps in a single day. 

o We have seen this occur numerous times over the past month. 
 

Recent Spread Moves and Fund Performance: 
o The Barclays 1-3 year corporate index OAS to treasuries began widening on February 

19th. At that time the 1-3 year corporate OAS was at 41 bps. Less than one month later, 
spreads are at 211 bps as of 3/16, so we have seen a total of 170 bps of spread 
widening.  

o During this period, PSDYX’s NAV has dropped 7 pennies, from $10.07 to $10.00.  
o The fund has performed generally better than the stress test expectations: 170 bps of 

spread widening should be roughly 13 cents on the NAV, or almost twice as much as has 
occurred. 

o However, you do need to keep in mind that other factors have weighed on fund 
performance as well.  
 

Barclays 1-3 Year Corporate Index OAS to Treasuries (2/19/20 – 3/16/20) 
 
 

 
 
 
 
 
 
 
 



**There are other factors that affect PSDYX’s NAV. This is intended to help explain the correlation 
between 1-3 year spreads and PSDYX’s NAV movement**  
 
Worst Case Scenario Test 
A common question we receive is about the fund’s performance in 2008. We use a 1% draw down as the 
worst-case scenario which reflects the impact of spread movements at that time. With that reference 
point, the test incorporates a “worst case scenario” to identify movements in interest rates and credit 
spreads that may cause a 1% loss. This is what the spread test as of 2/29 showed: 

• A 1.00% drawdown (10₵) may occur in a single day if: 
o Credit spreads widen 115 bps in a single day  

 
We have not seen a one day move of this magnitude take place over the past month. The maximum 
single day 1-3 year corporate spread widening that has occurred over the past month is 33 bps. 
However, we have seen notable single day widening in 1-3 year spreads of 20 + bps which has put 
downward pressure on the fund’s NAV. There are other variables at play that factor into what has 
caused the fund’s NAV to drop in recent weeks, but the credit spreads portion of the fund’s weekly 
stress test has been helpful in examining the correlation between the fund’s NAV moves and spread 
widening. 
 
We hope you find this helpful, and please let us know if you have any questions. 
  
*The portfolio’s expense ratio is taken from the most recent prospectus and is subject to 
change. The net expense ratio reflects Putnam Management's decision to contractually limit 
expenses through 11/30/20. 
  
 
 


