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High Income Strategy

Market Overview

bringing year-to-date inflows to $3.6 billion. New issue activity

The U.S. high yield bond market, as represented by the BofA

remained strong with $104 billion of new deals pricing in the

Merrill Lynch High U.S. Yield Index, returned 5.88% in the second

second quarter. This brought the year-to-date total to $155 billion,

quarter and has now generated a return of 9.32% year to date.

which is off from last year’s $191 billion for the same period.

The high yield market is up over 15% since mid-February which

The yield to worst decreased 103 basis points, closing at 7.36%,

puts the asset class on pace for its best year since 2009. High

which is the lowest month-end level since last August. The

yield spreads narrowed by 122 basis points ending the quarter

average dollar price increased to $95.3 in June, up from $89.9 at

at 631 basis points over comparable Treasuries which is 257

the end of the first quarter.

basis points tighter than the market lows in mid-February. The
5-year Treasury traded in at least a 20 basis point range for the

While all industry returns within the Merrill Lynch High Yield Index

14th consecutive month and finished the quarter at 1.00%,

were positive, the leading industries during the quarter included

down from 1.21% at the end of the first quarter and down from

steel (+34.2%), metals/mining (+26.7%) and energy (+22.5%).

1.76% at the start of the year. After spiking in May, Fed rate

Lagging industries for the month included entertainment (+1.0%),

hike expectations were squelched following the Brexit vote with

banks (+1.1%), and airlines (+1.8%). Lower-quality high yield

the market now pricing in the next rate hike in late 2017, at the

outperformed higher quality with CCCs returning 18.6% and

earliest.

far surpassing the returns of the BB quality tier (+8.0%). Year to
date, the CCC and below tier is up 18.58% outpacing both the

High yield mutual funds experienced $4.4 billion in outflows

BB tier (7.89%) and B tier (7.98%). According to Moody’s Investor

second quarter. This reversal counteracted some of the inflows

Services, the U.S. issuer-weighted trailing 12-month default rate

the market experienced during the first quarter of the year

ended May at 5.0%, which is above the 20-year average of 4.6%.

FIGURE 1. CALAMOS HIGH INCOME STRATEGY RETURNS
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Past performance is no guarantee of future results.
Data as of 6/30/16.

All portfolio positioning and sector information is for a representative portfolio. Please see page four for additional information.
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FIGURE 2. REPRESENTATIVE PORTFOLIO PERFORMANCE VERSUS
BofA ML HIGH YIELD BB-B CONSTRAINED INDEX

Positioning
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sector was increased. We added to a range of holdings in

Attribution based on gross of fee performance with dividends reinvested. Performance attribution excludes any government/sovereign bonds or options on broad market indexes the portfolio may hold.

the Internet software and services, application software, and

Past performance is no guarantee of future results.

technology hardware, storage and peripherals industries. The

Source: Calamos Advisors LLC
Data as of 6/30/16.

allocation to telecommunication services was increased. Most

Moody’s forecasts one-year forward default rates to continue

notably, we added to positions within wireless telecom services

inching higher to 5.3% in May 2017.

and integrated telecommunication services. The allocation to the
energy sector was increased as we added to our existing names.

Performance Review
An underweight to and selection in financials proved helpful.
Specifically, the portfolio benefited from selection in the
consumer finance and diversified real estate activities industries.
Strong selection in the construction and engineering area of
industrials also bolstered performance.

The allocation to the consumer discretionary sector was reduced.
We sold holdings from automobile manufacturers, cable and
satellite, homebuilding and department stores. The position in the
industrials sector was also reduced. We pared back allocations
in airlines, aerospace and defense, and trading companies and
distributors.

An underweight to and selection in energy held back return.
Specifically, names in the oil and gas drilling industry as well as

Outlook

the oil and gas exploration and production area disappointed.

Despite the surprising Brexit outcome, U.S. risk assets proved

An underweight to and selection in materials, especially a lower

resilient yet again after a two-day sell-off. Even with most

weight to the diversified metals and mining and steel industries,

strategists (including those at the IMF) decreasing their global

detracted from return. An overweight to consumer discretionary

economic growth forecasts for 2016, U.S. risk assets rallied.

also impeded performance.

Market participants seemed to view the U.S. as the “best house in
a bad neighborhood.” With the market now anticipating that the
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FIGURE 3. SECTOR ALLOCATIONS VERSUS BofA ML HIGH YIELD BB-B CONSTRAINED INDEX
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This strategy is actively managed. Holdings, weightings and allocations are subject to change daily. Sector weightings exclude cash or cash equivalents, any government/sovereign bonds or broad
based index hedging securities/options the portfolio may hold.

Fed will be “on hold” for the foreseeable future, investors sought

In the meantime, sentiment for the asset class remains strong

the perceived safety of U.S. companies that generate a significant

as investors believe there is a coordinated global central bank

portion of revenues domestically and those with relatively

effort to keep global rates low and currency volatility muted.

attractive dividend yields or corporate debt yields. With more than

Additionally, there is a widespread belief that the central banks

$4 trillion of euro debt trading at negative yields, the high yield

will intervene with further stimulus if markets sell off materially.

asset class offers attractive yields relative to other opportunities.

While high demand can be an overwhelming short-term driving

That said, increasing default rates should prompt additional

force that pushes security prices beyond rational levels, ultimately,

vigilance concerning credit risk.

fundamentals will take over and dictate individual security prices.
Accordingly, we continue to favor higher-quality high yield issuers

As we began the year, we expected volatile markets characterized

in this environment, though recognizing there may be periods

by risk-on and risk-off periods based on potential catalysts,

when lower quality leads as has been the case over the past

including oil prices, Brexit, global growth, the Fed, and U.S.

three months. Careful security selection will be paramount to the

elections. While we have seen volatility, we were surprised by the

relative success of high yield portfolios as we navigate through

magnitude of demand for yield from investors seeking alternatives

2016’s more challenging credit environment.

to low global sovereign rates. This technical backdrop has more
than offset the deteriorating issuer fundamentals and spike in
default rates to generate nearly a 10% year-to-date return for
the asset class. However, investors have historically demanded a
spread above default losses well in excess of current levels, which
may temper high yield returns over the next year.
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Past performance does not guarantee or indicate future results. Current performance may be lower or higher than the
performance quoted. Portfolios are managed according to their respective strategies which may differ significantly in terms
of security holdings, industry weightings, and asset allocation from those of the benchmark(s). Portfolio performance,
characteristics and volatility may differ from the benchmark(s) shown.
For Institutional Use Only
The information portrayed is for the Calamos High Income Composite. Representative holdings and portfolio characteristics
are specific only to the portfolio shown at that point in time. Other portfolios will vary in composition, characteristics, and will
experience different investment results. The representative portfolio shown has been selected by the advisor based on account
characteristics that the advisor feels accurately represents the investment strategy as a whole.
The opinions referenced are as of the date of publication and are subject to change due to changes in the market or economic
conditions and may not necessarily come to pass. Information contained herein is for informational purposes only and should not
be considered investment advice.
The information provided in this report should not be considered a recommendation to purchase or sell any industry, sector or
particular security. There is no assurance that any industry, sector or security discussed herein will remain in a client’s account at
the time of reading this report or that industry, sectors or securities sold have not been repurchased. The industries, sectors, or
securities discussed herein do not represent a client’s entire account and in the aggregate may represent only a small percentage
of an account’s holdings.
It should not be assumed that any of the securities transactions or holdings discussed were or will prove to be profitable, or that
the investment recommendations or decisions we make in the future will be profitable or will equal the investment performance
of the securities discussed herein.
Performance returns presented reflect, unless otherwise noted the Calamos High Income Composite, which is an actively
managed Composite investing in high yield fixed-income securities, primarily with credit ratings lower than investment grade.
The composite includes all fully discretionary, fee-paying accounts. Accounts valued at less than $500,000 are not included. All
returns are net of commission and other similar fees charged on securities transactions and include reinvestment of net realized
gains and interest.
The Credit Suisse High Yield Index consists of U.S. dollar-denominated high yield issues of developed countries. Issues must be publicly
registered in the U.S. or issued under Rule 144A with registration rights, must be rated “BB+” or lower, and the minimum amount outstanding (par value) must be at least $75 million. The BofA ML BB-B U.S. High Yield Constrained Index contains all securities in The BofA Merrill
Lynch U.S. High Yield Index rated BA1 through B3, based on an average of Moody’s, S&P and Fitch, but caps issuer exposure at 2%. Index
constituents are capitalization-weighted, based on their current amount outstanding, provided the total allocation to an individual issuer
does not exceed 2%. The J.P. Morgan Domestic High Yield Index measures the performance of high yield bonds in the U.S. market.
Unmanaged index returns assume reinvestment of any and all distributions and do not reflect any fees, expenses or sales charges. Investors
cannot invest directly in an index.
Fees include the investment advisory fee charged by Calamos Advisors LLC. Returns greater than 12 months are annualized. All returns are
net of commission and other similar fees charged on securities transactions and include reinvestment of net realized gains and interest. Chart
Data Sources: Calamos Advisors LLC.
Average annual total return measures net investment income and capital gain or loss from portfolio investments as an annualized average
assuming reinvestment of dividends and capital gains distributions.
Calamos Advisors LLC is a federally registered investment advisor. Form ADV Part 2A, which provides background information about the
firm and its business practices, is available upon written request to:
Calamos Advisors LLC
2020 Calamos Court
Naperville, IL 60563-2787
Attn: Compliance Officer
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