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High Income Strategy

Market Overview

rate ended May at 2.1%. Moody’s forecasts one-year forward

Supported by falling yields and tightening credit spreads, the U.S.

default rates to be 2.5% in May of 2015.

high yield bond market, as represented by the BofA Merrill Lynch
High Yield Index, generated a 2.57% return in the second quarter.

The high yield credit markets performed well against a backdrop of

The five-year treasury saw its yield decline by 11 basis points to

improving economic data. In addition, the search for yield continues,

1.62%. Credit spreads narrowed 22 basis points during the quarter

supporting the asset class. In its June meeting, the Federal Reserve

to post-crisis lows of +372 basis points over comparable Treasurys.

pledged to continue its tapering of monthly asset purchases, as

The yield to worst declined by 32 basis points to 5.01% after briefly

U.S. economic growth and the job market improved. A strong ISM

setting new all-time lows of 4.85% during June. The average dollar

manufacturing report in June indicated a broad acceleration in

price increased to $105.7 in June, which was up from $104.5 at the

U.S. manufacturing activity and a bounce back in U.S. production

end of the first quarter.

after a severe winter. In addition, the U.S. auto industry posted the
strongest sales in more than seven years. Small business surveys have

The CCC and below segment of the index posted the strongest

indicated more confidence than in the past several years.

return (+2.93%) during the quarter, followed by the BB (+2.76%) and
B (+2.18%) quality tiers. The CCC tier’s return of 6.08% now exceeds

Measures of inflation rose modestly, with consumer prices

both BB (+5.99%) and B (+5.03%) returns. According to Moody’s

increasing 0.4%, the highest gain in 15 months. However, we

Investors Service, the U.S. issuer-weighted trailing 12-month default

continue to believe that the asset class remains supported by strong
fundamentals and a cyclically low default rate environment.
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Past performance is no guarantee of future results.
Data as of 06/30/14.

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

Consumer Staples. Security selection in the consumer staples
sector also supported returns. Selections in the household products
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include financials and telecommunication services.

Past performance is no guarantee of future results.

During the quarter, the most significant sector changes to the

Source: Calamos Advisors LLC
Data as of 06/30/14.

portfolio included:

Performance Review
Performance was in line with the BofA ML High Yield BB-B
Constrained Index. During the quarter, areas that made a significant
impact on performance included:

Energy. Adjustments were made in the energy sector which resulted
in an increase to the overall weight. Names were added to the oiland-gas exploration-and-production industry while names in the
oil-and-gas equipment-and-services industry were sold.

Financials. An underweight position and security selection in the
financials sector detracted from returns during the quarter. Portfolio
holdings within the diversified banks industry underperformed.

Industrials. The allocation to the industrials sector was reduced
during the quarter. We took profits in a convertible bond in the
construction machinery and heavy trucks industry (Trinity Industries)

Consumer Discretionary. An overweight position and security
selection in the consumer discretionary sector also held back returns.
Within the index, consumer discretionary names most lagged the

where the common stock had moved significantly and the
convertible became too equity sensitive.

Outlook

index. Additionally, positions in the automobile manufacturers,
hotels-resorts-and-cruise lines, and homebuilding industries lagged.

The combination of stable Treasury yields, moderate economic
growth, and extremely low volatility continues to be supportive

Utilities. Security selection in the utilities sector added value.
Holdings in the electric utilities and multi-utilities industries
outperformed.

of the high yield asset class. We expect Treasury yields to migrate
higher as the year progresses due to the completion of the QE
taper program, improving economic growth after the first quarter’s
weather-induced weakness, and moderately increasing inflation.
However, higher Treasury rates will likely be tempered because of
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FIGURE 3. SECTOR ALLOCATIONS VERSUS BofA ML HIGH YIELD BB-B CONSTRAINED INDEX
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Source: Calamos Advisors LLC.
Data as of 06/30/14.
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.

limited net supply and strong demand for Treasurys, due to their

closely monitoring the market for signs of a turn in the default cycle

relative attractiveness versus other sovereigns. With spreads near

and while the more aggressive issuance and risk-taking in the high

375 basis points and over 125 basis points wide of all-time tights,

yield and leveraged loan markets is concerning and has been a focal

the high yield market can absorb an initial back-up in rates but we

point of the Federal Reserve, we do not believe that we are close to

believe caution is warranted, given current absolute yield levels are

default rates spiking anytime soon. With a supportive fundamental

near all-time lows and the average dollar price of the overall market

and technical backdrop, the high yield asset class still looks attractive

is approaching $106.

relative to other fixed income alternatives over the next 12 months.

We are monitoring geopolitical external risks, including turmoil

For a more detailed review of our macro thoughts, please read our

in Iraq and escalating tensions about Ukraine. We are also closely

latest Economic Review and Outlook posted on

assessing the potential global growth impact from the Chinese

www.calamos.com.

economy slowing more than expected, as well as ECB stimulus
policies (e.g., the recent introduction of a negative deposit rate).
With the significant rally year to date (nearly 12% annualized), it is
becoming mathematically more improbable that the high yield asset
class can generate a total return beyond its carry and approach longterm averages over the next 12 months.

Despite the moderate return expectations for the asset class, our
view remains that high yield continues to offer an attractive option
for fixed income investors concerned about generating income and
excess returns over Treasurys in a rising-rate environment. We are
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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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