www.calamos.com/institutional
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High Income Strategy

Market Environment

$350 billion, well off the $400 billion record in 2013. Spreads

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

widened 59 basis points during the quarter to 513 basis points over

Lynch High Yield Index, generated a -1.07% return in the fourth

comparable Treasurys. The yield-to-worst increased 51 basis points

quarter. This weakness was dominated by the energy sector, which

to 6.65% after touching 7% briefly in mid-December. The yield is

severely underperformed on the decline of oil prices after the OPEC

now 180 basis points higher than the record low of 4.85% set in

meeting and decision by Saudi Arabia in late November not to cut

June. The average dollar price decreased to $98.65, down from

production.

$101.62 at the beginning of the quarter.

The 5-year Treasury yield closed the year at 1.65%, down slightly

Continuing the trend of risk-off sentiment, lower credit-quality

from 1.78% at the beginning of the quarter. Federal Reserve

bonds underperformed for the second quarter in a row. The

officials continued to suggest that short-term rates will increase

segment consisting of CCC-and-below credits generated a -4.85%

sometime in late 2015. However, the 10-year yield continued to

return for the quarter while the BB and B credit tiers generated

trend down due to low inflation expectations and the anticipation

returns of 0.56% and -1.82%, respectively. The return of BB

of more quantitative easing in Europe.

credits for the year totaled 5.34%, which exceeded both B (1.32%)
and CCC (-2.57%). The trailing 12-month default rate ended in

New issuance slowed considerably through the quarter, as the

November was 1.9%, according to Moody’s, which forecasted

December total marked only the second sub-$10 billion month

that one-year forward default rates will inch higher to 2.5% in

over the last three years. Year-to-date, issuance reached about

November 2015.

FIGURE 1. CALAMOS HIGH INCOME STRATEGY RETURNS
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Past performance is no guarantee of future results.
Data as of 12/31/14.

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

equipment, leisure facilities and Internet retail entertainment
industries outperformed.
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especially against a backdrop of a possible widening of credit
spreads and higher default rates. The portfolio’s largest overweight

Past performance is no guarantee of future results.

positions relative to the benchmark index are to the consumer

Source: Calamos Advisors LLC
Data as of 12/31/14.

discretionary and information technology sectors. Its largest

Performance Review

underweight positions currently include financials and utilities.

During the quarter, areas that made a significant impact on
performance included:

During the quarter, the notable sector changes to the portfolio
included:

Energy. Selection in the energy sector detracted from returns
during the quarter. Portfolio holdings within the oil and gas
exploration and production, and oil and gas equipment and
services, underperformed as the price of oil declined.

Financials. An underweight toward and selection in the financials
sector also held back the quarterly result. Positions in the diversified
banks and life and health insurance industries lagged. Additionally,

Industrials. The allocation to the industrials sector was increased
during the quarter. We added to the aerospace and defense and
commercial printing industries.

Energy. The allocation to the energy sector was reduced during
the quarter. We sold names in the oil-and-gas related industries.

2014 Review

the portfolio did not have an allocation to the relatively better
performing consumer finance and regional banks industries.

The strategy’s return reflected the high-yield market’s positive
return in 2014. The year in the high yield market represents two

Consumer Discretionary. An overweight to and selection in the
consumer discretionary sector supported the quarterly return.
Positions in the retail apparel, homebuilding, auto parts and

very different halves, where in the first half the market performed
well against a backdrop of improving economic data in the U.S.
and narrowing credit spreads. In the second half of the year,
concerns about rising interest rates and plummeting oil prices
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FIGURE 3. SECTOR ALLOCATIONS VERSUS BofA ML HIGH YIELD BB-B CONSTRAINED INDEX
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Data as of 12/31/14.
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.

dominated market sentiment, bringing the high-yield market to its

overweight toward and selection in energy, particularly oil and gas

worst calendar-year performance since 2008.

related industries, held back relative performance along with our
underweight toward and selection in financials.

As the year progressed, differences between credit tiers became
more pronounced as investors shunned the lower quality and

Outlook

fundamentally underperforming credits for bonds with higher-

With uncertainties surrounding global growth, oil prices and

credit quality. The strategy has a bias toward the mid-tier credits.

interest rates, we believe 2015 will be a volatile year for the

Versus the broad market as represented by the Credit Suisse High

financial markets, including high yield. Still, we think continued

Yield Index, the strategy was significantly underweight the lowest-

U.S. economic expansion, despite global headwinds and a Federal

quality CCC-rated credit segment that underperformed in 2014.

Reserve that is patient in raising short term rates, will be supportive

However, versus the more mid-tier benchmark BofA ML High Yield

of high yield in 2015. Oil prices, turmoil in Europe and Chinese

BB-B Constrained Index, the strategy was slightly overweight the

growth are three large headwinds. In particular, oil prices may have

CCC credit tier, which detracted value.

a dramatic impact on the high yield market given that about 15%
of high yield bonds are tied to the energy sector. While we don’t

From an economic sector perspective, the strategy benefited

expect a material increase in energy defaults in 2015, next year

from selection in the construction machinery industry within the

could be a different story as hedges roll off and liquidity becomes

industrials sector. As of the end of the year, we were overweight

more challenging for the industry.

the industrials sector, which may benefit from an infrastructure
build-out. Performance also was enhanced by holdings in

On interest rates, our view remains unchanged as we believe

homebuilding within the consumer discretionary sector. We

the Fed will make its first rate hike this year, barring any major

are overweight the consumer discretionary sector, which may

economic disruption. Afterward, we think the Fed will be patient

benefit from the increasing spending power of the consumer. An

and measured with future rate hikes. The Fed’s patience combined
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with quantitative easing in Europe and low inflation expectations

default rates inch higher and credit differentiation becomes more

will keep long-end rates from moving up materially. We believe

prevalent. For risk tolerant fixed income investors, we believe the

bond purchases by non-U.S. central banks will offset lower demand

high yield asset class remains an attractive option versus other fixed

for Treasurys as the U.S. ends it quantitative easing program.

income opportunities.

In the high yield market, we believe liquidity premiums will

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

continue to increase and fundamentals will plateau, which we think

our latest Global Economic Review and Outlook at

will prevent material spread tightening despite the lack of viable

www.calamos.com.

fixed income alternatives. Security selection will be paramount as

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

Calamos Advisors LLC
2020 Calamos Court | Naperville, IL 60563-2787
800.582.6959 | www.calamos.com/institutional
© 2015 Calamos Investments LLC. All Rights Reserved.
Calamos® and Calamos Investments® are registered trademarks of
Calamos Investments LLC.
7731 1214Q II

