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Market Overview

market. Accordingly, the market is still pricing in a 60% chance of

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

a rate hike in December.

Merrill Lynch U.S. High Yield Index, returned 5.49% in the
third quarter and observed positive returns for the eighth

High yield mutual funds saw roughly $6 billion of inflows during

consecutive month. The Year-to-date return of 15.32% is on

the third quarter. These inflows brought the year to date total to

pace to be the third best year in the last 20 years for the high

$9.6 billion. Year-to-date new issuance totaled $233 billion, which

yield market, surpassed only by 2003 and 2009 when the U.S.

was off from last year’s $251 billion issuance to date. However,

economy emerged from recessions. High yield spreads tightened

the differential has narrowed steadily after a slow start to the

by 121 basis points ending the quarter at 510 basis points over

year. The yield to worst decreased 111 basis points, closing at

comparable treasuries. This is also 378 basis points tighter than

6.25% which represents the lowest month-end level observed

the market low in mid-February. The 5-year Treasury yield finished

since May of 2015. The average dollar price increased to $99.3 in

the quarter at 1.15%, up from 1.00% at the beginning of the

the third quarter, up from $95.3 at the end of the second quarter.

quarter and down from 1.76% at the beginning of the year. The
5-year Treasury also saw its 16-month streak of 20 basis points

All industry returns within the BofA Merrill Lynch U.S. High

intra-month moves come to an end in September, in which

Yield Index were positive during the quarter. The leading

there was an intra-month change of only 13 basis points. The

industries within the index during the quarter included metals/

muted volatility was remarkable given the FOMC meeting which

mining (+9.5%), publishing (+7.6%) and steel (+7.5%). Lagging

occurred late in the quarter. Amidst weaker-than-expected payroll

industries for the month included entertainment (+2.2%),

numbers and other mixed economic indicators such as ISM data,

hotels (+2.6%) and environmental (+3.1%). Lower-quality high

the Fed opted not to enact the rate increase expected by the

yield outperformed higher-quality with CCCs returning 8.6%

FIGURE 1. CALAMOS HIGH INCOME STRATEGY RETURNS
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Past performance is no guarantee of future results.
Data as of 9/30/16.

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

in telecom services also benefited the portfolio. In particular,
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outperforming the B quality tier (+6.1%) and the BB tier (+4.2%).
Year to date, the CCC-and-below tier is up 28.8%, outpacing
both the B tier (+14.5%) and BB tier (+12.5%). According to
JPMorgan, the U.S. issuer-weighted trailing 12-month default
rate including distressed exchanges ended September at 4.6%,
which increased slightly from the 4.2% level reported at the end
of June. Excluding energy and metals and mining, JPMorgan
calculates defaults at just 0.5% for the past year.

remain underweight those industries that are more secularly
challenged. We remained focused on investing in securities
from issuers with improving balance sheets and debt-servicing
capabilities. We continue to be selective in our lower-quality
positioning, favoring mid-tier credits that we believe offer
more favorable risk/reward profiles over the entire credit cycle.
Another area of focus is potential rising stars or issuers that
may get upgraded from high yield to investment grade in the
near term. Historically, identifying these securities in advance
of rating agency upgrades has been a source of positive alpha.
From an industry standpoint, the portfolio remains overweight
the consumer discretionary and information technology sectors,
which we anticipate will generate stable results even in a

Performance Review

moderately slow U.S. economy. Underweights include energy

The portfolio’s quarterly gain was in line with the broad

and telecom services, which have rallied significantly this year but

U.S. equity market, but trailed the BofA ML High Yield BB-B

offer less attractive risk/reward profiles.

Constrained Index.

Outlook
The portfolio’s security selection in industrials also contributed
positively to quarterly performance. Specifically, holdings in the
construction machinery and heavy trucks industries performed
well, as more cyclical companies increased their orders. Selection

2

Several factors affect the continuing strong global technical
demand for the high yield asset class. First, OPEC reached a
preliminary agreement on decreasing oil production, which
propelled oil prices higher. Second, the Fed has remained patient,

All portfolio positioning and sector information is for a representative portfolio. Please see page four for additional information.
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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.

holding off on hiking the Fed Funds rate. Finally, demand was
affected by a decline in the trailing one-year default rate.

After high yield new issuance began 2016 well below last
year’s pace, the third quarter experienced robust new issuance
supporting the view that the capital markets are open for all but
the riskiest of issuers. While this is an encouraging sign for those
issuers that rely on the capital markets for financing, the high
yield market’s practice of pricing these riskier deals at aggressive
levels relative to years past is a cause for concern. The average
coupon for the overall high yield market is now 6.5% which is
down from 7% in 2014 and 8% as recently as 2012. This lower
coupon gives investors even less cushion when interest rates rise
or spreads widen.
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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 BofA Merrill Lynch U.S. High Yield Index tracks the performance of below investment grade, but not in default, US dollar- denominated corporate bonds publicly issued in the US domestic market, and includes issues with a credit rating of BBB or below, as rated by Moody’s
and S&P. 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 capitalizationweighted, based on their current amount outstanding, provided the total allocation to an individual issuer does not exceed 2%.
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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