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High Income Strategy

Market Overview

billion. New issuance remained light at $60 billion. That brought

The U.S. high yield bond market sold off in the third quarter as

the year-to-date total to $251 billion, which is down 12% versus

losses which had been contained primarily in the energy and

last year. Spreads widened 156 basis points to 665 basis points

mining spread to multiple other industries in September. The

over comparable Treasuries. The average spread has widened 195

telecommunications, chemicals, health care and cable sectors

basis points since May 31. The yield to worst increased 143 basis

joined the downturn and were all down more than 2% during the

points to close at 8.08%, which is the highest level since 2011.

month.
The BB credit quality tier fell 3.16% but outperformed the B and
The 5-year Treasury traded in a 25 basis point range for the

CCC and tiers, which generated losses of 5.66% and 8.36%,

fifth month in a row, closing at a low of 1.36%, down from

respectively. The CCC and below tier has underperformed

1.63% at the end of the second quarter. The Fed fund futures

the broader market in 13 of the last 15 months and is down

market accurately predicted that the Fed would not hike rates in

nearly 15% since June 30, 2014. Year-to-date, the BB tier has

September. Following the official announcement, however, risk

outperformed with a 0.93% decline compared to losses of 2.67%

assets aggressively fell on concerns of a slowing global economy’s

and 7.14% for B and CCC segments, respectively. According to

impact on the U.S. and Fed credibility—which gave a strong bid

Moody’s, the U.S. issuer weighted trailing 12-month default rate

to the Treasury market. Despite commentary from the Federal

ended August at 2.3%, and Moody’s is forecasting one-year

Open Market Committee suggesting that they are still planning to

forward default rates will inch higher to 3.4% in August 2016.

hike in 2015, the market continues to remain skeptical.

Performance Review
Our overweight to and selection in consumer discretionary

High yield outflows totaled $7 billion, the seventh consecutive

added value versus the BofA ML BB-B High Yield Constrained

month of outflows that brought the year-to-date total to $11

Index. Investments within leisure facilities, homebuilding, apparel
FIGURE 1. CALAMOS HIGH INCOME STRATEGY RETURNS
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Past performance is no guarantee of future results.
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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

credit spreads and higher default rates. The portfolio’s largest
overweight positions relative to the benchmark index are to
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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.

Past performance is no guarantee of future results.

consumer services, tires and rubber, casinos and gaming,
cable and satellite, homebuilding, auto parts and equipment,
specialized consumer services, apparel retail and specialty stores.

Source: Calamos Advisors LLC
Data as of 9/30/15.

retail, and computer and electronics retail performed well. Our
overweight to and selection in industrials also contributed, as
investments in construction and engineering outperformed.
Finally, our overweight to and selection in information technology
benefited results, as holdings in data processing and outsourced
services and technology distributors contributed.

Outlook
The third quarter proved challenging as the Federal Reserve opted
to stand down on initiating the first interest rate hike in almost
10 years. Risk-off sentiment prevailed with uncertainty regarding
the global economy accompanied fretting about the indecisive
Fed. The credit cycle is clearly advancing and giving off numerous
signs that we are in the latter innings for this cycle. A high level of

Selection in energy hindered performance, as holdings in oil and
gas exploration and production lagged. Our overweight to and
selection in materials also held back performance, specifically
holdings in diversified metals and mining and aluminum. Further,
our underweight to and selection in financials detracted.
The portfolio lacked holdings in relatively strong performing

debt-financed acquisition activity, a lower percentage of issuance
proceeds being used for refinancing, a flatter yield curve, and
a decline in credit availability for energy issuers from banks all
point to this cycle being advanced. These issues combined have
given investors pause about investing in the asset class, which has
caused yields and spreads to reach levels not seen since 2011.

diversified banks and regional banks.
We have been cautious over the last few years as valuations

Positioning and Portfolio Changes

certainly were stretched. We became more constructive last

We remain focused on issuers’ balance sheets and debt-servicing

month due the continued sell-off and have stronger conviction

abilities. We continue to favor mid-grade credits that we

that now is a solid entry point for those risk tolerant investors that

believe offer more favorable risk/reward profiles over the credit

desire exposure to high yield in their fixed income portfolios. All

cycle, especially against a backdrop of a possible widening of
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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
			
			
REPRESENTATIVE
BofA ML HIGH YIELD
SECTOR
PORTFOLIO %
BB-B CONSTRAINED INDEX

PORTFOLIO SECTOR
WEIGHTING CHANGE
SINCE 6/30/15
(PCT. POINTS)

Consumer Discretionary

25.7%

20.6%

2.3

Industrials

13.6

11.1

-2.6

Energy

11.4

12.7

-2.8

Materials

10.1

8.4

-0.9

9.7

9.6

1.4

Telecommunication Services

9.2

10.3

0.4

Financials

8.5

13.4

0.6

Information Technology

7.1

5.1

0.2

Consumer Staples

4.1

4.5

1.3

Utilities

0.6

4.3

0.1

Health Care

UNDER/OVERWEIGHT %
5.1
2.5
-1.3
1.7
0.1
-1.1
-4.9
2.0
-0.4
-3.7

Source: Calamos Advisors LLC.
-20%
-10%
0%
10%
20%
Data as of 9/30/15.
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.

told, we see an opportunity for high yield to generate betterthan-coupon returns over the next year.

There are a multitude of reasons why high yield spreads have
widened so dramatically over the last 15 months, many of which
are warranted. Certainly a global economic slowdown, a Fed
intent on raising interest rates, commodity prices remaining low
for an extended period of time, and default rates ticking higher
are all reasons to give investors concern about the asset class.
However, valuations already reflect a number of these headwinds.
Given the current spread of 665 basis points, we believe there is
ample cushion in the high yield market’s coupon to absorb these
challenges and generate solid returns over the next 12 months,
especially relative to other fixed income alternatives. While
there likely will be more periods of volatility as the markets deal
with these issues and digest each economic number, long-term
investors will likely be rewarded for an allocation to high yield at
current levels.
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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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