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EXECUTIVE SUMMARY 

Before we highlight insights that help frame our current situation, we want to extend our thoughts and prayers to those 
impacted by COVID-19 and recognize the courageous individuals on the front lines whose efforts allow us to see potential 
and positivity in the future. 

1) We are amidst a synchronized global economic lift-off as vaccinations are getting us closer to herd immunity and
fiscal and monetary stimulus is moving from a rescue- to stimulus-mode.

2) However, the economy isn’t the stock market and the stock market isn’t the economy. We need to consider what
this means for the investment markets.

3) Growing economies and healthy inflation bode well for risk assets, such as equities, particularly value-oriented
companies. The latter refers to cyclical growth as opposed to defensive value. As such, markets have started a
variety of rotations, including from big growth companies to value.

4) A $1.9 trillion American Rescue Plan was approved in the first quarter and now we are digesting the American Jobs
Plan – a $2.3 trillion proposed stimulus program with constructive and historical elements.

5) Is the traditional balanced portfolio of stocks and bonds dead? This is a question we analyze, demystify, and
propose recommendations for.

6) We expect markets to embrace a risk-on environment. We believe equities – particularly value, international and
selective clean energy - convertibles, global infrastructure, munis and credit-sensitive debt are particularly well-
positioned.

7) While economies and markets should continue to advance, they will most likely do so at a slower pace and with
less volatility.

8) We are now beyond the valley of COVID despair, approaching norms and the next economic peak. As the famous
Police song, Synchroncity suggests, “A connecting principle, Linked to the invisible, Almost imperceptible.” We are
all connected in batting COVID-19 and in the economic liftoff following.
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A SYNCHRONIZED GLOBAL LIFTOFF 

The nature of an inquisitive mind is to read between the lines to ascertain what is noise, what is relevant and to make 
important distinctions and connections. The etymology of reading between the lines traces back to secret invisible ink 
written between normal lines in a correspondence. This was often a war time means of communicating top secret 
information without the enemy’s awareness. While we aren’t focused on war time secrets, we do focus on what is less 
perceptible in the markets. 

In recent conversations with clients, I am often posed with questions, such as: “Are we in a bubble? “, “Isn’t inflation 
running away and creating problems?“ among other concerns that aren’t often attune to how economies and markets 
work. Taking this metaphor a bit further, I recently conducted a casual poll where most people felt that synchronicity 
and synchronized mean the exact same thing. They don’t.  

“Synchronicity” was first introduced by the famous psychologist, Carl Jung, to describe circumstances that appear 
related but, actually -- are not. The famous band, The Police, took this a step further to provide a mystical or 
metaphysical definition within their famous song, Sychronicity. “It's so deep, it's so wide, You're inside, Synchronicity, 
Effect without a cause, Sub-atomic laws, Scientific pause”.  

A practical definition of “synchronized” suggests that two issues can be related and most likely have a causal 
connection. For example, I make sure that the time on my watch is synchronized with all my clocks at home, in my 
automobile and on my phone. This requires intent and a cause-and-effect relationship. 

Reading between the lines from an investment standpoint, it is important to note that we are amidst a global economic 
liftoff. If you are a common reader of our publications, this may not seem new. But, the power of this liftoff is ever more 
important for those subject to emotional-based decision making. Global – not just U.S. - monetary and fiscal stimulus is 
creating a significant and synchronized global lift off. This is not mystical synchronicity. Consider the following. 

• COVID-19 Vaccinations are gaining significant momentum with some forecasting herd immunity levels by the
summer.

• Fiscal & Monetary Stimulus has hit all-times highs across the globe and with the recent American Rescue Plan in
place and the newly proposed American Jobs Act levels will increase substantially again.

• ISM Manufacturing & Services Purchasing Managers Indices (PMI) recently hit their highest levels since 1983
and forever, respectively; these are leading economic indicators, which are forward looking measures of the
manufacturing and services economies (U.S.).

• Economic (GDP) Size & Growth could possibly hit 9% real (i.e., post-inflation) GDP ”growth” in 2021 – the highest
in nearly 40 years - since 1984. And, the “size” of the U.S. economy is expected to surpass its pre-Covid all-time
high in the first quarter of 2021 (reported in arrears).

As the old adage goes: “The economy isn’t the stock market, and the stock market isn’t the economy.” While there 
are always risks, we need to consider what this means for the investment markets. Generally speaking, one can 
determine the relative direction of investment markets by evaluating a two-factor macro model that addresses 
economic growth (i.e., GDP) and inflation. When GDP growth is positive and rising – particularly when its beating 
expectations - then healthy inflation also rises. Plotting these factors into a quadrant, we find that we are currently in 
the top-right quadrant, which tends to bode well for equities, particularly value stocks that participate when the 
economy broadens out. While there are always risks, we address more of these investment ramifications in the 
Portfolio Implication section below. Before we do that, it is important to provide an update on the all-important U.S. 
consumer. 
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Exhibit 1: Global Macro Model 

Source:  Calamos Wealth Management; As of 3/31/2021 

A RESILIENT CONSUMER 

As of the end of March, the U.S. had administered approximately 44% of people with at least one vaccine dose; nearly 
6x the global rate. We have started to see these re-opening trends play out in certain economic indicators. Last month 
jobs grew by 916,000 - far surpassing expectations of 660,000. While we still have millions of jobs to get back to pre-
COVID-19 levels (i.e., unemployment is at 6%), we are heading in the right direction as new job openings (7.4 million for 
February) was the highest since essentially 2018. Consumer confidence is at the highest level in 12 months. In addition, 
consumer net worth is at all-time highs as housing prices have increased 25% over the past two years, bank deposits 
have increased 33% due to stimulus checks, and the stock market has climbed higher.  

The American Jobs Plan is arguably directed to lower and middle-income consumers, which is ever more important as 
we go forward. It has been argued that much of our recovery has been K-shaped – good for high income households 
that generally have significant financial assets, but bad for those living off their paychecks. As the latter population gets 
fully employed and spends stimulus monies, then the economy will likely broaden even more.  

Exhibit 2: Stimulus Set to Expand Fiscal Support 

Source: JP Morgan. 
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THE AMERICAN JOBS PLAN 

President Biden recently proposed an estimated $2.3 trillion stimulus plan tied heavily to infrastructure spending – 
this on the heels of a $1.9 trillion America Jobs Plan. This new proposal represents a boost the size of approximately 
10% of the U.S. economy. It is the biggest proposed upgrade since the construction of the interstate highway 
system in the 1950s. The proposal is tied to renewing our functioning infrastructure, including roads and bridges, 
clean energy initiatives, upgrading our energy grid, high-speed broadband build-outs and more. However, the 
spending of the proposed plan is expected to spread out over eight years.  

Exhibit 3 highlights the current proposed plan, which will inevitably change as politicians weigh in and negotiate for 
changes. 

Exhibit 3: Focus of the America Jobs Plan 

Source: Goldman Sachs. 

The initial reactions to this proposal have been predictable. Republicans are objecting to tax increases as a means of 
paying for the plan, while some progressives want it to be bolder. The center will most likely determine the final 
outcome as moderates want changes such as increased State and Local Tax (SALT) deductions and lower-than- 
proposed corporate tax rate from 21% to 28% (halfway to the 35% level prior to Tax Cuts and Jobs Act (TCJA) of 2017). 
It could likely settle at 25%.  

The plan is intended to be fully paid for over 15 years. Markets have responded favorably to the spending plan but 
expect high drama as the revenue increases (i.e., primarily tax hikes to corporations) are debated. While corporate 
earnings may take a hit, it will not be even across sectors or companies. And, many of these companies will benefit 
from a growing economy and other targeted incentives. For example, the proposal calls for the semi-conductor 
industry to receive $50 billion for manufacturing and research.  

As Gavekal Research suggests, “The sectors that benefit from this largesse stand to enjoy a multi-year boom, with the 
cost to be borne by the rest of the market. However, the extent of this cost should not be exaggerated. The impact of 
the planned tax hikes on corporate America’s after-tax returns on invested capital and earnings yields will be relatively 

Program Details
Cost Over

8yrs

Transportation Infrastructure
This includes funding for repairing roads and bridges, electric vehicles, public transit, rail, 
airports and more. 

$621B

Clean Drinking Water This includes a pledge to replace all lead pipes and upgrade existing water systems $111B

Affordable Housing and Protecting 
Homes

This includes building and retrofitting 2 million homes and eliminating exclusionary zoning 
policies.

$213B

School, Childcare, and other
Building Infrastructure

The funding includes $100B for public schools and funding for childcare center, VA hospitals, 
community colleges and federal buildings.

$165B

Care for Older Americans and People 
with Disabilities

Biden would invest $400B to expand access to home or community based care for older 
Americans and people with disabilities under Medicaid.

$400B

R&D Investment
The R&D funding would focus on climate and critical technology, as well as some funding for 
eliminating inequities in STEM.

$180B

Manufacturing
The manufacturing provisions would invest in innovation hubs, domestic manufacturing, small 
business programs and more.

$300B

Broadband Access The plan would expand broadband access in rural areas and address inequities. $100B

Electric and Power Infrastructure
The funding would aim to make the electronic transmission system more resilient, plug orphan 
oil and gas wells, and redevelop property and industry in distressed communities. 

$100B

Job Training This includes workforce development training programs and labor rights for workers. $100B

TOTAL $2.3T
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small…Its aim is to reward industries that create jobs at home, support US manufacturing, maintain the US technological 
lead over China, reduce carbon emissions and improve living standards for the disadvantaged.” 

IS THE BALANCED PORTFOLIO DEAD? 

This question is bantered around more and more of late. Is the actual balanced portfolio of stocks and bonds dead? 
This question is primarily rooted in the challenge for fixed income markets, which has gained negative momentum as 
the excitement for economic growth is pushing up inflation expectations and interest rates. We highlighted this issue in 
a recent publication titled, “Interest Rate Shakes”.  

Interest rates are rising based on the perception that inflation is set to increase. Inflation is a major determinant in 
longer-term interest rates. These expectations are, in turn, a byproduct of an economy that continues to gain steam. 
So, isn’t this good news? Yes, usually. However, the pace and rate of inflation is the actual concern. As the markets try 
to figure this out, we get the interest rate shakes – disruptions in bond and equity markets. We are likely to see inflation 
increase in the near term, but the base case – and that of the Fed – is that it will settle down later in the year or next. 
Either way, a 2% inflation goal has been extremely elusive. See Exhibit 4. 

Exhibit 4: Interest Rate Shakes – Historically, Inflation Has Been Elusive 

Source: Bloomberg. Past performance may not be indicative of future results. As of 3/31/21. Inflation in this chart is defined as the 
Personal Consumption Expenditure (“PCE”), which is a measure is the component statistic for consumption in gross domestic product 
(GDP) collected by the United States Bureau of Economic Analysis (BEA). It consists of the actual and imputed expenditures of households 
and includes data pertaining to durable and non-durable goods and services. It is essentially a measure of goods and services targeted 
towards individuals and consumed by individuals. 

The challenge for investors is that bonds are held traditionally for two primary reasons. First, as a risk-anchor or 
diversifier to equities. Second, as a source of income or yield. With interest rates historically low and rising, this suggests 
that bonds would decrease in price or market value. And, at such low levels the loss in market value may be larger than 
the source of income creating negative total returns. However, not all bonds are the same. There are government 
bonds, corporate investment grade bonds, corporate high yield bonds, municipal bond, asset-backed securities, etc. 
The list is long.  Exhibit 5 shows how different the make-up in returns of different bond types can be.  

The price component isolates the return from the securities appreciation or depreciation over the period. Relative to the 
coupon component, which measures the actual income derived from the security, the price component tends to have a 

https://wm.calamos.com/newsinsights/investment-insights/the-interest-rate-shakes/
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relatively small contribution to the investors’ total return. It is worth noting however, that in periods of extreme 
dislocation (e.g. early 2020), the return contribution from price can vary and be very important to the total return. The 
last category, “other”, is a catch-all and simply represents the difference between the securities total return minus both 
the price and coupon components.  

While Exhibit 5 is informative, it has captured returns during a declining interest rate environment (i.e., bond bull 
market). As interest rates are set to rise, it is likely that bonds more sensitive to interest rates (i.e., U.S. government 
bonds and the overall bond market) may be hampered more by price deprecation than other bond types.  

Exhibit 5: Return Sources of Various Bond Markets 

Source: Bloomberg;  Calamos Wealth Management. As of 4/6/21, Past Performance does not guarantee future results. U.S. Agg = the U.S. 
Aggregate Bond Index, Investment Grade Corporate = Bloomberg Barclays Corporate Bond Index, High Yield Corporate = Bloomberg 
Barclays Corporate High Yield Index, Muni = ICE BofA Muni Bond Index, High Yield Muni = ICE BofA High Yield Muni Bond Index. An 
example for the “Other” category would be paydown return which is defined as the return related to scheduled and unscheduled 
payments of principal.

So, if bonds are troubling, then isn’t the traditional balanced portfolio dead? No. Rising interest rates do not 
automatically doom bond investors for negative returns over the intermediate term. Exhibit 6 shows returns for the 
broad fixed income market (i.e., Bloomberg Barclays U.S. Agg) and for munis in various market conditions. 

As Fed Funds rates increase – also a major determinant in longer-term interest rates – fixed income markets adjust, 
often benefitting from the new higher yields. However, investment selection is an ever more important tool necessary to 
navigate these waters. We also strongly believe that market neutral strategies (see Portfolio Implications) can serve as 
an important supplement to fixed income as they have historically provided bond-like volatility (i.e., a risk anchor to 
equities), yet provide good uncorrelated returns that are not tied to interest rate movements. 
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Exhibit 6: Rising Rates Don’t Always Mean Negative Bond Returns 

 

Source: Bloomberg, Capital Group. Past Performance does not guarantee future results. The performance of the respective indexes is 
representative of the given time period, which aligns with the given increase in the federal funds rate. The average return for the U.S. Agg 
and Muni Bond Index is representative of the performance illustrated within the given time periods. 

MARKET RECAP 

Rotation was a notable theme in the first quarter as the vaccine roll-out and declining case count drove investor 
confidence higher. We witnessed a rotation in not only equities but also real assets, convertibles, and fixed income.  

Global equity markets (MSCI ACWI) gained 4.7% in the quarter with the U.S. (S&P 500) outpacing developed 
international (MSCI EAFE) and emerging markets (MSCI EM). China (MSCI China) dropped 0.4% in a volatile quarter, 
which saw gains at one-point of nearly 19.6% (as of 2/17/21). U.S. large capitalization stocks gained 6.2% (S&P 500), but 
small caps (Russell 2000) benefited from the rotational theme with gains of 12.7%. An even larger performance disparity 
came from the growth vs. value rotation. U.S. growth stocks (Russell 1000 Growth) were up 0.9% whereas value gained 
11.2% (Russell 1000 Value) – a 10.3% performance differential the 4th largest since 1979 and the largest since the third 
quarter of 2000.  

Global Infrastructure (S&P Global Infrastructure), a sub-component to the broader Real Asset category, saw a 3% gain 
in the quarter after a 5.8% decline in 2020. Global Infrastructure is comprised of three primary sectors – Utilities, 
Industrials & Energy. Last year, the Energy sector was the primary headwind with Utilities seeing the most gains. In Q1, 
the rotational dynamic was evident with Energy leading the way and Utilities underperforming.   

Domestic and global convertible performance saw gains in the quarter; a good start given last years’ incredible result. 
But, the rotational theme had an impact here as well. Generally, the convertible indexes are skewed toward growth 
centric companies and in the first quarter, value-oriented companies tended to outperform. U.S. convertibles (Barclays 
U.S. Convertible) returned 2%, outpacing global convertibles (Barclays Global Convertible) which gained 1.3%.  

A year ago we suggested that U.S. Treasury yields went parabolic, as rates dropped to 0.5% at one point after starting 
the year at 1.92%. Well into the current quarter, rates backed-up from 0.91% at year-end to 1.74% which drove a 
rotation in the Fixed Income markets. As such, Bloomberg Barclays U.S. Aggregate Index dropped 3.4% - the worst 
quarterly drop since the third quarter 1981. High Yield corporate outperformed with a gain of 0.85% whereas 
Investment Grade corporate dropped 4.6%. Municipal bonds (Barclays U.S. Municipal Index) dropped 0.4%. Investor 
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flows (as of 3/24/21) totaled approx. $26 billion, nearly 65% of the total for all of 2020 according to the Investment 
Company Institute. 

Exhibit 7: Primary Asset Class Returns 

Source: Bloomberg (As of March 31, 2021) Returns for periods greater than 12 months are annualized; Past Performance is no guarantee 
for future results World Equity = MSCI ACWI, U.S. Large Cap = S&P 500, U.S. Small Cap = Russell 2000, U.S. Growth = Russell 1000 
growth index, U.S. Value = Russell 1000 value index, International Developed = MSCI EAFE, Emerging Markets = MSCI EM, Europe = MSCI 
Europe, Japan = MSCI Japan, China = MSCI China, U.S. Convertibles = Bloomberg Barclays US Convertibles Composite, Global 
Convertibles = Bloomberg Barclays Global Convertibles Composite, Global Aggregate = Bloomberg Barclays Global Aggregate, Global 
Aggregate ex U.S. = Bloomberg Barclays Global Aggregate ex USD, U.S. Aggregate = Bloomberg Barclays. U.S. Aggregate, U.S. Municipals 
= Bloomberg Barclays Municipal Bond Index, U.S. High Yield = Bloomberg Barclays US Corporate High Yield., Global Infrastructure = S&P 
Global Infrastructure index. 

World Equity Q1-'21 YTD 2020 3Yr 5Yr

World Equity 4.7% 4.7% 16.9% 12.7% 13.8%

U.S. Equity Q1-'21 YTD 2020 3Yr 5Yr

U.S. Large Cap 6.2% 6.2% 18.4% 16.8% 16.3%
U.S. Small Cap 12.7% 12.7% 19.9% 14.7% 16.3%
U.S. Growth 0.9% 0.9% 38.5% 22.8% 21.0%
U.S. Value 11.2% 11.2% 2.8% 10.9% 11.7%

Non-U.S. Equity (in USD) Q1-'21 YTD 2020 3Yr 5Yr

Int'l Developed 3.6% 3.6% 8.4% 6.6% 9.5%
Emerging Markets 2.2% 2.2% 18.8% 6.8% 12.5%
Europe 4.3% 4.3% 5.8% 6.2% 8.8%
Japan 1.5% 1.5% 15.1% 6.5% 10.8%
China -0.4% -0.4% 29.6% 8.4% 16.3%

Convertibles Q1-'21 YTD 2020 3Yr 5Yr

U.S. Convertibles 2.0% 2.0% 50.3% 21.7% 19.3%

Global Convertibles 1.3% 1.3% 38.8% 54.8% 14.5%

Fixed Income Q1-'21 YTD 2020 3Yr 5Yr

Global Aggregate -4.5% -4.5% 9.2% 2.8% 2.7%
Global Aggregate ex. US -5.3% -5.3% 10.1% 1.1% 2.1%
U.S. Aggregate -3.4% -3.4% 7.5% 4.7% 3.1%
U.S. Corporate -4.6% -4.6% 9.9% 6.2% 4.9%
U.S. Municipal -0.4% -0.4% 5.2% 4.9% 3.5%
U.S. High Yield 0.8% 0.8% 7.1% 6.8% 8.1%

Real Assets Q1-'21 YTD 2020 3Yr 5Yr

Global Infrastructure 3.0% 3.0% -5.8% 5.6% 6.7%

Other (based on End-of-Period) Q1-'21 Q4-'20 2020 3Yr 5Yr

Oil (WTI) $59.16 $48.52 $48.52 $64.94 $38.34

10 -year Treasury Rate 1.74% 0.91% 0.91% 2.74% 1.77%

Fed Funds Rate 0.1% 0.1% 0.1% 1.7% 0.3%
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PORTFOLIO IMPLICATIONS 

U.S. and global economies are experiencing an accelerated and synchronized liftoff. The implementation of vaccines 
and therapeutics is getting us closer to near herd immunity as economies re-open. Despite rising interest rates, 
monetary policy is still very accommodative and financial conditions continue to improve. Fiscal policy initiatives have 
moved from a rescue or remediation bias to stimulus. Overall, we expect a positive environment for risk assets. We 
believe equities, particularly value, international and selective clean energy, convertibles, global infrastructure, municipal 
bonds and credit sensitive debt are relatively well-positioned. Please note our recent and timely topic paper on clean 
energy investment opportunities, titled “ESG – A Clean Energy Perspective”. 

Equities 

A basic question for longer term investors is, what is the long-term outlook for stocks versus bonds? On the domestic 
front, the 10-year US Treasury rate as of March 31, 2021, was 1.74%. So, the question would be, can U.S. equities provide 
a better return over a similar 10-year period? The answer is an overwhelming, (albeit not guaranteed) yes!  

A scientific comparison of equities versus bonds can be empirically measured with the equity risk premium (ERP). From 
a basic standpoint, this measures the difference between the earnings yield of stocks (S&P 500) and bond yields (10-
Year U.S. Treasury). This spread is currently at 262 basis points (2.62%). However, with expected increases in corporate 
earnings, the ERP may exceed 300 bps again. Exhibit 8 shows that when the spread is at these levels, the historical 
average forward 12-month return of the S&P 500 is positive. 

Exhibit 8: Equity Risk Premium (ERP) Favors Equities 

Source: Bloomberg as of 3/31/2021. Past Performance is no guarantee of future results. Equity Risk Premium is defined as the categories 
Fwd. Earnings Estimate / Price Yield subtract the risk-free rate (10yr Treasury rate). The S&P 500 Index, which measures the market 
performance of 500 large companies on the stock exchanges of the US 

https://wm.calamos.com/newsinsights/investment-insights/esg-a-clean-energy-perspective/
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Within equities, we witnessed a narrowness in how many companies drove overall S&P 500 returns in 2020. The 
majority of best performing companies (large, technology and growth oriented) drove the broader market. As we have 
often stated, as the economic expansion continues there will be a broadening in the number of companies that are 
participating and driving overall equity returns. To that point, Exhibit 9 shows that these growth companies are at 
historical highs regarding outperformance to value. However, the rotation to value has started and earnings growth 
expectations for value is significantly higher than for growth companies. Depending upon objective, most portfolios 
should have exposures to both. 
 
Exhibit 9: A Value Rotation is in Play 

 
Source: Bloomberg as of 3/31/2021. Past performance doesn’t guarantee future results. Value is represented by the S&P 500 value index. 
Growth is represented by the S&P 500 growth index. The 2021 Earnings est. is reflective of the expected growth by Wall Street analysts for 
the underlying companies within the respective index. 
 

As previously highlighted, overall domestic equity valuation levels are expensive based on earnings expectations, albeit 
those earnings are beating expectations and we expect continued upward revisions. With 2020 domestic equity market 
returns coming from PE multiple expansions instead of earnings, domestic equity market valuation multiples on 
earnings are likely to hold or decline, creating more reliance for returns coming from actual earnings going forward. 
See exhibit 10.  
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Exhibit 10: Equity Returns May Be More Reliant on Earnings in 2021  

 
Source: Calamos Wealth Management. Bloomberg. Periods analyzed December 31, 1995 – March 31, 2021. The S&P 500 performance is 
a by-product of the earnings, dividends, and PE multiple expansions in arrears. For 2021 S&P performance represents first quarter results, 
while earnings are annual estimates are for the year. Earnings Growth = Earnings per share growth year-over-year. Dividend yield is the 
annual contribution of the dividend yield reinvested. S&P 500 index is an index of the 500 largest corporations by market capitalization 
listed on the NYSE or NASDAQ. Past performance is no guarantee of future results. 

 
However, not all valuations are even across sectors or individual stocks. This is particularly true for international equities 
relative to the U.S. as they provide more attractive valuations and prospects. International developed and emerging 
markets should benefit from a lagging re-opening relative to the U.S., a more stable trade policy environment, strong 
fiscal and monetary policies and a continued decline in the U.S. dollar – all creating a landscape for stronger returns 
relative to domestic equities.  
 
Exhibit 11: International Equities Provide Attractive Valuations 

 
Source: Bloomberg as of 3/31/2021. Past Performance is no guarantee of future results.  S&P 500 is represented by the S&P 500 Index; 
International is represented by the ACWI ex. U.S. Index.  
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Either way, portfolios should generally include this important component, and active managers should exercise their 
ability to invest in what they deem to be the best regions and companies. As we discuss in our topic paper titled, Why 
International Securities?, investing in international equities should not come down to a binary decision between the U.S. 
and foreign counterparts 

Real Assets 
Real assets include investments in commodities, real estate, and infrastructure. Global infrastructure is generally 
represented through essential services with underlying companies that offer access to long-term assets, high barriers to 
entry, steady cash flows, and a defensive, lower-risk profile. 

Global infrastructure companies have historically provided better downside protection than global equities. They have 
the ability to plow through recessionary periods better. However, 2020 was atypical as the pandemic seized nearly all 
economic activity and these securities took a hit. However, we believe that these essential service companies represent 
one of the cheapest asset classes and are poised well as economic activity picks up. In fact, they participated in the 
value rotation during the first quarter of 2021. Exhibit 12 shows the historical valuation of the asset class relative to 
global equities. And, the primary strategy that we utilize implements a very conservative valuation parameter on 
companies in which they invest. We continue to have a high conviction in this asset class and find valuations and yields 
attractive. 

Many governments have linked economic stimulus to clean energy initiatives. This is selectively creating or supporting 
many investment opportunities. However, it is important to separate speculative buying from good valuations. As we 
highlight in our paper, “ESG – A Clean Energy Perspective”, there are timely investment opportunities in power 
generation companies within the global infrastructure umbrella. 

Exhibit 12: Global Infrastructure Valuations 

Source: Bloomberg. As of March 31, 2021; Past Performance is no guarantee of future results. Global Equities is represented by the MSCI 
All World Equity index.  Global Infrastructure is represented by the S&P Global Infrastructure Index. EBITDA is defined as Earnings before 
Interest, Taxes, Depreciation and Amortization. Enterprise Value is defined as the firm’s market value plus debt minus cash. 

https://wm.calamos.com/newsinsights/investment-insights/why-should-investors-allocate-to-international-securities/
https://wm.calamos.com/newsinsights/investment-insights/why-should-investors-allocate-to-international-securities/
https://wm.calamos.com/newsinsights/investment-insights/esg-a-clean-energy-perspective/
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Fixed Income 
The Federal Reserve made a significant philosophical change in how they evaluate inflation when setting monetary 
policies. They indicated that they are going to target higher average levels of inflation than in the past. That is, they 
want inflation to run above 2% for a meaningful period of time before increasing short-term Fed Funds rates. The 
European Central Bank has telegraphed a similar message. We don’t expect an increase in Fed Funds rates until 2022 
or 2023. As we have highlighted above, the current and future for most fixed income asset classes looks challenging.  

Bonds, overall, look expensive relative to history, inflation and other asset class comparisons. While the dislocation seen 
in 2020 was pronounced and presented great opportunities, much of those lower hanging returns have been captured. 
This is witnessed as the higher credit spread securities (i.e., corporate bond yields above treasuries that indicate value) 
have meaningfully retraced with some exceptions and opportunities still existing. 

Exhibit 13: Real Yields (post-inflation) are Near Negative 

Source: Bloomberg. As of 3/31/21 Source: BLS, FactSet, Federal Reserve, J.P. Morgan Asset Management. Nominal yield: reflects the yield 
of the investment including inflation. Real Yield reflects the yield of the investment after excluding inflation.  Real 10-year Treasury yields 
are calculated as the daily Treasury yield less year-over-year core CPI inflation for that month except for November 2020 where real yields 
are calculated by subtracting out August 2020 year-over-year core inflation. 

Convertibles 

While the tailwinds of higher spreads and market volatility have dissipated, the environment for convertibles is still 
favorable. As we expect growth-oriented companies to continue to do well and smaller companies to benefit from a 
broadening economic environment, convertibles provide exposure to both these factors, but historically less volatility 
than their equity counterparts. Active management is even more important going forward, as active managers can dial 
up or down the level of equity sensitivity, exposures to underlying sector, as well as manufacture synthetic convertibles 
to create a desirable behavior. 

As many have drawn comparisons of today’s current environment to that of the Great Financial Crisis (GFC), it is 
constructive to evaluate how corporate high yield and convertibles performed during this period. Corporate high yield 
and convertibles provided better returns during the steep GFC drawdown (i.e., decline) with even stronger relative 
returns during the recovery. This asymmetrical behavior is witnessed in a better downside capture ratio and stronger 
upside capture ratio. This bodes well for these asset classes going forward. 
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Alternatives 

Given the state of economies and markets, it is important to cast a wider net and consider non-traditional strategies to 
potentially provide returns and manage risk.  

We like market neutral strategies for their diversification (i.e., historically lower correlations to stocks and bonds) and 
historically lower volatility than both equity and fixed income asset classes. In addition, as low and negative yields 
dominate global bond markets, a market neutral strategy may be an excellent supplement to fixed income as a similar 
risk anchor in portfolios. Exhibit 14 shows the attractive behavior of the Calamos Market Neutral Income Fund during 
rising interest rates.  

Exhibit 14: Market Neutral Approach Offers Compelling Behavior 

Source: Calamos Investment Management. Past performance is no guarantee of future results. Current performance may be lower or 

higher than the performance quoted. The principal value and return of an investment will fluctuate so that your shares, when redeemed 

may be worth more or less than their original cost. Performance reflected at NAV does not include the Fund’s maximum front-end sales 

load of 2.75% - (Prior to 2/28/17, the fund had a maximum front-end sales charge of 4.75%) – had it been included, the Fund’s return 

would have been lower. The above chart reflects the performance of the A-share class whereas CWM generally uses the less expensive 

institutional share class. 

IN CLOSING 

Rotations are underway as we witness momentum in this global economic liftoff. With unparalleled fiscal and monetary 
support and progress with vaccines and therapeutics serving as a bridge to pre-COVID norms, we believe that 
economies and markets should continue to advance. However, selection is ever more important and wise investment 
strategy and portfolio construction should also be synchronized. We end, where we began, with a few lines from the 
chorus of The Police’s song, Synchronicity. “A connecting principle, Linked to the invisible, Almost imperceptible.” As 
such, we are all connected in battling COVID-19 and in the economic liftoff following. 

Please contact your wealth management advisor or any member of your Calamos Wealth Management advisory team 
for further information.
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Definitions

MSCI Emerging Markets Index (As of 3/31/21) is an index used to measure equity market performance in global emerging 
markets. 

ACWI ex. US (As of 3/31/21): The Morgan Stanley Capital International All Country World Index Ex-U.S. (MSCI ACWI Ex-U.S.) is a 
market-capitalization-weighted index maintained by Morgan Stanley Capital International (MSCI). It is designed to provide a 
broad measure of stock performance throughout the world, with the exception of U.S.-based companies. The MSCI ACWI Ex-U.S. 
includes both developed and emerging markets. 

Russell 1000 Growth Index (As of 3/31/21): refers to a stock market index that is used as a benchmark by investors. It is a subset 
of the larger Russell 3000 Index and represents the 1000 top companies by market capitalization in the United States. These 
companies also exhibit a growth probability. 

Russell 1000 Value Index (As of 3/31/21): refers to a stock market index that is used as a benchmark by investors. It is a subset of 
the larger Russell 3000 Index and represents the 1000 top companies by market capitalization in the United States. These 
companies also exhibit a value probability. 

S&P 500 (As of 3/31/21) is represented by the S&P 500 Index, which measures the market performance of 500 large companies 
on the stock exchanges of the US.   

Bloomberg Barclays US Convertible Index (As of 3/31/21).  The Convertible Index is measured by Bloomberg Barclays 
Convertible Securities track a market-cap weighted index of U.S. convertible securities, with an outstanding issue size greater than 
$500 million.  S&P 600 Index is represented by the small-cap range of U.S. stocks using a capitalization weighted index.  To be 
included in the index, a stock must have a total market capitalization that ranges from $600m to $2.4 billion at the time of 
addition to the index.  

S&P Global Infrastructure Index (As of 3/31/21), which provides liquid and tradable exposure to 75 companies from around the 
world that represent the listed infrastructure universe.  In order to create diversified exposure across the global listed 
infrastructure market, the index has balanced weights a cross three distinct infrastructure clusters: Utilities, Transportation and 
Energy. 

Alerian MLP Index: (As of 3/31/21). The Alerian MLP Index is the leading gauge of energy Master Limited Partnerships (MLPs). 
The float-adjusted, capitalization-weighted index, whose 50 constituents represent approximately 75% of total market 
capitalization, is disseminated real-time on a price-return basis (AMZ) and on a total-return basis (AMZX) 

FTSE NAREIT Index: (As of 3/31/21). The FTSE Nareit All REITs Index is a market capitalization-weighted index that and includes 
all tax-qualified real estate investment trusts (REITs) that are listed on the New York Stock Exchange, the American Stock 
Exchange or the NASDAQ National Market List. 

Bloomberg Barclays Treasury Index: (As of 3/31/21). Measures US dollar denominated, fixed rate, nominal debt issued by the US 
Treasury.  Treasury bills are executed by the maturity constraint but are part of a separate Short Treasury index.  

ICE BofAML US Municipal Securities Index (As of 3/31/21), which tracks the performance of US Dollar denominated Investment 
Grade tax-exempt debt publicly issued by US states and territories and their political subdivisions, in the US domestic market. 

ICE BofAML US High Yield Municipal Securities Index (As of 3/31/21), which tracks the performance of US Dollar denominated 
High Yield tax-exempt debt publicly issued by US states and territories and their political subdivisions, in the US domestic market. 

Bloomberg Barclays US Corporate High Yield Bond Index (As of 3/31/21), which measures the USD-denominated, high yield, 
fixed rate corporate bond market.  Securities are classified as High Yield if the middle rating on Moody's, Fitch and S&P is Ba1 / 
BB+ / BB+ or below. 
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Bloomberg Barclays US Corporate Investment Grade Index (As of 3/31/21) measures the investment grade, fixed-rate, taxable 
corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial 
issuers. 

Bloomberg Barclays U.S. Aggregate Bond Index (As of 3/31/21), covers the U.S. denominated, investment grade, fixed-rate, 
taxable bond market of SEC registered securities. 

Bloomberg Barclays Emerging Markets USD Aggregate (As of 3/31/21) Index is a flagship hard currency Emerging Markets 
debt benchmark that includes fixed and floating-rate US dollar-denominated debt issued from sovereign, quasi-sovereign, and 
corporate EM issuers. Country eligibility and classification as Emerging Markets is rules-based and reviewed annually using World 
Bank income group and International Monetary Fund (IMF) country classifications. This index was previously called Bloomberg 
Barclays US EM Index, and history is available back to 1993. 

Bloomberg Barclays Global Aggregate ex USD (As of 3/31/21) index and is a measure of investment grade debt from 24 local 
currency markets.  This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate 
bonds from both developed and Emerging Market issuers.  Bonds issued in USD are excluded. 

HFRI Fund Weighted Composite Index (As of 3/31/21), it is a global, equal weighted index of the largest hedge fund that are 
open to new investments and offer quarterly liquidity or better.  The index constituents are classified into Equity Hedge, Event 
Driven, Macro or Relative Value strategies. The index is rebalanced on a quarterly basis. 

S&P Listed Private Equity index (As of 3/31/21), which comprises the leading listed private equity companies that meet specific 
size, liquidity, exposure and activity requirements.  The index is designed to provide tradable exposure to the leading publicly 
listed companies that are active in the private equity space. 

Bloomberg Barclays Global Convertibles (As of 3/31/21): tracks the performance the Global Convertible securities and is 
unhedged.  

MSCI Europe (As of 3/31/21): is a free float weighted equity index that measures the performance of the Europe Developed 
Markets 

MSCI Japan (As of 3/31/21): is a free float weighted equity index of the JPY index. 

MSCI China (As of 3/31/21): Captures large and mid-cap representation across China H shares, B shares, Red chips, P chips and 
foreign listings (e.g. ADRs). With 710 constituents, the index covers about 85% of this China equity universe. Currently, the index 
also includes Large Cap A shares represented at 15% of their free float adjusted market capitalization. 

Russell 2000 (As of 3/31/21).is an index measuring the performance of approximately 2,000 smallest-cap American companies in 
the Russell 3000 Index, which is made up of 3,000 of the largest U.S. stocks. It is a market-cap weighted index. 

MSCI EAFE (As of 3/31/21). captures the performance of large- and mid-capitalization companies in the Europe, Australasia and 
the Far East (EAFE) regions. 

GDP: Gross Domestic Product (GDP) is the total monetary or market value of all the finished goods and services produced 
within a country's borders in a specific time period. As a broad measure of overall domestic production, it functions as a 
comprehensive scorecard of the country’s economic health. 

Equity Risk Premium (ERP): defined as the categories Fwd. Earnings Estimate / Price Yield subtract the risk-free rate (10yr 
Treasury rate). 

Batting Average: Reflects the number of positive outcomes as a percentage of the total. 

Yield to Worst: the lowest possible yield that can be received on a bond that fully operates within the terms of its contract 
without defaulting. It is a type of yield that is referenced when a bond has provisions that would allow the issuer to close it out 
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before it matures. Early retirement of the bond could be forced through a few different provisions detailed in the bond’s 
contract—most commonly callability. 
 

 

 
 
Disclosure 
 

This material presented within the Quarterly Market Review is distributed for informational purposes only. The information 
contained therein is based on internal research derived from various sources and does not purport to be statements of all 
material facts relating to the information mentioned, and while not guaranteed as to the accuracy or completeness, has been 
obtained from sources we believe to be reliable. Opinions, estimates, forecasts, and statements of financial market trends that are 
based on current market conditions constitute our judgment and are subject to change without notice. We believe the 
information provided here is reliable, but do not warrant its accuracy or completeness. This material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The views and strategies described may not be suitable for all 
investors. The opinions and views of third parties do not represent the opinions or views of Calamos Wealth Management LLC. 
Opinions referenced are as of the date of publication and are subject to change due to changes in the market, economic 
conditions or changes in the legal and/or regulatory environment and may not necessarily come to pass. This information is 
provided for informational purposes only and should not be considered tax, legal, or investment advice. References to specific 
securities, asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be 
interpreted as recommendations. 

The information expressed herein is as of the date of the report and is subject to change. Past performance does not guarantee 
nor is indicative of future results. Returns are measured on an absolute basis. There is no stated benchmark for the aggregated 
portfolio. Information about the investment options presented in this report regarding mutual funds, such as operating expenses, 
annual expense ratios and other shareholder costs, can be found in the applicable prospectuses or summary prospectuses, if any, 
or fact sheets for the investment options listed which are available by contacting your Relationship Manager. Different types of 
investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific 
investment, investment strategy, or product (including the investments and/or investment strategies recommended or 
undertaken by Calamos Wealth Management LLC), or any noninvestment related content, made reference to directly or indirectly 
in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your 
portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or 
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applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that 
any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment 
advice from Calamos Wealth Management LLC. 

Different types of investments involve varying degrees of risk.  Therefore, it should not be assumed that future performance of 
any specific investment or investment strategy (including the investments and/or investment strategies recommended and/or 
undertaken by Calamos Wealth Management, LLC [“Calamos”]), or any non-investment related services, will be profitable, equal 
any historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Calamos is neither a 
law firm, nor a certified public accounting firm, and no portion of its services should be construed as legal or accounting advice. 
Moreover, you should not assume that any discussion or information contained in this document serves as the receipt of, or as a 
substitute for, personalized investment advice from Calamos.  Please remember that it remains your responsibility to advise 
Calamos, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of 
reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify 
any reasonable restrictions to our investment advisory services. A copy of our current written disclosure Brochure discussing our 
advisory services and fees is available upon request or at www.calamos.com. 

Historical performance results for investment indices, benchmarks, and/or categories have been provided for general 
informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, the 
deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of 
decreasing historical performance results.  It should not be assumed that your account holdings correspond directly to any 
comparative indices or categories. Please Also Note: (1) performance results do not reflect the impact of taxes; (2) comparative 
benchmarks/indices may be more or less volatile than your accounts; and, (3) a description of each comparative 
benchmark/index is available upon request. 

  

http://www.calamos.com/
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