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INVESTMENT INSIGHTS

Mythology & The Permanence of Change
EXECUTIVE SUMMARY
• Mythology has traditionally explained issues of natural and social phenomena through
storytelling. However, it can create belief systems that are based on false premises.
Behavioral finance shows us that investor views can also be based on false premises.
• Expected progress on vaccines, therapies and the economy that we discussed in our July
market commentary, “Disruption, Courage and Innovation”, are playing out and markets
continue to climb higher.
• While the election presents us with yet another issue to worry about, the likely outcomes
may increase our economic expansion with additional fiscal stimulus. Either way, monetary
policy is set to be accommodative for a long period of time. We also look at market behavior
during periods of social unrest and political shocks.
• The myth that an economy can’t expand when unemployment is high is incorrect. The
concept of a jobless recovery suggests that jobs will follow the economy.
• The dynamics of innovation and creative destruction is now accompanied by a
pandemic destruction that is accelerating changes in industries and the job market.
• Domestic equities have experienced a strong rebound. International equities have
cheaper valuations and may provide leadership going forward.
• Corporate and muni bonds are much more attractive than U.S. Treasuries. If history is to
repeat, opportunities exist in credit sensitive bonds and convertibles securities.
• While we keep a watchful eye on increases in COVID-19 cases and other risks, what is
most important to monitor is our ability to course correct re-openings regionally and to
keep hospitalizations, ICU utilizations at manageable levels and deaths low.
The Calamos Wealth Management Market Commentary is provided for informational purposes
only. The commentary reflects the views and opinions of the Calamos Wealth Management
Investment Team and is intended for clients and constituent audiences of Calamos Wealth
Management. Content is organized to suit a variety of readers, with summary bullet points, a
variety of reference exhibits and comprehensive narrative to provide context for the
information and viewpoints shared.

MYTHOLOGY AND THE PERMANENCE OF CHANGE
Traditional myths are exaggerated stories that help explain issues, usually natural and social phenomena. They often
involve supernatural beings or events and in their inception are widely held beliefs despite their fictitious origins.
One of my favorite myths is that of Prometheus - a Titan god who helped Zeus defeat his own father to become the chief
god of Mount Olympus. However, Prometheus was also fond of the immortal “man”. So much so that, he stole fire from
Zeus and gave it to man to overcome struggling and improve civilization. He was dammed by Zeus to gruesome
punishment until Hercules released him from his torment.
Prometheus is considered one of the great benefactors of humans – the teacher of science and arts and, yes, the God of
fire. Moreover, his name is suggested to mean forethought, which according to Oxford means “careful consideration of
what will be necessary or may happen in the future.”
In this context; we provide some consideration for what may occur soon regarding our economy and markets, including
how innovation (science and technology) is changing our workforce and economy. There are plenty of myths (and
emotions) regarding what could unfold. We will cut through the noise and provide historical and fundamental
perspectives. To set the stage, we start with a quote from a famous ancient Greek philosopher, Heraclitus.

“There is nothing permanent except change.”
– Heraclitus

ELECTION IMPACT
In our recently published, ”Election Investment Handbook”, we highlighted four concepts. One, a history lesson of market
returns during various presidential and congressional make-ups. Second, we discussed the role of uncertainty during
election periods. Third, we highlighted what is most important in this election cycle – control of the Senate and eventual
policies. Fourth, we concluded with potential investment outcomes. As of this writing, with the election now less than 30
days away, let’s revisit a few of these themes.
History Lesson – Market Returns (Political Regimes)
While there are certainly differences and opinions on which policies are better for the economy and markets – not always
the same – a simple review of market (S&P 500) performance during various presidencies may be surprising. Since 1929,
investors enjoyed a positive return 64% (7 of 11; not including current 4-year term) of the time during Republican
presidencies and 93% (13 of 14) of the time during a Democrat presidency. When combining presidencies for a party 4year calculation (e.g. Roosevelt/Truman in 1945), then investors enjoyed a positive return 80% of the time with
Republicans and 92% with Democrats. The domestic equity market has average annual returns of 13.9% during the term
(inauguration to inauguration) for Democrat presidencies compared to 7.9% for Republican presidencies.
Moreover, being that market returns can be influenced by government policies, it is important to note what is likely to be
legislated through Congress. After all, our government consists of three equal branches. According to the analysis
highlighted in Exhibit 1, market returns vary further when considering how the Senate and House of Representatives is
populated. Under these considerations, the best market performance has occurred when government is divided with
checks and balances in place among its parties.
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Exhibit 1: Market Returns Under Various Congressional and Presidential Occupancies

Source: Bloomberg, Past Performance is no guarantee of future results. As of 8/26/2020. Data is represented by the S&P 500 Index. The S&P 500 is
considered generally representative of U.S. equity market performance. The United States has not had a Democratic President, Republican Senate and
Democratic House since 1889 and therefore is out of the date range for this analysis.
Note: The 2000 election resulted in a 50–50 tie in the Senate, and the Constitution gives tie-breaking power to the vice president. The vice president was
Democrat Al Gore from January 3, 2001 until the inauguration of Republican Richard Cheney on January 20. Then on May 24, Republican Senator Jim
Jeffords of Vermont left the Republican Party to caucus with the Democrats as an independent, resulting in another shift of control. This period was
treated as a Republican President, Democratic Senate and Republican House.

The Role of Uncertainty
Borrowing from human psychology and market history, we know that uncertainty drives higher levels of volatility and can
cause selloffs or softening markets while investors “cash out” until certainty prevails. We don’t have to look any further
than our last presidential election to see this.
Going into the election on November 8, 2016, Hillary Clinton enjoyed a lead in various polls. (As it turns out, the national
polls were accurate relative to the popular vote, but polling in key states was less accurate and created an eventual
surprise once the Electoral College count came into play.) However, prior to the election markets tended to slip whenever
negative news came out on Hillary Clinton (e.g., FBI public commentaries). In fact, the night of the election as it appeared
that then-candidate Donald Trump was going to win, equity market futures sold off massively to the point that circuit
breakers kicked in to halt the selloff at the maximum allowed negative 5%. In the days that followed, as uncertainty gave
way to the realization of potential pro-growth policies, such as tax cuts and deregulations, investors drove the equity
market higher.
What’s Important –Policies & Congress
While we encourage readers to revisit the ”Election Investment Handbook” for a high-level outline of various policies and
likely scenarios under a variety of election outcomes, we provide some direction based on recent trends.
Based on the current odds of a Democrat presidency, a primary question appears to be around who will control the
Senate. A divided government would serve to temper some of the fiscal spending, tax increases and regulatory plans
currently suggested by former Vice President Biden. Under a Democrat sweep, the primary question would then be
whether fiscal stimulus and subsequent economic growth would offset potentially lower corporate profitability and
earnings. Most strategists think so. Some current estimates are for higher corporate tax rates to reduce corporate
earnings by approximately 4% to 5%. It is also important to note that if the economy isn’t firing on all cylinders, tax
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increases are less likely. Estimates for Biden’s fiscal stimulus and economic reform package are as high as $4 trillion – the
largest package since World War II. On an economy that declined to $19.5 trillion as of June 30, 2020, that is significant
stimulus that would boost the economy. A Republican win in the presidential election would be considered a status quo.
Civics Lesson – Contested Election & Important Dates
Elections can elevate emotions and our tribal tendencies. And, this election is unprecedented in modern times with the
trifecta of a pandemic, social unrest and economic suppression. It has become so heated that President Trump now
suggests he may contest the election.
While a disputed election may result in delays, from a practical standpoint it will most likely not be prolonged. To
challenge voting results in battleground states, the margin of defeat would have to be very thin or voting irregularities
would have to be proven. In either case, the law provides a framework and timelines for disputes, so a resolution is likely
within weeks. The following outlines important dates and potential events that could come into play.
•

•
•
•
•
•

November 3: Election Day – Only eight states do not start counting pre-election day ballots until election day.
Some mail-in votes will not be counted on this date as some states allow votes to be counted that are post
marked by election day. Based on current trends, it is likely we know the election winner in the days following, if
not on election night.
December 8: Safe Harbor Day – Congress must honor each state’s decision on election challenges and outcomes.
December 14: Electoral College Day – Electors cast their votes; all but 18 states require electors to vote
according to the election vote outcome. Governors may play a confirmation and certification role.
January 6: Congress Counting of Electoral Votes – New Congress is sworn in on January 3rd with an official
ceremonial counting on January 6th.
January 11: House & Senate Vote – Providing no candidate obtains the necessary electoral votes, the House
votes (1 vote per state) to determine the President and the Senate votes on the Vice President.
January 20: Inauguration Day – In all circumstances the incumbent presidency ends. If the winner is still not
determined due to a tie vote in House, then the Speaker of the House becomes President.

History Lesson – Social Unrest & Market Returns
While markets not knowing the election outcome by the following morning are rare, it is not unprecedented. When this
has occurred the equity markets have tended to be weak until certainty prevails. In exhibit 2 we take a closer look at
market returns around the 2000 Bush/Gore delayed election outcome, as well as during other occasions of social
unrest.
As shown, the average (mean) market return of all events is sometimes higher immediately -- and certainly higher -- 20
and 60 trading days later. However, the market did trend down during the Bush/Gore Florida “hanging-chad” saga. The
U.S. Supreme Court ruled in favor of Bush and against a recount on December 12 ahead of the Electoral College vote.
Whatever course the markets take over the rest of 2020, the more pressing issue is the shape and direction of the
economy. We were entering a bear market in late 2000/early 2001 that was followed by a recession. In contrast,
today, we are starting the next economic expansion fueled by unprecedented monetary and fiscal stimulus.
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Exhibit 2: Market Returns Around Social Unrest

Source: Bloomberg, Encyclopedia Britannica, Wikipedia. As of September 30, 2020. The S&P 500 Index, which measures the market performance of 500
large companies on the stock exchanges of the US. The “Event Dates” reflect the period shown on the graph i.e. 11/2/1963, 8/9/1974, 12/19/1998,
11/7/2000, 12/18/2018; 8/11/1965, 7/23/1967, 4/4/1968, 5/4/1970, 4/29/1992, 11/30/1999, 4/29/1992, 11/30/1999, 4/9/2001, 5/25/2020,
8/23/2020. Past Performance does not guarantee future results.

JOBS, JOBS, JOBS
A common myth is that the economy can’t be in good shape if unemployment is high. After all, the consumer makes up
70% of the U.S. economy. This concern is ever more present today. If a significant number of people are without a
paycheck, won’t that hurt the economy? The short answer is yes, but the longer answer is more complicated.
Jobless Recoveries
An economy can expand without elevated employment. This is called a jobless recovery and has happened numerous
times before. According to Cornerstone Macro, the last three economic expansions were jobless recoveries. Exhibit 3
shows employment lagged the economy as defined by Gross Domestic Production (GDP) by 3 quarters, 5 quarters and 9
quarters. Accordingly, it is possible that our current expansion may not reach a new peak until the second half of 2021
with employment (or unemployment) not reaching pre-Covid-19 levels until 2022. That would be in line with the
1990s/2000s recoveries, but much faster than the last expansion.
Exhibit 3: Jobless Recoveries

Prior Peak

Trough (Low)
New Peak

Time to New Peak

GDP (Real)
1990 Q3
1991 Q1

1991 Q4
3 quarters

1990 – 1991

GDP & Employment Lags Under Prior Three Expansions
Employment

GDP (Real)

1991 Q3

2001 Q3

1990 Q2
1993 Q1

6 quarters

(3 quarters lag)

2001 Q2

2002 Q1
2 quarters

2001 – 2005

Employment

GDP (Real)

2003 Q2

2009 Q2

2001 Q1

2005 Q1

7 quarters

(5 quarters lag)

2007 – 2011

2007 Q4
2011 Q2

8 quarters

Source: Cornerstone Macro. Gross Domestic Production is real (post-inflation). Employment is measured with payroll employment.
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Employment
2008 Q1
2010 Q1

2014 Q2

17 quarters

(9 quarters lag)

Changing Employment Landscape
There are forces playing out in a much greater degree than in the past. For starters, personal income has actually
increased under the CARES Act. The government helped sustain paychecks with increased unemployment benefits and
direct payments. While the economy is expanding again, in part, due to these efforts, it is still important that another
round of paycheck funding find its way into the economy, particularly to the unemployed. Whether this occurs before the
election is a question. Either way, additional support will come post-election.
The second issue playing out is that of creative destruction. That is, innovation and technological advances have
accelerated trends that may have played out over the next three to five years into three to five months. That has and will
continue to have a major impact on entire industries and types of jobs. A closer look at the total job market and its
underlying components is instructive here.
Creative Destruction (Innovation)
There are multiple layers to this story. At the broader sector level, areas such as manufacturing, which
represents 8.6% of the workforce, has declined by 29.1% since the beginning of 2000. This is in part due to
offshoring, but also largely due to technological advances driving efficiencies. Whereas, higher paying
professional and business services, which are generally more prominent in advanced economies, now represents
8.3% of the workforce but has increased 40.3% since 2000. Similarly, the education & health services sector
represents 22.3% of the workforce and has grown 36.3% over the same time period.
When getting more granular at the sub-industry level, we note that areas that have received much attention,
such as coal mining only has 44,500 total employees or just 0.03% of the workforce and has declined 39.6% since
2000. However, oil and gas services, which would include fracking and greener natural gas employs 3.5 times as
many employees and has increased 24.4% over the same time period. The entire mining & logging sector only
employs 613,000 employees. While the source (St. Louis Fed) doesn’t capture clean energy jobs specifically, a
variety of sources such as the D.C. Department of Energy and the U.S. Energy & Employment Report suggest that
the U.S. employed over four million workers (2017) in the clean energy and sustainable economy (impacting
many industries/sectors). While not necessarily apples-to-apples, a direct comparison does suggest solar jobs
alone outnumber coal jobs 1.6 to 1. It is also estimated that wind and solar energy jobs outnumber coal and gas
jobs in 30 states. (Source: International Renewable Energy Agency, Department of Energy and the Bureau of
Labor Statistics).
Pandemic Destruction
More recently, the pandemic has impacted industries prone to restricted mobility, while also accelerating the
creative destruction process in others. While some industries have been particularly hit, it is helpful to
understand their total size, particularly relative to other areas that are prospering.
For example, traditional retailers, such as clothing and accessory stores have been particularly hit, while
essential food and beverage as well as non-store retailers have prospered. Air travel has been particularly hit
hard with a 20.6% decline in jobs year-to-date. However, jobs related to the auto industry (monthly sales are
now approaching pre-Covid-19 levels) employ 4.8 times more employees. And, as a sign of e-commerce trends,
couriers and messengers, as well as warehouse and storage jobs are also witnessing tremendous growth. Each of
these industries employ more than 2 and 3 times the level of the air industry, respectively.
It is also helpful to note that areas such as the booming housing market, as well as manufacturing and technology sectors
have large job multiplier effects. And, nearly 50% of all corporate expenditures are tied to technology investment
(hardware, software, etc.). These trends will continue providing additional winds in the sails of the changing employment
landscape.
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Exhibit 4: Employment Trends
Narrower Specific Industries Total Employees % of Workforce
Clothing & Accessories Stores
Food & Beverage Stores
Non-store Retailers
Air Transportation

964,200

0.70%

% Change Yearto-Date
-25.27%

% Change
Since 2010
-28.90%

% Change Since
2000
-26.50%

3,139,600

2.20%

0.40%

0.50%

33.40%

13.30%

404,300

0.30%

-20.60%

-12.50%

-33.10%

554,800

1.60%

1,943,900

Warehouse & Storage

1,253,800

0.90%

4.50%

99.30%

145.70%

44,500

0.03%

-12.90%

-42.80%

-39.62%

Coal Mining

Oil & Gas Extraction

936,600

156,900

-5.80%

0.70%

8.90%

0.11%

0.70%

20.60%

4.90%

Motor Vehicle & Parts Dealers
Couriers & Messengers

1.40%

11.40%

81.30%

0.30%

6.20%

57.90%

24.40%

Source: St. Louis Fed. Changes are from each January 1 date in 2020, 2010 and 2000 all through September 30, 2020.

MARKET RECAP
Giving respect to the adage, “the market is not the economy,” risk assets had another strong quarter as the world
continued to recover from one of the worst pandemics in modern history. Over the last several months, governments
and central banks deployed an unprecedented level of stimulus, pushing down sovereign bond yields, elevating equity
valuations and compressing fixed income credit spreads.
Global equity markets gained (MSCI ACWI) 8.2% in the quarter with the U.S. (S&P 500) returning 8.9% and international
developed rising 4.9%. Emerging market equities (MSCI EM) led the way with a 9.7% gain. China (MSCI China) was a
stand-out performer with a 12.6% move in the quarter bringing the year-to-date total to 16.5%. Global equities are
following a consistent theme in which large-cap equities are beating small-caps and growth is beating value.
Domestic and global convertible performance has been on a tear. U.S. convertibles (Barclays U.S. Convertible) returned
13.9% in the quarter, bringing the year-to-date total to 23.5%. Global converts (Barclays Global Convertible) generated
returns of 11.4% and 16.9%, respectively. Elevated volatility tends to benefit convertible performance relative to equities.
Also helping the asset class is issuance trends. The U.S. is on a record pace for annual issuance and global markets are
seeing the highest level since 2007.
Treasury yields backed up 2 basis points (0.02%) relative to the end of the second quarter and the U.S. aggregate bond
market returned 60 basis points (0.6%). U.S. credit assets continued to recover with a 4.6% gain in high yield. Investment
grade credit returned 1.5% in the 3rd quarter, bringing the year-to-date total within 20 basis points (0.20%) of the U.S.
aggregate index; an impressive turnaround after the first quarter’s turmoil.
Municipal bonds have not recovered as quickly as the corporate market. In the 3rd quarter, municipals returned 1.2%
bringing the year-to-date total to 3.3%. For the week ending 9/30/20, municipal bonds notched its 22nd consecutive
week of positive net flows, according to the Investment Company Institute. Flows have reverted to positive territory for
the year after record setting outflows in the March and April time period.
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Exhibit 5: Primary Asset Class Returns

Source: Bloomberg (As of September 30, 2020) 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, 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.
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PORTFOLIO IMPLICATIONS
U.S. and global economies are experiencing V-shape type recoveries. Being that the government-induced economic
shutdowns are now being reversed, additional focus on vaccines and therapies will play a role in the shape of the
recovery from here. As we alluded in our previous quarterly commentary, “Disruption, Courage and Innovation”,
innovation has fostered numerous advances on the medical front that have certainly gained momentum of late. It is likely
economies will continue to advance, but at a slower pace. In addition, the unprecedented monetary and fiscal policy
stimulus, globally, will continue to push this next economic expansion regardless of who wins the U.S. presidential
election.
The primary question on the election front may come down to who controls the Senate. The policy outcome of a Biden
win will be dependent on who controls the Senate. A divided government (Democrat President/House and Republican
Senate) would put checks on the tax hikes for corporations and income earners over $400,000. It would also temper the
large amount of economic reform stimulus Biden has planned. As stated previously, a Trump win would be a sign of
status quo. On either front, equities should continue to be a favored asset class. Bond returns will largely be locked into
low yields as the Federal Reserve is set on keeping rates low for several years. Many of these scenarios suggest a
continued weakness in the U.S. dollar, which should be an additional support to an already less-expensive international
equity market.
Volatility, as represented by pace of plus or minus 2% daily market moves in U.S. equities, has moderated from first
quarter levels (exhibit 6). However, volatility has returned to levels not seen in a decade and is likely to continue over the
upcoming months.
Exhibit 6: Volatility Is Back

Source: Bloomberg. Data as of 9/30/2020. Past Performance is no guarantee for future results. The S&P 500 Index, which measures the market
performance of 500 large companies on the stock exchanges of the US.

Equities
A basic question for longer term investors is, what is the long-term outlook for stocks versus bonds? On the domestic
front, the current 10-year US Treasury rate is 0.76% (as of October 8, 2020). So, the question would be, can U.S. equities
provide a better return over a similar 10-year time period? The answer is an overwhelming, (albeit no-guaranteed) yes!
Exhibit 7 shows that the domestic equity market (i.e., S&P 500) has been positive 100% of the time, historically, over
rolling 10-year periods as measured by calendar years. It has been positive 93% and 74% of the time on rolling five-year
and one-year periods.
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Exhibit 7: Time Increases Probability of Positive Equity Returns

Source: Bloomberg. S&P 500 is considered generally representative of the U.S. equity market. Each bar chart represents a one-year, five-year or 10-year
annualized return calculated on a rolling calendar year basis. Past performance is no guarantee of future results.

While many more nuances and multiple time frames should be considered when making a final allocation, a more
scientific comparison of equities versus bonds can be empirically measured with the equity risk premium. 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 323 basis points (3.23%). Exhibit 8 shows that when the spread is at these levels, the
historical average forward 12-month return of the S&P 500 is favorable. However, during tumultuous swings over shorter
time periods, news events and the direction of markets is more important than valuation levels.
Exhibit 8: Equity Risk Premium Favors Equities

Source: Bloomberg as of 9/30/2020. 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).
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Domestic equity valuation levels are expensive based on 2020 earnings expectations, albeit those earnings are
accelerating and beating expectations. The market appears to be looking out and banking on strong 2021 earnings. In
addition, it is important to compare the landscape of other investment options. International equities provide more
attractive absolute and relative valuation levels, which could equate to stronger returns relative to domestic stocks.
International developed and emerging markets should benefit from better virus containment, favorable trade
agreements, similarly strong fiscal and monetary policies and a growing case for a declining U.S. dollar.
Exhibit 9: International Provides More Attractive Valuations
Index (Relative to Self)
S&P 500
MSCI EAFE
MSCI EM
Relative to S&P 500
S&P 500
MSCI EAFE
MSCI EM

Index (Relative to Self)
S&P 500
MSCI EAFE
MSCI EM

Price to Book (PB)

Current PB

Historical Avg.

Ratio

3.8x
1.6x
1.7x

3.0x
1.9x
1.6x

1.2x
0.8x
1.1x

Current PB
1.0x
0.4x
0.5x

Historical Avg.
1.0x
0.6x
0.5x

Ratio
1.0x
0.7x
0.9x

Price to Earnings (TTM)

Current PE
26.1x
34.9x
20.0x

Historical Average
19.7x
25.8x
14.9x

Ratio
1.3x
1.4x
1.3x

Relative to S&P 500
Current PE
Historical Average
Ratio
S&P 500
1.0x
1.0x
1.0x
MSCI EAFE
1.3x
1.3x
1.0x
MSCI EM
0.8x
0.8x
1.0x
Source: Bloomberg as of 9/30/2020. Valuation analysis is monthly beginning December 1995. Past Performance is no guarantee of future results. S&P
500 is represented by the S&P 500 Index; MSCI EAFE, is represented by the MSCI EAFE Index; MSCI EM, is represented by the MSCI EM Index. TTM =
Trailing Twelve Months.

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.
Based on our macro-environment outlook, we like the characteristics of this asset class for some investors. Exhibit 10
shows the historical valuation of the asset class relative to global equities. And, the primary strategy that we utilize
perceives a significant discount to their modified fair-value of the companies in which they invest. We continue to have a
high conviction in this asset class and find valuations and yields attractive.
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Exhibit 10: Global Infrastructure Valuations

Source: Bloomberg. As of September 30, 2020; 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.

Fixed Income
Bonds look expensive relative to history, inflation and other asset class comparisons. While the dislocation seen in the
market earlier in the year was pronounced and presented great opportunities, much of those lower hanging returns
have been recaptured. This is witnessed through higher credit spreads (i.e., corporate bond yields above treasuries) that
we have written about that have now sharply retraced themselves with the largest exception being in municipal
securities.
The Federal Reserve made a significant philosophical change in how they evaluate inflation when setting monetary
policies. They have indicated that they are going to target higher average levels of inflation than they have in the past.
That is, they want inflation to run above 2% for a meaningful period before increasing short-term Fed Funds rates. The
European Central Bank has telegraphed a similar message. As U.S. Treasuries are already negative on an after-inflation
basis (Exhibit 11), the current and future for most fixed income asset classes looks challenging.
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Exhibit 11: Real Interest Rates Are Negative

Source: Bloomberg. Source: BLS, FactSet, Federal Reserve, J.P. Morgan Asset Management. Real 10-year Treasury yields are calculated as the daily
Treasury yield less year-over-year core CPI inflation for that month except for September 2020 where real yields are calculated by subtracting out August
2020 year-over-year core inflation.

Convertibles
Convertibles and corporate high yield bonds have outperformed domestic stocks during wider spread environments. This
may be particularly prophetic since a case can be made that domestic equities have already rallied strongly.
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 (Exhibit 12).
Convertibles continue to be attractive based on low interest rates, wide corporate spreads, higher market volatility and
significant new convertible bond issuance.
Exhibit 12: Asymmetrical Return Pattern Creates Opportunity –A Historical Global Financial Crisis Example
A Return Profile That Was Asymmetrical During The Global Financial Crisis
(Cumulative Returns; Not Annualized)

200
175

Convertble And High Yield Outperformed During The Global Financial Crisis Turmoil And
Recovery...
Drawdown

Recovery

-50

-44.4

-25

-32.4

25
0

64.8

96.1

98.8
43.2

50

67.9

72.7

75

-42.9

Return (%)

100

113.7

125

95.2

141.8

150

Dec 2007 Nov 2008

... Equating to better downside capture ratios and even stronger upside capture
ratios

Nov 2008 Dec 2009
Corporate High Yield

Nov 2008 Dec 2010
US Converts

Nov 2008 Dec 2012

S&P 500
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Source: Bloomberg. Past Performance doesn’t
guarantee Future Results. For Illustrative purposes
only --- Corporate High Yield is represented by the
Bloomberg Barclays US Corporate High Yield, 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; Converts is
represented by the ICE BofA Convertible Index, which
is U.S. dollar denominated investment grade and noninvestment grade convertible securities sold into the
U.S. market and publicly traded in the United States.
The Index constituents are market value weighted
based on the convertible securities prices and
outstanding shares, and the underlying index is
rebalanced daily; S&P 500 is considered generally
representative of the U.S. equity market. Drawdown:
is a peak-to-trough decline during a specific period for
an investment, trading account or fund. A drawdown
is usually quoted as a percentage between peak and
the subsequent trough.

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, income strategies that are not reliant on interest rates can provide an attractive
complement. Exhibit 13 shows the attractive behavior of the Calamos Market Neutral Income Fund that we often use in
portfolios.
Exhibit 13: Market Neutral Approach Offers Compelling Behavior

Source: Bloomberg Past performance is no guarantee of future results. Source: Bloomberg. Data from the first full month since inception (10/31/1990)
through 09/30/2020 for CVSIX. While the strategy in this fund is the same as the shorter institutional class CMNIX, Calamos Wealth Management tends
to use the cheaper institutional class.

IN CLOSING
Successful investing requires experience, discipline and perspective. It requires critical thinking that can cut through noise
and perceived myths. As we suggested last quarter, human ingenuity, innovation and courage would get us through
tough times. We are witnessing the fruits of such. As we turn to this next quarter and the end of a 2020 (that many hope
to forget), it is worth noting that markets rarely experience calm waters. Tough times call upon our innate Promethean
foresight and ingenuity to navigate to safer harbors. So, in closing we site another famous Greek – shipping magnate,
Aristotle Onassis.

“We must free ourselves of the hope that the sea will ever rest.
We must learn to sail in high winds.”
– Aristotle Onassis
Please contact your wealth management advisor or any member of your Calamos Wealth Management advisory team for
further information.
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Definitions and Disclosures
MSCI Emerging Markets Index (As of 9/30/20) is an index used to measure equity market performance in global emerging markets.
ACWI ex. US (As of 9/30/20): The Morgan Stanley Capital International All Country World Index Ex-U.S. (MSCI ACWI Ex-U.S.) is a market-capitalizationweighted 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.
S&P 500 (As of 9/30/20) 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 9/30/20). The Convertible Index is measured by Bloomberg Barclays Convertible Securities track a marketcap 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 9/30/20), 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 9/30/20). 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 pricereturn basis (AMZ) and on a total-return basis (AMZX)
FTSE NAREIT Index: (As of 9/30/20). 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 9/30/20). 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 9/30/20), 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.
Bloomberg Barclays US Corporate High Yield Bond Index (As of 9/30/20), 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.
Bloomberg Barclays US Corporate Investment Grade Index (As of 9/30/20) 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 9/30/20), covers the U.S. denominated, investment grade, fixed-rate, taxable bond market of
SEC registered securities.
Bloomberg Barclays Emerging Markets USD Aggregate (As of 9/30/20) 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 9/30/20) 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 9/30/20), 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.
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S&P Listed Private Equity index (As of 9/30/20), 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 9/30/20): tracks the performance the Global Convertible securities and is unhedged
MSCI Europe (As of 9/30/20): is a free float weighted equity index that measures the performance of the Europe Developed Markets
MSCI Japan (As of 9/30/20): is a free float weighted equity index of the JPY index
MSCI China (As of 9/30/20): 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 9/30/20).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 9/30/20).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.
S&P 500 Analyst Price Targets: As of 3/31/20. Source: Bloomberg. A composite of the S&P 500’s underlying stocks’ prices and the associated return
that the covering analysts believe is available over the next 12-months.
Market Implied Default Rate: Calculated by dividing the credit spread (as of March 31, 2020) by the loss rate – for HY the assumed loss rate is 60% and
for IG the assumed loss rate is 40%.
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.
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 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.
To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she
is encouraged to consult with the professional advisor of his/her choosing. Calamos Wealth Management LLC is neither a law firm nor a certified
public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. If you are a Calamos Wealth
Management LLC client, please remember to contact Calamos Wealth Management LLC, 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. A copy of the Calamos Wealth Management LLC’s current written disclosure statement discussing our advisory services and fees is available
upon request.
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