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Closed -End Fund Report  
 

The Month in Closed-End Funds: July 2013 
PERFORMANCE 

At the beginning of July investors cheered a better-than-expected nonfarm payrolls 

report that showed the economy adding 195,000 jobs in June, sending the market 

higher and tanking Treasury prices. But the month wasnôt all smooth sailing for 

equities. Interest-related issues came under fire on continued concerns of Federal 

Reserve ñtapering,ò and oil prices jumped after the military ousted Egyptôs president 

from office. Nonetheless, Lipperôs equity CEF macro-group posted plus- side returns 

on both a NAV basis and a market basis, returning 2.91% and 2.04%, respectively. 

Pulled down by continued rising-interest-rate fears and a bankruptcy filing by one of 

the largest cities in the U.S. (Detroit), it wasnôt surprising to see fixed income CEFs 

post their third consecutive month of negative returns, losing 0.74% on a NAV basis 

and 3.99% on a market basis for July. 

During the month investors turned their focus to second quarter earnings reports 

after being somewhat placated by Fed Chairman Ben Bernankeôs assurances that 

despite all the talk of ñtapering,ò the Fed would keep interest rates low for an 

extended period. At month-end Thomson Reuters Proprietary Research team 

reported that, of the 303 S&P 500 constituents that had reported second quarter 

earnings so far, 69% had beaten their analyst forecasts. Despite Google, Intel, and 

Microsoft each reporting earnings below analyst expectations, investors pushed the 

major indices to all-time highs during the month, with the Dow Jones Industrial 

Average (DJIA) reaching its twenty-eighth record close of the year, the S&P 500 

posting its twenty-third record close for the year, and the NASDAQ (+6.56%) posting 

its strongest monthly return since January 2012. Toward month-end the markets 

were given a further boost by stronger-than-expected earnings from Apple and 

Facebook. The DJIA returned 3.96% for July, while the S&P 500 produced a 4.95% 

return for the month. 

Mixed earnings and economic news put a cap on market returns toward month- end. 

Investors kept an eye on the global market, with a special focus on signs of Chinaôs 

slowing factory output, Egyptôs growing unrest (and the impact on oil prices), and the 

Eurozoneôs impressive preliminary PMI data. 

During the first half of the month Treasury prices remained on a roller-coaster ride, 

whipsawed by news and Fed-tapering concerns. After coming off highs midmonth 

Treasury yields softened a bit, but longer-dated issues still closed above their June 

month-end close. Imminent tapering concerns sent the benchmark ten-year 

Treasury yield to its highest close since August 2, 2011ðjumping to 2.70% on July 

10ðbefore closing the month up 8 basis points (bps) at 2.60%. The 117-bp increase 

in yield since its low on July 26, 2012 (1.43%) represents an amazing 82% increase 

in yield in just a year. At maturities of seven years or greater the Treasury yield curve 

shifted up , with the twenty- and thirty-year yields rising the mostð12 bps to 3.34% 

and 3.64%, respectively, on July 31. Much as in June, the selloff in Treasuries also 

led to a significant selloff in municipal debt funds as investors contemplated the 

Fedôs next move, future tax reforms, and the credit risk of municipalitiesðespecially 

after Detroit filed for Chapter 9 bankruptcy protection on July 15ðfor the nationôs 

largest municipal bankruptcy case. 

  

  

 

The Month in Closed-End Funds: July 2013 

 
ÅFor July only 15% of all closed-end funds (CEFs) 

traded at a premium, with 17% of equity funds 

and 13% of fixed income funds trading in 

premium territory to their NAVs. None of the 

Lipper CEF macro-groups witnessed a narrowing 

of discounts in July. 

 

ÅFor the first month in four all of Lipperôs equity 

CEF and taxable fixed income CEF 

classifications were in the black. 

 

ÅFor the third consecutive month all of the 

municipal bond fund groups posted returns in the 

red, with national municipal bond funds (-2.48%) 

mitigating losses slightly better than their single-

state municipal debt fund brethren (-2.52%). 

 

ÅWith China continuing to show some economic 

weakness and with interest rate-sensitive issues 

struggling,  it wasnôt surprising to see Emerging 

Market Funds (+0.71%), Real Estate Funds 

(+0.93%), and Income & Preferred Stock Funds 

(+1.26%) at the bottom of the equity universe in 

July. 

 

Authored by: 

TOM ROSEEN 
HEAD OF RESEARCH 

SERVICES 

LIPPER, DENVER 

http://thomsonreuters.com/
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For July the dollar weakened against the euro (-2.05%) and the 

yen (-0.84%), but gained against the pound (+0.23%). 

Commodities prices were on the rise for the month, with near-

month crude oil prices gaining 8.77% to close the month at 

$105.03/barrel; gold prices reversed their recent slide into the 

abyss, gaining 7.24% to end the month at $1,312.40/ounce. 

 

For July 61% of all CEFs posted NAV-basis returns  in the 

black, with 89% of equity CEFs and only 43% of fixed income 

CEFs chalking up returns in the plus column. While concerns 

over the timing of the Fedôs future tapering cast a level of 

uncertainty over the markets, M&A news, better-than-expected 

ADP data, and reports that indicated the economy grew at a 

faster rate in Q2 (1.7%) than was expected kept investors in the 

game. Despite concerns about a slowing China economy, 

investors generally cheered the strong preliminary readings from 

the Eurozone purchasing managers index and pushed the 

World Equity CEFs macro-group to positive performance 

(+2.48%) for the first month in three, sandwiched between the 

top- performing equity macro-groupðdomestic equity CEFs 

(+3.36%)ðand the mixed-asset CEFs macro-group (+2.09%) 

for the month. 

 

For the first month in four all of the equity CEFs and taxable 

fixed income CEFs classifications were in the black, while none 

of the municipal debt classifications posted returns on the plus 

side. Given the increase in longer-dated Treasury yields, the 

impact on spread products, and predictions by Meredith 

Whitney of Detroitôs bankruptcy starting a wave of municipal 

bankruptcies, it wasnôt surprising to see the municipal bond 

funds macro-group (-2.50%) pushed once  again to the bottom 

of the fixed income group, underperforming taxable domestic 

bond CEFs (+1.46% on a NAV basis) and world bond CEFs 

(+0.74%). 

 

Only 25 equity CEFs posted returns in the red for July, with 16 of 

the 25 being housed in Lipperôs World Equity Funds macro-

group. Convertible Securities Funds (+4.14%), Core Funds 

(+4.14%), and Value Funds (+3.91%) were at the top of the 

leader board for July. Equities tied to mortgage-sensitive issues 

(such as home builders) and China plays lagged other equity 

classifications, pushing Emerging Markets Funds (+0.71%), 

Real Estate Funds (+0.93%), and Income and Preferred Stock 

Funds (+1.26%) to the bottom of the pack. For the remaining 

equity classifications returns ranged from negative 1.28% 

(Pacific ex-Japan Funds) to 3.87% (Developed Markets Funds). 

 

Seven of the ten top-performing individual funds were housed in 

Lipperôs Sector Equity CEFs classification, with the two top-

performers being healthcare/ biotechnology-related funds and 

the next two being precious metals-related funds. At the top of 

the chart 

 

CLOSED-END FUNDS LAB 

Source: Lipper, a Thomson Reuters company 

April 2013 
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was H&Q Healthcare Investors (NYSE: HQH), gaining 12.52% 

on a NAV basis and traded at a 0.44% discount at month-end. 

Following HQH were H&Q Life Sciences Investors (NYSE: 

HQL), posting a 12.05% return and traded at a 1.62% discount 

on July 31; ASA Gold & Precious Metals Limited (NYSE: 

ASA, Juneôs laggard), rising 10.18% on a NAV basis and traded 

at an 5.21% discount at month-end; Central GoldTrust 

(AMEX: GTU), chalking up a 10.07% return and traded at a 

3.01% discount at month-end; and BlackRock Health 

Sciences Trust (NYSE: BME), rising 8.26% and traded at a 

1.42% discount on July 31. 

 

For the month the dispersion of performance in individual equity 

CEFsðranging from minus 8.21% to positive 12.52%ðwas 

narrower than Juneôs spread and more positively skewed. The 

20 top-performing equity funds posted returns in excess of 

6.03%, while the 20 lagging funds were at or below minus 

0.27%. 

 

Given the concerns about the global economy, it wasnôt 

surprising to see RENN Global Entrepreneurs Fund, Inc. 

(AMEX: RCG), housed in Lipperôs Global Funds classification, 

at the bottom of the equity CEF group. RCG shed 8.21% of its 

June month-end value and traded at a 43.19% discount on July 

31. The next poorest performing equity fund was warehoused in 

Lipperôs Emerging Markets Funds classification: Aberdeen  

Chile Fund, Inc. (AMEX: CH) declined 7.60% and traded at a 

15.35% premium at month-end. 

 

For the third consecutive month all of Lipperôs municipal debt 

CEF classifications posted negative NAV-based returns, withð

as one might imagine given Detroitôs bankruptcyðMichigan 

Municipal Debt Funds (-3.42%) and General & Insured 

Municipal Debt Funds (Leveraged) (-2.84%) once again taking 

the worst of the beatings. However, for July one of Juneôs 

leaders once again mitigated losses better than the other 

classifications; General & Insured Municipal Debt Funds 

(Unleveraged) (-1.41%) was one of the top performers, while 

Intermediate Municipal Debt Funds (-0.90%) was the top-

performing classification in the group. The municipal debt funds 

macro-group (-2.50%) significantly underperformed by 396 bps 

its taxable domestic CEFs counterpart (+1.46%). National 

municipal debt funds (-2.48%) mitigated losses slightly better 

than their single-state municipal debt fund counterparts (-

2.52%). 

 

As conditions improved slightly for the world markets, the two 

classifications making up Lipperôs World Income Funds macro-

group (+0.73%) just managed to remain in the plus column: 

Emerging Markets Debt Funds (+0.71%) and Global Income 

Funds (+0.74%). With investors still looking for higher yields, 

High Yield Funds (Leveraged) (+2.44%), High Yields Funds 

(+2.04%), and Loan Participation Funds (+1.60%, Juneôs 

leader) rose to the top of the domestic bond funds group.    

  

  

 

U.S. Mortgage Funds (+0.09%, also Juneôs group laggard) and 

General Bond Funds were the laggards of the group. Even after 

hearing assurances by Fed Chairman Bernanke that interest 

rates would remain low in the near future, the two-/ ten-year 

Treasury spread still widened 13 bps from Juneôs month-end 

216 bps. In the domestic taxable fixed income CEFs universe 

(+1.46%) the remaining classification returns ranged from 

0.75% (Corporate BBB-Rated Debt Funds [Leveraged]) to 

1.36% (Flexible Income Funds). 

 

At the head of the fixed income CEFs class were three funds 

housed in Lipperôs High Yield (Leveraged) Funds classification: 

Avenue Income Credit Strategies Fund (NYSE: ACP), rising 

3.47% and trading at a 2.82% discount on July 31; Franklin 

Universal Trust (NYSE:FT), tacking 3.37% onto its June 

month-end value and traded at a 10.47 discount at month end; 

and Neuberger Berman High Yield Strategies Fund 

Inc.(NYSE: NHS), posting a 3.30% return and traded at an 

8.16% discount on July 31. 

 

For the remaining funds in the fixed income CEFs universe 

monthly NAV-basis performance ranged from minus 5.04% 

(BlackRock Municipal Target Term Trust [NYSE: BTT], at 

the bottom of the group for the second consecutive month), 

housed in Lipperôs General & Insured Municipal Debt Funds 

(Leveraged) classification and traded at a 1.76% discount) to 

3.28% for BlackRock Corporate High Yield Fund III, Inc. 

(NYSE: CYE), housed in Lipperôs High Yield (Leveraged) Funds 

classification and traded at a 7.88% discount on July 31. The 20 

top-performing fixed income CEFs posted returns at or above 

2.55%, while the 20 lagging funds were at or below negative 

3.38%. 

  

PREMIUM AND DISCOUNT BEHAVIOR 
  

For July the median discount of all CEFs widened 319 bps to 

8.06%ðmuch lower than the 12-month moving average 

discount (2.34%). Equity CEFsô median discount widened 97 

bps to 8.41%, while fixed income CEFsô median discount 

widened 385 bps to 7.87%. Municipal bond fundsô median 

discount widened 379 bps to 7.85%. National municipal debt 

funds witnessed the largest widening of discounts for the 

month, widening 430 basis points to 7.58%, while World  Equity 

Fundsô median discount witnessed the smallest wideningð0.44 

bps to 10.60%. None of the macro- groups experienced 

narrowing of their discounts during July. 

 

For the month 16% of all fundsô discounts or premiums 

improved, while 83% worsened. In particular, 30% of equity 

funds and only 7% of fixed income funds saw their individual 

discounts narrow, premiums widen, or premiums replace 

discounts. The number of funds traded at premiums on July 31 

(94) was 40 more than on June 28. 
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IPOs 
The initial public offering for Principal Real Estate 

Income Fund (NYSE: PGZ) raised approximately 

$126 million in gross proceeds. Underwriters have 

the option to purchase additional common shares at 

the public offering price (less the sales load) within 45 

days of the IPO to cover any overallotments. 

 

RIGHTS, REPURCHASES, TENDER OFFERS 
A tender offer for up to 7.5% of the outstanding 

common shares of Liberty All-Star Equity Fund 

(NYSE: USA) at 96% of NAV is expected to begin at 

the end of August. If more than 7.5% of its 

outstanding shares are tendered, the fund will 

purchase shares on a pro rata basis. 

. 
Tender offers for up to 5% of the outstanding shares 

of each of The Central Europe, Russia and Turkey 

Fund (NYSE: CEE) and The New Germany Fund 

(NYSE: GF) will expire on August 28, 2013, unless 

extended. If more than 5% of either fundôs shares are 

tendered, that fund will purchase shares from 

tendering shareholders on a pro rata basis. 

 

The next tender offer measurement period will begin 

September 16, 2013, and expire December 6, 2013, 

for The Central Europe, Russia and Turkey Fund 

(NYSE: CEE), The New Germany Fund (NYSE: 

GF), and The European Equity Fund (NYSE: EEA). 

If any fundôs shares trade at an average discount of 

more than 10% during the 12-week measurement 

period, that fund will commence a tender offer for up 

to 5% of its outstanding common shares at 98% of 

NAV. 

  

The three-for-one transferable rights offering for The 

Gabelli Healthcare & Wellness(Rx) Trust (NYSE: 

GRX) was oversubscribed. The fund issued 3.7 

million common shares, which raised over $33.6 

million.  The fund received total subscriptions 

(including oversubscription requests) for over 9.4 

million common shares. 

  
The semiannual repurchase offer for up to 5% of the 

common shares of The Asia Tigers Fund (NYSE: 

GRR) was oversubscribed. Approximately 905,000 

shares were tendered for an offer on less than 

200,000 shares outstanding. On a pro rata basis 22% 

of the shares tendered were accepted for payment. 

 

The Thai Fund (NYSE: TTF) terminated the 

contractual investment plan in Thailand through 

which the fund previously held all of its Thai assets 

and will now invest directly in the securities of Thai 

companies. In addition, a tender offer will commence 

around August 12, 2013, for up to 15% of the fundôs 

common shares at 98.5% NAV. If more than 15% of 

the fundôs outstanding shares are tendered, it will 

purchase them on a pro rata basis. 

 

MERGERS AND REORGANIZATIONS 
Royce Value Trust (NYSE: RVT) filed a proxy 

statement seeking shareholder approval to allow the 

fund to contribute about $100 million of its cash and/or 

securities to a newly formed CEF spin-off, Royce 

Global Value Trust. All of Royce Global Value Trustôs 

common shares would then be distributed to the 

common shareholders of the spin-off fund. RVT 

shareholders will be asked to approve a change to an 

investment restriction to facilitate completion of the 

spin-off at a special meeting on September 5, 2013. 

  
OTHER 
Invesco Advantage Municipal Income Trust II 

(VKI), Invesco Bond Fund (VBF), Invesco 

California Value Municipal Income Trust (VCV), 

Invesco Municipal Trust (VKQ), Invesco Municipal 

Income Opportunities Trust (OIA), Invesco 

Municipal Opportunity Trust (VMO), Invesco 

Pennsylvania Value Municipal Income Trust 

(VPV), Invesco Quality Municipal Income Trust 

(IQI), Invesco Senior Income Trust (VVR), Invesco 

Trust for Investment Grade Municipals (VGM), 

Invesco Trust for Investment Grade New York 

Municipals (VTN), and Invesco Value Municipal 

Income Trust (IIM) are amending their dividend 

reinvestment plans to adopt ñopt-outò plans. If a fundôs 

common shares are trading at a premium, 

shareholders will pay the greater of NAV or 95% of 

the market price; if a fundôs shares are trading at a 

discount, investors will pay the market price for their 

reinvested shares. If at any time shareholders do not 

want to participate in the plan and would prefer to 

receive dividends and capital gains distributions in 

cash, theyôll need to contact Invesco to withdraw from 

the plan. The amendments to the dividend 

reinvestment plans will become effective September 

3, 2013. 

 

Directors of  The Taiwan Fund (NYSE: TWN) voted 

to discontinue the fundôs discount management 

program effective July 30 and instead to implement a 

managed distribution program with a quarterly 

distribution target of 5%  (annually) of market price. 

The new plan remains subject to regulatory 

approvals. 

 

 
 

 

Authored by: 

JEFF TJORNEHOJ 
HEAD OF LIPPER 
AMERICAS RESEARCH 
LIPPER, DENVER 
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Blackstone Mortgage Trust (NYSE: BXMT) filed an 

automatic shelf registration statement with the SEC 

that will permit the fund to potentially offer more 

common shares, preferred shares, depositary shares, 

debt, warrants, subscription rights, and other 

securities and any combination. Underwriters of the 

fundôs May 2013 initial public offering granted a 

limited waiver with respect to the 180-day lock-up 

agreement in connection with the offering, solely to 

permit the filing of the shelf registration statement. 

 

The Thai Capital Fund (NYSE: TF) will apply for 

liquidation of its investment plan with the Thai 

Securities and Exchange Commission. Following 

liquidation, the advisor anticipates completely 

dissolving the fund by September 30, 2013, and 

expects to pay an initial liquidation distribution (for 

about 90% of the fundôs portfolio) to shareholders 

around August 15, 2013. 

 

UBS Global AM has agreed to extend its voluntary 

fee waiver through July 31, 2014, for Managed High 

Yield Plus Fund (NYSE: HYF). For the period 

August 1, 2009, to July 31, 2013, UBS Global AM 

waived a portion of the fee it received under the 

management contract so as not to exceed 0.55% of 

the fundôs net assets. UBS Global AM will also extend 

its voluntary fee waiver for Global High Income 

Fund (NYSE: GHI) for another year until July 31, 

2014. 

 

Neuberger Berman MLP Income Fund (NYSE: 

NML) entered into a leverage financing facility with 

access to $500 million of debt; the fund recently 

raised $1.1 billion in its IPO. 

 

Trustees of Nuveen Floating Rate Income Fund 

(NYSE: JFR), Nuveen Floating Rate Income 

Opportunity Fund (NYSE: JRO), Nuveen Short 

Duration Credit Opportunities Fund (NYSE: JSD), 

and Nuveen Senior Income Fund (NYSE: NSL) 

approved changes to allow up to 30% of managed 

assets to be invested in securities rated CCC+ and 

below. The board approved changes to each fundôs 

investments policies in an effort to unify investment 

policies across Nuveen senior loan CEFs and to 

increase the fundsô investment flexibility. 

 

Mario Gabelli lifted a page from Warren Buffetôs 

playbook recently when GAMCO Investors (NYSE: 

GBL), advisor to several CEFs, created a 

shareholder- designated charitable contribution 

program in which each shareholder will be eligible to 

select one charity to which the company will donate 

$0.25 per share. To be eligible the shares must be 

registered in the ownerôs name by GAMCOôs transfer 

agent by July 31. Approximately 20 million shares are 

currently registered in shareholdersô names, from 

which GAMCO is expected to make total 

contributions of $5.0 million. 

  
The investment manager for AllianzGI International 

& Premium Strategy Fund (NYSE: NAI)ðAllianz 

Global Investors Fund Managementðagreed to a 

voluntary fee waiver of 0.10% for fiscal year 2014. 

The advisor also waived fees in fiscal year 2013 but 

had not done so in previous fiscal cycles. 
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Category 

Average of 

1MO NAV 

Change 

Average of 

1MO Mkt 

Change 

Average 

P/D 

5/31/2013 

Average 

P/D 

6/30/2013 

Average of 

1 MO P/D 

Change 

Average of 

YTD NAV 

Change 

Average of 

YTD Mkt 

Change 

Average of 

YTD P/D 

Change 

California Municipal Debt Funds -3.07% -6.67% -2.14 -5.58 -3.44 -10.76% 16.22% -3.67 

Convertible Securities Funds 3.79% 2.75% -5.68 -6.7 -1.02 8.35% -8.95% 6.47 

Core Funds 4.14% 2.27% -6.26 -6.93 -0.67 16.67% -18.25% 12.05 

Corporate BBB-Rated Debt Funds(Leveraged) 0.57% -2.99% -3.24 -6.48 -3.24 -3.16% 9.04% -2.87 

Corporate Debt Funds BBB-Rated 0.37% -1.37% -8.75 -10.53 -1.78 -5.03% 11.25% 2.32 

Developed Market Funds 4.05% 4.25% -9.03 -8.89 0.14 10.13% -11.08% 10.53 

Emerging Markets Debt Funds 0.26% -1.17% -6.11 -7.72 -1.61 -11.78% 15.00% 2.21 

Emerging Markets Funds 0.45% 0.43% -8.18 -7.91 0.27 -7.95% 7.72% 8.89 

Flexible Income Funds 1.07% -0.57% -7.67 -9.37 -1.70 -1.39% 7.13% 2.42 

General & Insured Muni Debt Funds 
(Leveraged) 

-3.32% -7.38% -2.95 -6.93 -3.98 -11.79% 17.85% -3.82 

General & Insured Muni Funds (Unleveraged) -1.77% -3.64% -4.77 -6.45 -1.68 -6.50% 11.21% -0.13 

General Bond Funds 4.07% -0.63% -0.58 -3.51 -2.93 -9.21% 4.60% -4.65 

Global Funds 3.31% 2.57% -8.77 -9.56 -0.79 5.25% -5.92% 8.82 

Global Income Funds 0.24% -3.10% -5.1 -7.83 -2.73 -2.23% 9.19% -2.01 

Growth Funds 1.50% 22.17% -1.71 1 2.71 3.04% -38.18% 14.69 

High Yield Funds 1.57% -0.31% -3.02 -5.61 -2.59 0.54% 3.50% -2.11 

High Yield Funds (Leveraged) 2.30% -1.70% -1.5 -4.87 -3.37 5.00% 0.18% -3.16 

High Yield Municipal Debt Funds -2.63% -6.66% -0.49 -4.6 -4.11 -9.14% 14.24% -5.71 

Income & Preferred Stock Funds 4.17% -1.35% -2.37 -4.16 -1.79 9.61% -3.99% 0.76 

Intermediate Municipal Debt Funds -1.34% -4.82% -2.06 -5.59 -3.53 -8.27% 13.36% -3.77 

Loan Participation Funds 1.02% -1.06% 2.47 0.3 -2.17 3.38% -2.55% -3.27 

Michigan Municipal Debt Funds -3.90% -9.82% -7.87 -12.77 -4.90 -12.40% 19.46% 0.19 

New Jersey Municipal Debt Funds -2.79% -6.16% -4.87 -8.19 -3.32 -10.81% 19.52% -5.22 

New York Municipal Debt Funds -2.83% -6.56% -1.91 -5.6 -3.69 -10.93% 17.12% -4.87 

Options Arbitrage/Opt Strategies Funds 3.00% 2.50% -5.05 -5.47 -0.42 5.01% -8.09% 7.84 

Other States Municipal Debt Funds -2.80% -5.84% -1.73 -4.71 -2.98 -10.46% 15.64% -3.97 

Pacific Ex Japan Funds 1.59% 2.29% -10.78 -10.22 0.56 -3.13% 6.52% 7.69 

Pennsylvania Municipal Debt Funds -2.95% -7.62% -6.12 -10.6 -4.48 -11.05% 19.26% -3.07 

Real Estate Funds 0.43% -1.59% -3.69 -6.09 -2.40 2.28% -10.01% 4.99 

Sector Equity Funds -42.80% 1.70% -1.14 -2.74 -1.60 -35.43% -9.02% 1.00 

U.S. Mortgage Funds -0.45% -3.67% -6.46 -9.2 -2.74 -0.52% 7.08% 0.76 

Value Funds 3.84% 3.28% -10.56 -11.13 -0.57 13.92% -16.51% 12.69 

http://thomsonreuters.com/
http://cef.capitallink.com/media/videos.html?articleID=DsW8WtlsBhScwGN
http://www.lipperweb.com/default.aspx
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Fund Name Category 
Ticker 

Symbol 

1-Month NAV 

Change 
Rank 

H&Q Healthcare Investors Sector Equity Funds HQH 12.52% 1 

H&Q Life Sciences Invtrs Sector Equity Funds HQL 12.05% 2 

ASA Gold & Prec Met Ltd Sector Equity Funds ASA 10.18% 3 

Central GoldTrust Sector Equity Funds GTU 10.07% 4 

BlackRock Health Sciences Sector Equity Funds BME 8.26% 5 

Fund Name Category 
Ticker 

Symbol 

1-Month 

Market Change 
Rank 

GAMCO Gl Gld NR & Inc Sector Equity Funds GGN 10.66% 1 

Kayne Anderson Mstr/Engy Sector Equity Funds KMF 10.05% 2 

GAMCO NR Gld & Inc Tr Sector Equity Funds GNT 9.95% 3 

J Hancock Finl Opptys Sector Equity Funds BTO 9.35% 4 

H&Q Life Sciences Invtrs Sector Equity Funds HQL 9.01% 5 

Fund Name Category 
Ticker 

Symbol 

Year-to-Date 

Market Change 
Rank 

H&Q Healthcare Investors Sector Equity Funds HQH 42.17% 1 

H&Q Life Sciences Invtrs Sector Equity Funds HQL 34.34% 2 

J Hancock Finl Opptys Sector Equity Funds BTO 32.84% 3 

Salient Midstream & MLP Sector Equity Funds SMM 27.33% 4 

Gabelli Multimedia Trust Global Funds GGT 26.75% 5 

Fund Name Category 
Ticker 

Symbol 

Year-to-Date 

NAV Change 
Rank 

H&Q Healthcare Investors Sector Equity Funds HQH 34.06% 1 

H&Q Life Sciences Invtrs Sector Equity Funds HQL 32.09% 2 

New Ireland Fund Developed Market Funds IRL 26.26% 3 

Boulder Total Return Core Funds BTF 23.53% 4 

Tortoise Energy Inf Corp Sector Equity Funds TYG 23.16% 5 

Fund Name Category 
Ticker 

Symbol 

1-Month P/D 

Change 
Rank 

Aberdeen Chile Emerging Markets Funds CH 11.12 1 

GAMCO NR Gld & Inc Tr Sector Equity Funds GNT 6.96 2 

DWS Multi-Mkt Income Tr General Bond Funds KMM 5.13 3 

GAMCO Gl Gld NR & Inc Sector Equity Funds GGN 4.96 4 

Brookfield Gl Lsd Infr Sector Equity Funds INF 4.91 5 

Fund Name Category 
Ticker 

Symbol 

Year-to-Date 

P/D Change 
Rank 

PIMCO Gl StksPLUS & Inc Options Arbitrage/Opt Strategies Funds PGP 32.27 1 

PIMCO High Income High Yield Funds (Leveraged) PHK 23.73 2 

PIMCO Str Glbl Govt Global Income Funds RCS 18.48 3 

Pioneer High Income Tr High Yield Funds (Leveraged) PHT 16.37 4 

PIMCO Corp & Inc Oppty Corporate BBB-Rated Debt Funds(Leveraged) PTY 16.37 5 

http://cef.capitallink.com/media/videos.html?articleID=DsW8WtlsBhScwGN
http://www.lipperweb.com/default.aspx
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Analyst, Wells Fargo Advisors 

Mariana F. Bush, CFA 
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Wells Fargo Advisors 

W. Jeffrey Lee 
Analyst, Wells Fargo Advisors 

Similar to the second half of 2012, the pace of the closed-end fund (CEF) initial public 
offerings (IPOs) continued to accelerate during the first half of 2013 in both the number and 
the assets raised. This report highlights a few recent trends. 

 

Half Year IPOs

1H13 18 12,595 700

2H12 14 7,980 570

1H12 10 4,339 434

2H11 6 1,970 328

1H11 11 3,918 356

2H10 10 4,814 481

1H10 8 2,918 365

2H09 5 1,295 259

1H09 8 1,034 129

2H08 1 142 142

1H08 1 120 120

Total 

Assets

Average 

Assets

$ Millions

Number of IPOs and Assets Raised 

  

CEF issuance, as measured by the number of CEF IPOs and 

total annual assets raised, remains below pre-crash levels. 

However, the pace of the IPO market has been accelerating over 

the past two years. During the first half of 2013, 18 CEF IPOs 

raised $13.6 billion in aggregate, averaging $700 million per IPO. 

Perhaps mirroring the recovery in the stock market, these levels 

of asset raises are approaching those levels before the crisis ð 

in the first half of 2007 $24.1 billion in assets were raised, 

averaging $860 million per CEF IPO. It is surprising that the CEF 

IPO market remained robust in May and June despite the market 

weakness that triggered valuations to cheapen among existing 

CEFs (tighter premiums and wider discounts), as eight IPOs 

raised a total of $3.7 billion during the two months. In addition, 

this is the third-consecutive half-year with an increase in the 

number of IPOs, total raised assets and average assets per IPO, 

which can be seen in the chart to the right.  

  

The first IPO of the year, the PIMCO Dynamic Credit Income 

Fund (PCI, $21.63), raised a total $3.0 billion, the third-largest 

IPO on record. In addition, through the end of June 2013, there 

were five CEF IPOs that raised at least $1 billion in assets; the 

first time the IPO market has hit this mark during a half-year 

since 2007 and only the second time on record. Not only were 

the aggregate and average half-year IPO assets the largest 

since 2007, the size of the individual IPOs were some of the 

largest on record. The four additional CEF IPOs raising at least 

$1 billion included the DoubleLine Income Solutions Fund 

(DSL, $22.17), raising $2.3 billion, the First Trust Intermediate 

Duration Preferred & Income Fund (FPF, $23.26), raising $1.4 

billion, the ClearBridge American Energy MLP Fund (CBA, 

$20.30), raising $1.1 billion, and the Neuberger Berman MLP 

Income Fund (NML, $19.53), raising $1.0 billion.   

Sources: Morningstar Traded Fund Center and Wells 

Fargo Advisors 

  

See the charts on page two for the number of IPOs and 

assets raised per half year since 2003. In addition, page 

four includes CEF IPOs this year through June 30. 

__________________________ 
1 Closed-end fund offerings resemble those of a stock more so than a mutual fund or open-end fund.  Typically, most of the shares of a closed-end fund are 

issued at its IPO, and additional shares may be issued later only through infrequent secondary offerings, rights offerings, or in some cases, reinvestment of 

distributions. 

  

 

http://cef.capitallink.com/media/videos.html?articleID=DsW8WtlsBhScwGN
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Average Yields 

  

Similar to the past couple of years, the average initial 

distribution rate (the first distribution, annualized, divided by the 

IPO price) has generally remained lower than what it was before 

the crisis.  In addition, excluding a small group of national 

municipal bond IPOs, the range of initial distribution rates 

remains much narrower than before the crisis. The magnitude of 

the difference between the highest and lowest initial yields has 

tightened from its peak of 15.5% in 2004 to 3.8% for the first half 

of 2013. If we were to exclude the municipal CEFs that were 

launched this year (or if we were to calculate their tax-equivalent 

yields), the magnitude of this difference would be an even 

tighter 2.6%. Whatôs more, the highest initial distribution rate 

continues to trend lower, and it was at the lowest level over the 

past ten years in the first half of 2013, as seen in the chart 

above. We believe this is an indication that CEF managers and 

underwriters continue to exercise caution when setting the 

target distribution rate range, even as some have entered asset 

classes and sectors with higher risk profiles. In the past, CEFs 

that were issued at an initial yield that was too high often did not 

fare well ð they tended to reduce their distribution too soon 

after the IPO or their NAV eroded more easily.   

 

Asset Classes 

  

The asset class that continues to dominate the IPO market is 

fixed-income, raising a total $9.9 billion, with master limited 

partnerships (MLPs) representing the only equity exposure 

receiving any significant demand, raising $2.5 billion. The 

preponderance of fixed-income IPOs should come as no 

surprise given two factors: 1) although the target distribution rate 

ranges have gradually been declining, they still remain very 

attractive to fixed-income investors given the current low-

interest-rate environment; and 2) since the IPO price of a CEF is 

set at a premium to NAV, there may be limited success with an 

equity-only IPO as the significant majority of existing equity 

CEFs currently trade at (sometimes wide) discounts to NAV. 

 

One group within the fixed-income categories that received 

significant demand, raising $6.2 billion among only four IPOs, 

included CEFs with the ability to invest across multiple sectors. 

For example, certain CEFs could include such sectors as 

corporate bonds (both investment-grade and below-investment-

grade), emerging-market debt and mortgage-backed securities 

(MBS), ultimately affording portfolio managers the ability to 

stretch their legs and seek opportunities as they present 

themselves (within certain limitations established by the defined 

investment guidelines). We believe  
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http://cef.capitallink.com/media/videos.html?articleID=DsW8WtlsBhScwGN
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that these four IPOs were successful with their assets raised 

due, in part, to the managers behind the CEFs (e.g., Bill Gross 

and Jeffrey Gundlach for PCI and DSL, respectively) and 

investorsô desire to expand their fixed-income portfolios 

beyond that of plain vanilla strategies.  

  

Another interesting trend that emerged during the latter half of 

2012 was the return of the national tax-free municipal bond 

CEFs. Since June 2012, there have been six national muni 

bond IPOs, raising a total of $3.3 billion (most of which was 

among the three launched in 2012). What we found to be most 

interesting was that five of the six CEFs have defined terms. 

The defined term structure often receives interest from 

investors because it affords them the ability to align their 

planned investment horizon with a diversified portfolio 

providing a higher distribution rate than what is currently 

available in the market. In addition, one of the latest national 

muni CEFs, the almost one-year-old BlackRock Municipal 

Target Term Trust (BTT, $18.60), has a specifically-defined 

price to be delivered at maturity (but a return of the price is not 

guaranteed), a strategy not seen with muni CEF IPOs in ten 

years. It will be interesting to view the ability of BTT to satisfy 

that objective without sacrificing too much yield; however, the 

young CEF vehicle has already reduced its distribution once. 

 

 

 

As mentioned before, the one part of the equity CEF market 

that continues to receive steady demand is MLPs as the 

amount raised year-to-date through the end of June 2013 has 

already exceeded the total assets raised in 2012. One of the 

latest trends for the MLP CEF IPO market is the inclusion of 

MLP General Partnerships (GPs) within the investment 

parameters. Unlike a Limited Partnership, a GP controls the 

underlying MLP and its assets, with typically only a 2% 

ownership stake in the partnership. Although only with a 

minimal ownership stake, the GP owns incentive distribution 

rights (IDRs), which entitle it to receive a disproportionate 

amount of the incremental cash flow, providing an accelerated 

distribution growth rate for the GP in addition to higher total 

return potential in a growing partnership. A number of existing 

MLP CEFs have also had follow-on offerings, which can take 

place only if the CEF is trading at a premium. Such offerings, 

which expand the supply of shares, quickly dampen the 

premium of the fund. 

  

In general, the CEF IPO market has remained robust in 2013 

as measured by both the number of IPOs and the total assets 

gathered. That being said, given the recent selloff in the CEF 

market, with the average discount of both the CEF universe 

and fixed-income CEFs reaching levels not seen since 2011, 

we would not be surprised to see the IPO market take a 

breather in the near-term.  

 

Ticker Name Category

Inception 

Date

Assets 

Raised 1 

($ mil)

PCI PIMCO Dynamic Credit Income Fund Multi-Sector Debt 1/29/2013 3,025

NIQ Nuveen Intermediate Duration Quality Municipal Term Fund National Municipal 2/7/2013 188

AIF Apollo Tactical Income Fund Inc Bank Loans 2/26/2013 280

BIT BlackRock Multi-Sector Income Trust Multi-Sector Debt 2/26/2013 720

BOI Brookfield Mortgage Opportunity Income Fund Inc Government/Mortgage 3/26/2013 420

MIE Cohen & Steers MLP Income and Energy Opportunity Fund Inc Master Limited Partnerships (MLPs) 3/26/2013 480

ETX Eaton Vance Municipal Income Term Trust National Municipal 3/26/2013 205

NML Neuberger Berman MLP Income Fund Inc Master Limited Partnerships (MLPs) 3/26/2013 1,005

DSL DoubleLine Income Solutions Fund Multi-Sector Debt 4/26/2013 2,300

DMB Dreyfus Municipal Bond Infrastructure Fund Inc National Municipal 4/26/2013 254

FPF First Trust Intermediate Duration Preferred & Income Fund Preferreds Leveraged 5/24/2013 1,420

DFP Flaherty & Crumrine Dynamic Preferred and Income Fund Inc Preferreds Leveraged 5/24/2013 450

IVH Ivy High Income Opportunities Fund High Yield Leveraged 5/29/2013 317

CBA ClearBridge American Energy MLP Fund Inc Master Limited Partnerships (MLPs) 6/26/2013 1,050

EFF Eaton Vance Floating-Rate Income Plus Fund Bank Loans 6/26/2013 135

GGM Guggenheim Credit Allocation Fund Multi-Sector Debt 6/26/2013 150

JPW Nuveen Flexible Investment Income Fund Multi-Asset Global 6/26/2013 70

PGZ Principal Real Estate Income Fund REIT - U.S. 6/26/2013 126

1. Includes exercised Green Shoe assets

Source: Morningstar and Wells Fargo Advisors

http://cef.capitallink.com/media/videos.html?articleID=DsW8WtlsBhScwGN
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Price NAV Price NAV Price NAV Price NAV Price NAV

Assets 

($ mil)

Inception 

Date

AIF XAIFX N/A N/A N/A N/A N/A N/A N/A N/A -8.45 -0.58 272 2/26/2013 2.91%

BIT XBITX N/A N/A N/A N/A N/A N/A N/A N/A -10.53 -3.18 664 2/26/2013 2.10%

BOI XBOIX N/A N/A N/A N/A N/A N/A N/A N/A -6.46 -2.53 433 3/25/2013 2.52%

BTT XBTTX N/A N/A N/A N/A N/A N/A N/A N/A -19.16 -13.55 1,550 8/29/2012 1.07%

CBA XCBAX N/A N/A N/A N/A N/A N/A N/A N/A 3.25 0.31 1,010 6/26/2013 1.82%

DFP XDFPX N/A N/A N/A N/A N/A N/A N/A N/A -0.04 -2.78 419 5/23/2013 1.90%

DMB XDMBX N/A N/A N/A N/A N/A N/A N/A N/A -15.40 -11.48 242 4/26/2013 1.71%

DSL XDSLX N/A N/A N/A N/A N/A N/A N/A N/A -6.56 -4.91 2,309 4/26/2013 1.30%

EFF XEFFX N/A N/A N/A N/A N/A N/A N/A N/A 0.50 0.00 131 6/26/2013 2.24%

ETX XETTX N/A N/A N/A N/A N/A N/A N/A N/A -18.16 -13.06 183 3/28/2013 0.77%

FPF XFPFX N/A N/A N/A N/A N/A N/A N/A N/A 0.00 -3.52 1,330 5/23/2013 1.92%

GGM XGGMX N/A N/A N/A N/A N/A N/A N/A N/A 0.04 0.00 143 6/26/2013 1.48%

IVH XIVHX N/A N/A N/A N/A N/A N/A N/A N/A 0.00 -1.26 308 5/24/2013 2.16%

JPW XJPWX N/A N/A N/A N/A N/A N/A N/A N/A 0.50 N/A 66 6/26/2013 2.41%

MIE XMIEX N/A N/A N/A N/A N/A N/A N/A N/A -0.39 1.20 456 3/26/2013 1.88%

NIQ XNIQX N/A N/A N/A N/A N/A N/A N/A N/A -16.26 -7.58 170 2/6/2013 1.27%

NML XNMLX N/A N/A N/A N/A N/A N/A N/A N/A -0.86 2.74 1,079 3/25/2013 1.24%

PCI XPCIX N/A N/A N/A N/A N/A N/A N/A N/A -5.98 0.97 3,054 1/31/2013 1.28%

PGZ XPGZX N/A N/A N/A N/A N/A N/A N/A N/A 0.00 N/A 122 6/26/2013 2.62%

Source: Bloomberg; Performance as of 6/30/13; Assets as of June 30, 2013

Returns are average annualized total returns, except those for periods of less than one year, which are cumulative.

Gross 

Expense 

Ratio

Annualized, Standardized Total Returns (%) as of 6/30/13

1 Year 3 Years 5 Years 10 Years Since Inception

The performance provided is past 
performance, which does not guarantee 
future results and current performance may 
be lower or higher than the performance 
data quoted. The investment return and 
principal value of an investment will 
fluctuate and shares, when sold, may be 
worth more or less than their original cost.  
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 

Disclaimers 

All prices are as of July 25, 2013, unless indicated otherwise. 

  

You should be aware that investments can fluctuate in price, value and/or income, and you may get back less than you invested.  We recommend that existing shareholders consider their objectives, their risk 

tolerance, and the size of their positions relative to their portfolios when evaluating their holdings. 

  

The investments discussed are not suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and financial circumstances. 

  

A closed-end fund has both a net asset value (NAV) and a price, and these two values may differ.  A closed-end fundôs NAV is the total value of the securities in the portfolio minus any liabilities, divided by the 

fundôs number of common shares outstanding.  The fundsô price is the market value at which the fund trades on an exchange.  Changes in investor demand for a particular closed-end fund may cause the fund to 

trade at a price that is greater (lower) than the NAV; in that case the fund is trading at a premium (discount) to its NAV.  Since a fundsô premium or discount to its NAV may narrow or widen, a closed-end fundsô 

price return may differ from its NAV return. 

  

Investing in fixed-income securities involves certain risks such as market risk if sold prior to maturity and credit risk especially if investing in high yield bonds, which have lower ratings and are subject to greater 

volatility. All fixed-income investments may be worth less than original cost upon redemption or maturity.  Bond prices fluctuate inversely to changes in interest-rates.  Therefore, a general rise in interest rates can 

result in the decline of the value of your investment.  Income from municipal securities is generally free from federal taxes and state taxes for residents of the issuing state. While the interest income is tax-free, 

capital gains, if any, will be subject to taxes. Income for some investors may be subject to the federal Alternative Minimum Tax (AMT). 

  

Closed-end funds that invest primarily in Master Limited Partnerships (MLPs) may be subject to additional risks not associated with other closed-end funds.  These risks may include but are not limited to the 

following: an MLPôs ability to access external capital and identify attractive acquisitions (MLPs typically do not retain earnings to any meaningful extent and thus usually rely on external sources when raising capital, 

e.g., via follow-on offerings), concentration risk (lack of diversification because of exposure to just one or a few sectors), commodity price risk (MLPs may be sensitive to the price changes in oil, natural gas, etc.), 

liquidity of underlying securities (there may be limited trading markets for the securities in the fund), regulatory risk (changes in the regulatory environment could negatively impact the securities in the fund), 

sensitivity to rising interest rates (if interest rates were to increase, it could place pressure on MLP valuations), tax risk (a change in the current tax law regarding MLPs could result in the MLP being treated as a 

corporation for federal income tax purposes which would reduce the amount of cash flows distributed by the MLP), and extreme weather risk.  

  

Additional information available upon request.  Past performance is not a guide to future performance.  The material contained herein has been prepared from sources and data we believe to be reliable but we 

make no guarantee as to its accuracy or completeness.  This material is published solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or 

investment product.  Opinions and estimates are as of a certain date and subject to change without notice.  
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Following a quarter in which the average 

closed-end fund was up 4.31%, the universe of 

595 funds was lower by 5.60% on a share price 

total return basis during the second quarter 

(both figures from Morningstar). For many 

funds, most of the weakness occurred during 

the month of June (when the average fund was 

lower by 6.09% on a share price total return 

basis, according to Morningstar). The selling 

pressure began in May when the yield on the 

10-year U.S. Treasury began a very swift move 

from 1.63% on 5/2/13 all the way to 2.48% by 

the end of the quarter (Bloomberg). This sharp 

rise in long-term interest rates not only put 

pressure on the net asset values (NAVs) of 

fixed-income funds that have long durations 

(particularly municipal funds), but also caused 

funds that donôt have long durations to sell off 

(such as senior loan funds, high-yield funds and 

limited duration multi-sector bond funds). This 

was magnified for funds which use leverage. 

For many quarters, and years for that matter, 

leading up to May/June 2013, many retail 

investors were in a ñrisk offò mode, focusing 

primarily on fixed-income and high-yielding 

investments. However, with the equity markets 

continuing to rise at an impressive pace, 

coupled with the surge in long-term interest 

rates, there was a palpable shift in May/June 

with investors 

 

shifting from ñrisk offò to ñrisk on.ò This 

manifested itself with investors not only selling 

yield oriented closed-end funds, but also with 

the significant outflows of money from open-end 

bond mutual funds. The yield-oriented sectors of 

the S&P 500, such as utilities, 

telecommunications, REITs (real estate 

investment trusts) and MLPs (master limited 

partnerships) turned out to be the worst 

performers for the quarter. 

 

The result of the weakness during the second 

quarter was that average discounts to NAV 

widened significantly during the quarter, 

creating many compelling values in the 

secondary market for closed-end funds, in my 

view. Indeed, at the end of the second quarter, 

the average fund was at a discount to NAV of 

3.8% (Morningstar). This level is wider than the 

1-year average discount to NAV of 0.6%, 3-year 

average discount to NAV of 1.8% and the 10-

year average discount to NAV of 0.7%. During 

these very volatile periods for the share prices 

of closed-end funds, there are often 2 key 

phenomenons which occur and the May/June 

period encompassed both of them as detailed 

below: 

 

1.  Share price weakness is more 

pronounced than NAV weakness and 

discounts to NAV widen: One of the unique 

characteristics of a CEF is that investors buy 

shares of a fund on a stock exchange as they 

would any other publicly traded security. This 

share price is independent from the underlying 

NAV of the fund. The NAV for most funds is 

calculated once a day after the market closes. 

During periods of enhanced volatility in the CEF 

marketplace, oftentimes share prices will sell off 

more severely than the actual weakness 

occurring in the NAVs of funds and this causes 

discounts to NAV to widen. While there is no 

single reason this occurs, it is mostly driven by 

the fact that CEFs are purchased at a share 

price on an exchange and are subject to the 

supply and demand relationship for the fund. 

When sentiment turns negative (as it did in a 

meaningful way in May/June), share prices can 

fall more than underlying NAVs. Furthermore, 

many CEFs are thinly traded and therefore it 

does not take a significant amount of added 

selling pressure to meaningfully move the share 

prices of many funds. During the second 

quarter, while share prices were lower on 

average by 5.60% (as mentioned above), 

underlying NAVs for the universe of 595 funds 

were only lower on an average by 4.55% on a 

NAV total return basis. This data point illustrates 

that during the quarter, share price weakness 

was more pronounced than underlying NAV 

weakness and contributed to the widening of 

discounts to NAV. 
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2.  CEFs trade as one asset class even though there are 

dozens of different CEF categories made up of many 

different asset classes: While a CEF is a structure and a 

way for investors to gain exposure to many different asset 

classes just like an exchange-traded fund (ETF) or unit 

investment trust (UIT), there are periods (such as the recent 

May/June period) when all CEFs seem to trade as one asset 

class and all trade lower (even though there are dozens of 

different asset classes spread out throughout the universe of 

595 CEFs). This was particularly true during the recent period 

of weakness when many categories of the CEF marketplace 

were experiencing meaningful share price weakness even 

though the underlying asset class and NAVs were relatively 

stable. For example, even though limited duration CEFs do 

not have meaningful duration risk and were not significantly 

impacted by the increase in long-term interest rates, the 

average limited duration CEF had share price total return 

weakness of 6.4% (Morningstar) during the quarter. NAVs for 

limited duration funds were only lower by 2.25% 

(Morningstar) on a total return basis. This is an example of a 

CEF category selling off in sympathy with other CEF 

categories even though the underlying asset class that these 

funds invest in performed much better than the share price 

weakness would indicate. While it can be frustrating in the 

short term for investors to see certain categories of the CEF 

marketplace trade lower even though underlying NAV 

performance is still holding up well, ultimately I believe over 

time the market and investors begin to differentiate between 

the categories of funds which are experiencing real NAV 

weakness with the categories that are not. 

  

While it is hard to know exactly why sometimes all CEFs 

trade as one asset class even though there are many different 

asset classes throughout the CEF universe, it might be 

related to the fact that when long-term interest rates moved 

higher in May/June, investors erroneously assumed that 

because long term rates were increasing and many CEFs 

employ the use of leverage, it must mean that leverage costs 

were rising for all leveraged funds. However, this is not the 

case (as most fundsô leverage costs are tied to short-term 

interest rates such as the Federal Funds rate which remains 

very low) and therefore these funds were not impacted by the 

increase in long-term rates. 

 

Outlook & Favored Categories 

While the recent period of broad weakness and discount 

widening across the closed-end fund universe might be 

frustrating and surprising for newer investors to this 

investment structure, it is not the first time CEFs have 

experienced this sort of volatility in the 100-plus year history 

they have been trading in the United States. In fact, I believe 

 

for patient, long-term investors, some of the best values and 

opportunities are created during these types of discount-

widening periods. Indeed, the last time the broad CEF 

marketplace experienced this type of weakness and discount 

widening was in the summer of 2011 when the U.S. debt was 

downgraded to AA+ from AAA by S&P and investors were 

also concerned about Greece (see report from 8/10/2011 

entitled ñDiscounts Continue to Widen...Opportunities Abound 

for Long-Term Investorsò). Investors who dollar-cost 

averaged into the weakness were ultimately rewarded. 

 

I also think it is vital during these periods of volatility to be 

reminded of the importance of the significant and compelling 

distributions CEFs make as it relates to the total return 

performance of funds over time. Indeed, according to 

Morningstar over the past 10 years ended 6/28/2013, the 

average cumulative share price capital return (which excludes 

distributions) for the universe of CEFs was only 5.95% (or an 

annualized 0.58%). However, when you factor in the 

distributions CEFs distribute and look at the average 

cumulative share price total return, the number is a much 

more impressive 79.19% (or an annualized 6.01%). These 

data points illustrate the importance of distributions 

compounding year after year and how significantly they 

contribute to the share price total return performance of 

CEFs. After all, the majority of CEFs have as their primary 

investment objective the goal of distributing current income. 

 

As the second half of the year commences, I continue to 

believe the overall back drop for diversified CEF investors 

remains a good one. Indeed, I think one of the key comments 

from the recent Federal Reserve meeting that appears to 

have been overlooked by investors is that the Fed intends to 

continue to keep the Federal Funds rate at the extremely low 

level of 0-0.25% for an extended period of time. This is 

particularly important as it relates to the CEF structure as 

roughly 70% of all CEFs employ the use of leverage. Most 

fundsô leverage costs are pegged off of short-term interest 

rates and therefore, with the Fed likely keeping rates at 0-

0.25% for an extended period of time, many funds will 

continue to have low leverage/borrowing costs, which is a 

positive factor, in my opinion. Furthermore, with the average 

CEF trading at a wider discount to NAV than historical 

averages, coupled with the very attractive average yield of 

6.57% (Morningstar, 6/28/13), I believe investors will look to 

take advantage of these compelling valuations and yields. 

Even though long-term interest rates did trend up in the 

second quarter, we are still in an overall low interest rate 

environment and an average yield of 6.57% is still attractive 

on both an absolute and relative basis, particularly in light of 

the very low inflation we continue to experience.  
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Another positive for credit-sensitive funds (such as high-yield 

and senior loan funds) remains the very low default rate. In 

fact, Moodyôs reported that the global speculative-grade 

default rate stood at 2.8% in June, no change from May. 

Moodyôs is forecasting a default rate of 3.2% for December 

2013. The rate stood at 3.1% a year ago. The historical 

average for the default rate on speculative-grade debt has 

been approximately 4.7% since 1983. The U.S. speculative-

grade default rate stood at 2.9% in June, no change from 

May. The rate stood at 3.3% a year ago. The default rate on 

senior loans stood at 1.49% in June, down slightly from 

1.50% in May, according to Standard & Poor's LCD. 

Leveraged loan managers expect the default rate to be in the 

vicinity of 1.8% in December. The historical average is 3.3%. 

 

While I believe the overall backdrop remains a favorable one 

for diversified CEF investors and the recent weakness has 

created many compelling opportunities in the secondary 

market, the volatility (particularly in longer duration fixed-

income funds such as municipal funds) does illustrate the 

interest rate risk which does exist in certain funds. While I 

believe municipal CEFs do have compelling characteristics 

such as average tax-free yields of 5.98% from primarily 

investment-grade bonds (Morningstar), average discounts to 

NAV of 3.0% (Morningstar), and continue to benefit from low 

leverage cost, I also continue to actively advocate investors 

diversify into less interest-rate sensitive areas such as 

domestic equity funds and credit-sensitive funds (such as 

senior loan, high-yield and limited duration multi-sector 

funds), along with maintaining some exposure to municipal 

funds given the compelling tax-free yields they provide.  

  

Since January of 2012 (see CEF commentary from 

1/18/2012) I have had the highest conviction level in domestic 

equity funds and senior loan funds and that is still the case as 

the second half of 2013 begins. Based on the First Trust 

Economic teamôs view that the U.S. economy will continue to 

grow this year at a moderate rate, coupled with our Chief 

Market Strategistôs view that domestic equities remain 

undervalued based on the potential for continued earnings 

growth in the S&P 500 over the next 12- months (as well as 

the fact that the S&P 500 continues to trade at a market 

multiple which is below its historical average), I continue to 

favor the underlying asset class of domestic equities. 

Furthermore, the Morningstar universe of 113 domestic equity 

funds trades at an average discount to NAV of 3.0%, which is 

wider than its 10-year average of a 0.05% premium to NAV. 

 

On the fixed-income side of the equation, I continue to have 

the highest conviction level in senior loan CEFs. While the 

Morningstar universe of 24 senior loan CEFs was lower by 

2.59% on a share price total return basis during the second 

quarter, the category is still up 15.01% on a share price total 

return basis over the past one year (Morningstar). Underlying 

NAVs for senior loan funds were only lower by 0.03% on a 

NAV total return basis (Morningstar). My positive thesis for 

advocating investors have exposure to senior loan CEFs is as 

follows: 

 

1. Defaults continue to remain low: The default rate on 

senior loans stood at 1.49% in June, down slightly from 

1.50% in May, according to Standard & Poor's LCD. This 

is significantly below the historical average of 3.3%. 

 

2. Senior loans remain one of few fixed-income asset 

classes below par: As of 6/28/13, the S&P LSTA U.S. 

Leveraged Loan 100 Index was at 97.13 (par is 100) 

(Bloomberg). While not a huge discount to par, it is at a 

discount nonetheless when most other fixed-income 

oriented asset classes are at premiums to par. 

Furthermore, historically when interest rates trend higher, 

senior loans trade right around this par level as there is 

not a lot of duration risk due to the floating-rate nature of 

the interest on the loans. Indeed, the last time interest 

rates trended higher from 2004-2006 was when the 

Federal Reserve increased interest rates from 1% to 

5.25% and long-term rates trended up as well. This index 

stayed in an extremely tight range with a low of 99.82 on 

1/2/04 and a high of 101.32 on 3/18/05, according to 

Bloomberg. 

 

3. Yields remain compelling: Average senior loan CEF has a 

distribution yield of 7.01% (as of 6/28/13, according to 

Morningstar). This average yield is particularly compelling 

in light of the limited duration risk the underlying asset 

class of senior loans have.  

 

As always, due to the fact that closed-end funds can exhibit 

periods of high volatility, investors are encouraged to maintain 

a long-term time horizon and exposure to different types of 

funds. 
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Global ETP Monthly Overview  
 

Source: BlackRock 
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Highlights (US$):1 

Global ETP flows rebounded strongly to $44.1bn in July 

following June outflows of ($5.2bn), showing that investors 

again used ETPs to express market sentiment.   

2013 year-to-date flows of $143.3bn have vaulted back ahead 

of the record pace of $128.3bn set in 2012, after dipping below 

record territory last month. 

The shift in market sentiment was once again influenced by 

comments from Ben Bernanke on July 10th to qualify his 

previous comments made on May 22nd and June 19th about the 

pace of bond purchases that had roiled markets.  The S&P 500 

reached a fresh all-time high of 1695.5 in July and closed out 

the month at 1685.7.2   

The ópullback and redeployô theme benefitted US Equities and 

to a lesser extent, Fixed Income, but did not extend to Gold or 

Emerging Markets  Equities. 

}July Equity flows scaled to a new 2013 monthly high of 

$39.3bn.  Investors gravitated to US Equities with 

accelerated flows of $31.6bn or nearly 72% of all July flows 

while the category accounts for 41% of ETP assets.  US 

Large, Mid, and Small Cap exposures drew in close to 

$24.0bn combined.     

ÅUS Equities have driven 69% of all Equity flows  

year-to-date with $102.6bn. 

ÅFlows into US Sector funds swelled to $6.2bn, the 

highest monthly total since 2008.   Investors favored more 

economically sensitive sectors including Financials with 

$2.3bn, Technology with $1.2bn, and Energy with $0.6bn.    

}Investors embraced Pan-European Equities, adding $2.8bn 

in July, the highest total since Decemberôs $3.0bn.  This is 

consistent with positive economic indicators for  Europeôs 

largest economy.  The German manufacturing PMI index 

unexpectedly expanded  to 50.3 in July from 48.6 in June.3  

A gauge of German services4 also rose to 52.5 from 50.4 last 

month, indicating growth accelerated.    

}Japanese Equity ETPs collected another $2.0bn in July, 

continuing to break year-to-date flows records with $28.0bn.  

These results were bolstered by the Bank of Japanôs ETP 

purchases of $0.8bn during the month  (totaling $5.5bn year-

to-date).5  Japanese elections gave Abe control of both 

chambers of parliament and he vowed to continue with 

ñAbenomicsò, a hallmark of which is accommodative 

monetary policy.   

 

 

GLOBAL COMMODITIES CUMULATIVE ETP FLOWS1  
2013 YTD Flows: ($31.6bn) 

GLOBAL FIXED INCOME CUMULATIVE ETP FLOWS1,9  
2013 YTD Flows: $24.2bn 

GLOBAL EQUITY CUMULATIVE ETP FLOWS1  
2013 YTD Flows: $148.0bn 
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Global ETP Monthly Overview (continued)  

 

GLOBAL 13-MONTH ROLLING NET FLOWS1 

2013 YTD Net Flows: $143.3bn 

Source: BlackRock 
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JULY RESULTS AT A GLANCE1 

(US $billions) 

*Jun - 2013 restated with revised US data and additional Asia Pacific data 

July 

2013 

June* 

2013 

December 

2012 

July 

2012 

Monthly Flows 44.1 (5.2) 38.7 22.8 

Assets 2,161 2,038 1,944 1,721 

# of ETPs 4,901 4,866 4,759 4,749 

(US$bn) 

Highlights (US$):1 

}Fixed Income flows improved to $6.4bn in July following 

outflows of ($8.4bn) in June.  Investors displayed some risk 

appetite, adding $2.6bn to High Yield, the largest amount 

since February 2012 on the back of June redemptions of 

($2.2bn).  However, about half of Julyôs investments were 

made in short maturity funds which are less sensitive to 

interest rate movements.9  

ÅSafe-haven US Treasuries also raked in $3.0bn for the 

best showing since May 2012, mainly driven by 

intermediate maturity exposures.  The 10-year US 

Treasury rate ended July at 2.58% and was relatively 

stable for most of the month.6   

ÅFlows into Fixed Income ETPs remained positive every 

month this year except for June.   

ÅThe bulk of year-to-date flows went into short maturity 

including floating rate funds as investors have positioned 

for rising interest rates .  These funds attracted another 

$3.5bn in July, bringing the year-to-date total to $26.5bn.   

ÅBroad maturities suffered the largest year-to-date 

outflows  of any maturity category with ($12.7bn). 9 

}Gold outflows continued in July reaching ($2.6bn) after June 

redemptions of ($4.3bn), building on an exodus that started 

in January.  Continued modest  inflation readings have 

lessened Goldôs appeal as an inflation hedge.  

}Money trickled back into Emerging Markets Equities with 

$0.5bn in July following outflows of ($4.3bn) in June.   

ÅBroad Emerging Markets Equity funds drew in $1.0bn, 

reversing an outflows trend that had started in March of 

this year, perhaps reflecting that investors believe the 

category could be oversold.   

ÅInvestors withdrew ($1.1bn) from China funds as markets 

digested lower GDP growth readings of 7.5% in Q2 vs. 

7.7% in Q1, and a weaker PMI reading7 for June.  

ÅThe S&P 500 index year-to-date price return was 18.2%2 

vs. the MSCI EM Equity year-to-date return of -10.2%8 

}Outflows are rare in the growing ETP industry.  Since July 

2010, there were only 3 months with outflows:  August 2010, 

November 2011 and June of this year, all driven by negative 

market sentiment.   In each instance, inflows resumed the 

following month.    
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Global ETP Year-To-Date Overview  
 

Source: BlackRock 
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OUTFLOWS ARE RARE IN THE GLOBAL ETP INDUSTRY1 

Monthly Global ETP Flows 

GLOBAL ETP CUMULATIVE NET FLOWS1 

Record YTD Flows in 2013: $143.3bn 

Highlights (US$):1 

Year-to-date global ETP inflows surpassed the $140bn 

mark in July 

}YTD flows of $143.3bn are above last yearôs record-setting 

pace. In the first seven months of 2012, ETP industry 

gathered $128.3bn of inflows. 

}Equity funds led with $148.0 billion of YTD flows which is 

more than 92% above last yearôs pace of $76.9bn. 

}US and Japanese Equity exposures account for the bulk 

of the year-over-year Equity flow growth.  Both equity 

markets have been bolstered by accommodative Central 

Bank monetary policies.   

}The growth in year over year Equity flows was mitigated by 

EM Equity outflows of ($7.6bn) YTD.  The category had 

seen strong inflows in January of $10.9bn and then shifted to 

outflows from February through June. EM Equity flows 

turned to positive in July, attracting $0.5bn for the month.   

}Short Maturity funds (Floating Rate, Ultra-Short-Term 

and Short-Term) have been the engine for Fixed Income 

flows this year, accumulating $26.5bn.  Last July, the 

duration picture was completely different with YTD inflows of 

$2.6bn for Short Maturity funds.9 

}Gold continued to have outflows in July, YTD outflows 

totaled ($30.9bn).  
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Largest Asset Gathering ETPs Launched in 2013  
 

Source: BlackRock 
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Product Name (US$mn)1 

Bloomberg 

Ticker Exposure 

Listing  

Region 

Launch  

Date 

Assets as of  

July 2013 

Highlights (US$):1 

}250 new ETPs and 23 individual share class listings debuted 

around the globe so far this year and have accumulated 

$13.2bn in assets.  

  

}107 products and 9 individual share class listing were 

delisted this year with combined assets of less than $1.0bn. 

5,186 
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Largest Year -to-Date Fund Inflows and Outflows  
 

Source: BlackRock 

      ΧȅƻǳǊ ƭƛƴƪ ǿƛǘƘ ǘƘŜ Dƭƻōŀƭ LƴǾŜǎǘƳŜƴǘ /ƻƳƳǳƴƛǘȅ 

ETPs as of July (US$mn)1 Bloomberg Ticker 

2013 YTD 

Inflows 

Jul-13 

Assets 

ETPs as of July (US$mn)1 Bloomberg Ticker 

2013 YTD 

Inflows 

Jul-13 

Assets 
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