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Closed-End Funds Report

The Month in Closed-End Funds: August 2014
PERFORMANCE
Strong Q2 2014 earnings reports, better-than-expected economic data,
and possibilities of quantitative easing by the European Central Bank
offset dismal geopolitical news during the month, sending the S&P 500
to new closing ighs in August. For the sixth month in seven both equity
and fixed income CEFs posted plus-side NAV-based returns (+3.12%
and +1.69%, respectively) and market-based returns (+2.90% and
+1.61%, respectively). The strong year-to-date returns for both groups
were almost identical, with equity and fixed income CEFs returning
11.20% and 11.22%, respectively, on a NAV-basis.
At the beginning of the month markets remained mired in the geopolitical
concerns in Ukraine, Gaza, and Iraq. While investors cheered a betterthan-expected ISM manufacturing report, they generally continued to fret
about the impact of economic sanctions on Russia. During the month
markets traded in a sideways fashion, with fits and starts, after mixed
news came from all three regions. Nonetheless, strong economic data
and better-than-expected earnings reports during the month kept U.S.
investors in the game. While July nonfarm payrolls at 209,000 came in
slightly short of consensus estimates, investors embraced the news of a
sixth consecutive month above 200,000—a feat not achieved since
1997. And, according to Thomson Reuters Proprietary Research team,
with 99% of the S&P 500 constituents having reported second quarter
earnings, 67% beat analyst expectations, contributing to the S&P 500
once again reaching all-time closing highs. While the off-and-on nature
of the news out of Ukraine and Gaza played into some mad dashes by
investors to safe-haven investments, better-than-expected July industrial
production, Q2 nonfarm productivity, July housing starts, and July
durable goods orders sent the U.S. indices to new highs (achieved,
however, on the lowest trading volumes of the year). The S&P 500
closed the month at 2,003.37 for its thirty-second record close this year,
producing its best August return (+3.77%) in 14 years. The Dow Jones
Industrial Average finished the month up 3.23%, while the NASDAQ
composite gained 4.82%.

The Month in Closed-End Funds: August 2014
•

•

•

•
•

For August only 9% of all closed-end funds
(CEFs) traded at a premium to their net
asset value (NAV), with 9% of equity funds
and 9% of fixed income funds trading in
premium territory. Lipper’s domestic equity
CEFs macro-group witnessed the largest
narrowing of discounts for the month—26
basis points (bps) to 7.56%.
• For the sixth month in seven both equity
and fixed income CEFs posted positive
returns on average, with equity CEFs rising
3.12% on a NAV basis and their fixed
income counterparts returning 1.69% for the
month.
• For the eighth month in a row all of Lipper’s
municipal bond CEF classifications posted
returns in the black, with General & Insured
Municipal Bond CEFs (Leveraged) (+2.46%)
posting the strongest return.
• Domestic equity CEFs (+3.93%) outpaced
their mixed-asset CEF (+2.17%) and world
equity CEF (+1.98%) brethren.
• Energy MLP CEFs (+8.09%) returned to
the head of class during the month.

Despite real Q2 GDP being revised to a 4.2% annual growth rate,
beating analyst expectations, the demand for U.S. government debt
increased during August because of the rise in global tensions and on
speculation that the European Central Bank will add monetary stimulus.
The Treasury yield curve flattened at all maturities one year or greater,
with 20-year yields declining the most during the month—24 bps to
2.83%. During the middle of the month the three-and ten-year auctions
both witnessed their lowest yields since at least April.
For August the dollar gained against the euro (+1.93%), the pound
(+1.72%), and the yen (+1.25%). Commodities prices were mixed in
August, with near-month gold prices rising 0.35% to close the month at
$1,285.80/ounce, while crude oil prices dropped 2.25% to close the
month at $95.96/barrel.
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Closed-End Funds Report

For the month 96% of all CEFs posted NAV-basis returns
in the black, with 93% of equity CEFs and 97% of fixed
income CEFs chalking up returns in the plus column. The
conflicts in Ukraine, Gaza, and Iraq continued to weigh on
World Income CEFs (+0.86%) and World Equity CEFs
(+1.98%). While both Lipper macro-classifications were
positive, they were both at the bottom for performance.

CLOSED-END FUNDS LAB

On the equity side domestic equity CEFs (+3.93%) ruled
the roost, followed closely by mixed-asset CEFs (+2.17%)
Lipper’s Energy MLP CEF classification (+8.09%, July’s
laggard) led the equity universe, benefitting from investors’
search for income-producing securities on the possibility of
future increases in bond interest rates and on recent M&A
deals. Mid-month, Kinder Morgan—a major player in the
oil-and-gas pipeline business— announced consolidation
of four of its separate MLPs into one corporation. Despite a
bumper crop of corn in the U.S. as well as an unexpected
drop in oil prices, given the unrest in the Middle East,
Natural Resources CEFs (+4.31%) took the runner-up
position in the equity universe, followed by Core CEFs
(+4.30%). For the remaining equity classifications returns
ranged from 0.80% (Developed Markets CEFs) to 4.16%
(Utility CEFs). None of the equity CEF classifications
witnessed negative performance for the month.
Seven of the ten top-performing individual equity CEFs
were housed in Lipper’s Energy MLP CEF classification.
However, at the top of the leader board Engex, Inc. (OTC:
EXGI, housed in Lipper’s Core CEFs classification)
returned 14.88% on a NAV basis,although it didn’t report a
market price on the last trading day of the month. The next
six funds following EXGI were housed in Lipper’s Energy
MLP CEFs classification, including Salient Midstream &
MLP Fund (NYSE: SMM)—the second best performing
CEF in the equity universe; it gained 10.91% on a NAV
basis and traded at a 7.11% discount on August 29.
Following SMM were Kayne Anderson Energy Total Return
Fund, Inc. (NYSE: KYE), rising 10.85% on a NAV basis
and traded at a 6.56 discount at month-end; Kayne
Anderson Midstream/Energy Fund, Inc. (AMEX: KMF),
posting a 10.48% return and traded at a 6.83% discount on
August 29; and Nuveen Energy MLP Total Return Fund
(NYSE: JMF), posting a 10.00% return and traded at an
8.72% discount at month-end.

April 2013

Source: Lipper, a Thomson Reuters company

For the month the dispersion of performance in individual
equity CEFs—ranging from minus 3.13% to positive
14.88%—was narrower than July’s spread and much more
positively skewed. The 20 top-performing equity CEFs
posted returns at or above 8.04%, while the 20 lagging
CEFs were below 0.24%.
Given the concerns over Russian aggression toward
Ukraine, it wasn’t surprising to see Templeton Russia &
East European Fund, Inc. (NYSE: TRF), housed in
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CEF Events and Corporate Actions

Lipper’s Emerging Markets CEFs classification, at the bottom of
the equity CEFs group for the month, shedding 3.13% of its July
month-end value and traded at an 11.47% discount at month-end.
Turkish Investment Fund, Inc. (NYSE: TKF, also warehoused in
Lipper’s Emerging Markets CEFs classification) was the next
poorest performing equity fund, declining 2.65% and traded at an
11.18% discount at month-end. For July only 15 equity CEFs
experienced returns in the red.
Despite hints during Federal Reserve Chair Janet Yellen’s
presentation at the annual gathering of central bankers in Jackson
Hole that the economy is getting closer to the Fed’s goals of
stable inflation and full employment, Treasury yields declined
during the month as investors did a lot of handwringing over
recent geopolitical concerns. Investors’ flight to safety pushed the
ten-year yield down 23
bps to 2.35% at month-end, sending fixed income returns into
positive territory. Municipal bond CEFs (+2.25%) jumped to the
head of the class, with all classifications in the subgroup
experiencing returns in the black for the eighth consecutive month
as investors still found buying opportunities. The muni group was
followed by domestic taxable bond funds (+1.06%) and world
bond funds (+0.86%).
At the top of the fixed income classification charts were General &
Insured Municipal Debt CEFs (Leveraged) (+2.46%) and New
Jersey Municipal Debt CEFs (+2.44%), while Loan Participation
CEFs (+0.38%) was at the bottom. In the municipal bond CEFs
macro-classification General & Insured Municipal Debt CEFs
(Unleveraged) (+1.57%) was the relative laggard of the group.
National municipal debt CEFs (+2.29%) outperformed their singlestate municipal debt CEF counterparts (+2.21%) by 8 bps.
As a result of continued uncertainty in the world markets, both
classifications making up Lipper’s World Income CEFs macroclassification (+0.87%) posted August returns in the lower third of
the fixed income universe, with Global Income CEFs returning
1.03% but still outpacing Emerging Markets Debt CEFs (+0.58%).
Fixed income investors shunned CEFs that bet on imminent
interest rate increases, sending Loan Participation CEFs (+0.38%)
to the bottom of the group. Corporate Debt BBB-Rated CEFs
(Leveraged) (+1.51%) posted the strongest return in the domestic
taxable fixed income group (+1.06%).
Among domestic taxable fixed income CEFs the remaining
classification returns ranged from 0.94% (High Yield CEFs) to
1.47% (High Yield CEFs [Leveraged]).
All five of the top-performing individual CEFs in the fixed income
universe were housed in Lipper’s General & Insured Municpal
Debt CEFs (Leveraged) classification, including Eaton Vance
Municipal Income Trust (NYSE: EVN), which returned 4.85% and
traded at a 0.71% premium on August 29; Eaton Vance Municipal
Income Term Trust (NYSE: ETX), which tacked 3.89% onto its
July month-end value and traded at a 10.99% discount at August

month-end; and BlackRock Municipal Target Term Trust (NYSE:
BTT), which posted a 3.60% return and traded at an 11.89%
discount at month-end.
For the remaining funds in the fixed income CEFs universe
monthly NAV-basis performance ranged from minus 1.74%
(NexPoint Credit Strategies Fund [NYSE: NHF], housed in
Lipper’s High Yield CEFs [Leveraged] classification and traded at
a 13.26% discount on August 29) to 3.38% for Dreyfus Municipal
Bond Infrastructure Fund, Inc. (NYSE: DMB), housed in Lipper’s
General & Insured Municipal Debt CEFs (Leveraged) classification
and traded at an 11.56% discount at month-end. The 20 topperforming fixed income CEFs posted returns at or above 2.87%,
while the 20 lagging CEFs were at or below 0.10%. A total of nine
fixed income CEFs suffered downside performance for August.
PREMIUM AND DISCOUNT BEHAVIOR
For August the median discount of all CEFs widened just 2 bps to
8.84%—worse than the 12-month moving average discount
(8.35%). Equity CEFs’ median discount widened 15 bps to 9.04%,
while fixed income CEFs’ median discount narrowed a fraction of
a basis point to 8.78%. The single-state municipal debt CEF
macro-group’s median discount witnessed the largest widening,
64 bps to 9.58%, while the domestic equity CEFs macro-group
witnessed the largest narrowing of discounts in the CEF
universe—26 bps to 7.56%.
For the month 42% of all funds’ discounts or premiums improved,
while 55% worsened. In particular, 41% of equity funds and 43%
of fixed income funds saw their individual discounts narrow,
premiums widen, or premiums replace discounts. The number of
funds traded at premiums on August 29 (51) was one more than
on July 31.
April 2013

CEF EVENTS AND CORPORATE ACTIONS
IPOs
Western Asset Middle Market Income Fund (NASDAQ: XWMFX)
raised gross proceeds of approximately $327 million in its initial
public offering. The fund will not be publicly traded, but beginning
in 2016 it intends to conduct quarterly tender offers for up to 2.5%
of its common shares at the discretion of the fund’s directors. The
fund does not expect to make a tender offer for its common
shares during its first 18 months of operation. The fund is
expected to terminate on December 30, 2022.
RIGHTS, REPURCHASES, TENDER OFFERS
Directors of The Gabelli Equity Trust (NYSE: GAB) approved a
one-for-seven transferable rights offering. The record date was set
for September 19, 2014. Seven rights plus a $5.75 subscription
price will be required to purchase one additional common share.
Shares are expected to trade “ex-rights” on September 17, 2014,
and the offering will expire October 20, 2014. The premium on
GAB was fairly steady in August and ended at 3.4%.
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Nuveen commenced tender offers for Nuveen Dividend
Advantage Municipal Fund 3 (NYSE: NZF), Nuveen
Dividend Advantage Municipal Income Fund (NYSE:
NVG), Nuveen Municipal Advantage Fund (NYSE:
NMA), and Nuveen Quality Income Municipal Fund
(NYSE: NQU). Each fund will purchase up to 10% of its
common shares at 98% of NAV. The tender offers
expire September 19, 2014.
A tender offer is underway for The Central Europe,
Russia and Turkey Fund (NYSE: CEE). The fund is
offering to purchase up to 5% of its shares at 98% of
NAV. The tender offer expires September 9, 2014. The
discount on CEE improved slightly to end the month at
10.8%.
MERGERS AND REORGANIZATIONS
Trustees of Nuveen Global Income Opportunities Fund
(NYSE: JGG) and Nuveen Diversified Currency
Opportunities Fund (NYSE: JGT) have approved a
proposal to restructure the funds. The proposed
restructuring, subject to shareholder approval, will
combine JGG and JGT into a single fund with a new
global high income investment strategy. As part of the
proposed restructuring the newly combined fund will
conduct a tender offer to purchase up to 25% of its
outstanding shares at 98% of NAV. The discount on

JGG widened to 9.6% by the end of August.
OTHER
Trustees of Nuveen Diversified Dividend and Income
Fund (NYSE: JDD) approved several changes to the
fund’s investment policies, primarily intended to
broaden the investment flexibility for the global equity
income portion of the fund managed by NWQ
Investment Management, an affiliate of Nuveen. The
fund’s discount narrowed a bit to 11.2% in August.
Avenue Income Credit Strategies Fund (NYSE: ACP)
filed a preliminary registration statement with the SEC
for a potential rights offering. Trustees have not yet
approved the offering. The discount on ACP ended the
month near where it started at 8.0%.
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© Thomson Reuters 2014. All Rights Reserved. Lipper FundMarket
Insight Reports are for informational purposes only, and do not
constitute investment advice or an offer to sell or the solicitation of an
offer to buy any security of any entity in any jurisdiction. No guarantee
is made that the information in this report is accurate or complete and
no warranties are made with regard to the results to be obtained from
its use. In addition, Lipper, a Thomson Reuters company, will not be
liable for any loss or damage resulting from information obtained from
Lipper or any of its affiliates. For immediate assistance, feel free to
contact Lipper Client Services toll-free at 877.955.4773 or via email at
LipperClientServices@thomsonreuters.com. For more information
about Lipper, please visit our website at www.lipperweb.com.

Market Videos
Click on image to access video
September 11, 2014
Alex Bryan of Morningstar: Get
Balanced Natural-Resources
Exposure With This ETF

August 20, 2014
Mike Rawson of Morningstar:
The Quintessential U.S. Equity
Fund

September 9, 2014
Gregg Greenberg of TheStreet:
Chinese ETFs Trending Higher
as U.S. Stocks Stumble

August 20, 2014
Brian Westbury of First Trust:
Innovation Pushes Economy
Forward

September 4, 2014
Mike Rawson of Morningstar:
Index the Market with More
Efficiency

August 18, 2014
John Cole Scott of CEF
Advisors: BDCs Attract Yield
Seekers
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CEF Performance Statistics

Average
1Mo NAV
Change

Average
1Mo Mkt
Change

Average
P/D
8/31/2014
(%)

Average
P/D
7/31/2014
(%)

Average 1
Mo P/D
Change

Average
YTD NAV
Change

Average
YTD Mkt
Change

Average
YTD P/D
Change (%)

California Municipal Debt Funds

-1.6%

-1.1%

-6.3

-5.8

-0.5%

10.8%

10.1%

-0.6%

Convertible Securities Funds

-1.9%

-2.9%

-4.3

-5.4

1.1%

2.3%

5.7%

3.2%

Core Funds
Corporate BBB-Rated Debt
Funds(Leveraged

-3.7%

-6.5%

-8.4

-7.8

-0.7%

4.6%

-0.4%

0.7%

-1.1%

-1.2%

-9.5

-9.6

0.1%

5.1%

4.6%

-0.5%

Corporate Debt Funds BBB-Rated

-0.7%

-1.1%

-9.4

-9.8

0.4%

3.4%

4.5%

0.9%

Developed Market Funds

-0.4%

-0.5%

-10.2

-10.3

0.1%

2.8%

1.8%

-1.0%

Emerging Markets Funds
Emerging Mrkts Hard Currency Debt
Funds

-2.2%

-1.1%

-9.5

-8.5

-1.0%

5.8%

4.3%

-1.2%

-0.2%

-0.7%

-9.8

-10.3

0.5%

4.0%

4.3%

0.2%

Energy MLP Funds
General & Insured Muni Debt Funds
(Lever
General & Insured Muni Fds
(Unleveraged)

-6.8%

-5.9%

-5.4

-4.5

-0.9%

12.3%

13.8%

-3.7%

-1.9%

-1.9%

-7.8

-7.8

-0.1%

11.8%

10.7%

-0.9%

-1.2%

-1.2%

-4.6

-4.6

0.0%

7.0%

7.9%

0.8%

General Bond Funds

-4.0%

-1.4%

-4.0

-4.9

0.9%

-2.9%

4.5%

-0.3%

Global Funds

-2.1%

-1.4%

-9.5

-8.9

-0.6%

2.0%

4.3%

1.5%

Global Income Funds

-0.5%

-1.3%

-7.2

-8.0

0.7%

3.6%

4.6%

0.9%

Growth Funds

-3.3%

-1.7%

0.4

-7.6

8.0%

1.5%

-38.5%

4.5%

High Yield Funds

-0.4%

-0.9%

-6.1

-6.5

0.4%

-12.3%

1.4%

1.5%

High Yield Funds (Leveraged)

-4.0%

-1.2%

-5.6

-6.0

0.4%

2.0%

2.4%

0.4%

High Yield Municipal Debt Funds

-1.3%

-1.5%

-2.7

-2.8

0.1%

8.8%

9.8%

1.1%

Income & Preferred Stock Funds

-1.5%

-1.8%

-7.9

-8.0

0.2%

5.0%

5.4%

0.0%

Intermediate Municipal Debt Funds

-1.3%

-1.1%

-5.7

-5.2

-0.5%

7.2%

6.0%

-1.1%

Loan Participation Funds

0.1%

0.9%

-7.6

-6.9

-0.7%

-0.3%

-3.2%

-2.6%

Natural Resources Funds

-3.8%

-3.5%

-10.5

-9.5

-1.0%

13.5%

15.7%

0.4%

New Jersey Municipal Debt Funds

-2.0%

-0.1%

-11.6

-9.9

-1.7%

10.4%

8.2%

-1.8%

New York Municipal Debt Funds

-1.9%

-1.1%

-7.4

-6.7

-0.7%

9.9%

8.8%

-1.0%

Options Arbitrage/Opt Strategies Funds

-2.2%

-2.3%

-2.3

-2.4

0.1%

2.1%

7.1%

4.7%

Other States Municipal Debt Funds

-1.7%

-0.8%

-7.1

-6.3

-0.8%

9.8%

11.8%

1.7%

Pacific Ex Japan Funds

-1.8%

-1.7%

-10.3

-10.2

-0.1%

5.9%

5.0%

-0.9%

Pennsylvania Municipal Debt Funds

-1.6%

-14.4%

-10.5

-8.7

-1.8%

9.8%

10.4%

0.5%

Real Estate Funds

-12.7%

-2.2%

-11.2

-11.2

-0.1%

5.6%

12.2%

0.0%

Sector Equity Funds

-7.4%

-9.4%

-4.8

-5.7

0.9%

-5.4%

9.1%

2.4%

U.S. Mortgage Funds

-0.5%

-0.7%

-8.8

-9.1

0.3%

5.5%

6.3%

0.6%

Utility Funds

-3.5%

-2.6%

-6.7

-5.7

-1.0%

12.6%

13.5%

0.8%

Value Funds

-2.3%

-1.9%

-10.8

-9.5

-1.3%

6.5%

7.0%

-0.3%

Category
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Top 5 Performing CEFs
Ticker
Symbol

1-Month NAV
Change

Rank

TRF

3.2%

1

Emerging Markets Funds

TKF

2.7%

2

Sector Equity Funds

CEF

2.5%

3

NexPoint Credit Strat

High Yield Funds (Leveraged)

NHF

2.2%

4

Central Euro Russia & Tu

Emerging Markets Funds

CEE

1.8%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
NAV Change

Rank

Morg Stan India Inv

Emerging Markets Funds

IIF

35.1%

1

Salient Midstream & MLP

Energy MLP Funds

SMM

30.7%

2

Engex Inc

Core Funds

EXGI

30.7%

3

India Fund

Emerging Markets Funds

IFN

29.2%

4

Tortoise Pipelne & Enrgy

Natural Resources Funds

TTP

28.6%

5

Fund Name

Category

Ticker
Symbol

1-Month
Market Change

Rank

Aberdeen Chile

Emerging Markets Funds

XCH

8.0%

1

Turkish Investment Fund

Emerging Markets Funds

TKF

4.1%

2

NexPoint Credit Strat

High Yield Funds (Leveraged)

NHF

3.9%

3

Nuveen Float Rt Inc Opp

Loan Participation Funds

JRO

3.5%

4

Templeton Russia & E Eur

Emerging Markets Funds

TRF

3.5%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
Market Change

Rank

Morg Stan India Inv

Emerging Markets Funds

IIF

37.5%

1

Kayne Anderson Enrgy Dev

Natural Resources Funds

KED

35.1%

2

Salient Midstream & MLP

Energy MLP Funds

SMM

31.6%

3

India Fund

Emerging Markets Funds

IFN

30.4%

4

Tortoise Pipelne & Enrgy

Natural Resources Funds

TTP

28.2%

5

Fund Name

Category

Neuberger MLP Income

Fund Name

Category

Templeton Russia & E Eur

Emerging Markets Funds

Turkish Investment Fund
Central Fund of Canada

Ticker
Symbol

1-Month P/D
Change

Rank

Energy MLP Funds

NML

5.7%

1

First Tr Spec Fin&Finl

Sector Equity Funds

FGB

5.5%

2

Gabelli Multimedia Trust

Global Funds

GGT

4.9%

3

Delaware Inv CO Muni Inc

Other States Municipal Debt Funds

VCF

4.7%

4

PIMCO Corp & Inc Strat

General Bond Funds

PCN

4.6%

5

Fund Name

Category

PIMCO Gl StksPLUS & Inc

Ticker
Symbol

Year-to-Date
P/D Change

Rank

Options Arbitrage/Opt Strategies Funds

PGP

23.4%

1

First Tr Spec Fin&Finl

Sector Equity Funds

FGB

14.8%

2

Cushing Royalty & Inc Fd

Energy MLP Funds

SRF

12.9%

3

GAMCO Gl Gld NR & Inc

Sector Equity Funds

GGN

11.5%

4

Gabelli Utility Trust

Utility Funds

GUT

10.2%

5
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Global ETF and ETP Monthly Overview

Global ETF and ETP asset growth as at end of August 2014
At the end of August 2014, the Global ETF industry had 3,840 ETFs, with 8,210 listings, assets of US$2,548 Bn, from 198 providers on 58
exchanges. At the end of August 2014, the Global ETF/ETP industry had 5,421 ETFs/ETPs, with 10,467 listings, assets of US$2,705 Bn, from
223 providers on 60 exchanges.
Assets (US$ Bn)

ETF assets

ETP assets

# ETFs

# ETFs/ETPs

# ETPs

3,000

4,500
4,000

2,500

2,000

3,500

10 Year ETF/ETP CAGR:
27.1% YTD 2014: 12.8%

3,000
2,500

1,500

2,000
1,000

1,500
1,000

500

500
0

Year
# ETFs
# ETFs/ETPs
ETF assets
ETF/ETP
assets

0

2000
94
105
74

2001
208
220
105

2002
283
295
142

2003
288
303
212

2004
334
364
310

2005
440
506
416

2006
719
887
579

2007
1,132
1,543
806

2008
1,614
2,237
716

2009
1,961
2,739
1,041

2010
2,473
3,615
1,313

2011
3,022
4,339
1,355

2012
3,334
4,722
1,754

2013 Aug-14
3,590 3,840
5,084 5,421
2,254 2,548

79

109

146

218

319

425

603

856

774

1,158

1,478

1,526

1,949

2,398

2,705

Summary for ETFs/ETPs: Global
ETFGI’s research finds ETFs and ETPs listed globally reached a new
record high of 2.7 trillion US dollars at the end of August 2014. Year to
date, net new assets gathered of US$185.0 Bn surpass the previous
high of US$140.1 Bn set in the first eight months of 2012. The Global
ETF/ETP industry had 5,421 ETFs/ETPs, with 10,467 listings, from
223 providers listed on 60 exchanges according to preliminary data
from ETFGI’s end August 2014 Global ETF and ETP industry insights
report.
New record highs in assets were reached at the end of August by
ETF/ETP industries in Canada with US$67.9 Bn, Asia Pacific (exJapan) with US$103.7 Bn, Europe with US$477.4 Bn, the United
States with US$1.91 Tn and globally with US$2.70 Tn. YTD NNA flows
reached record levels for the ETF/ETP industries in Japan at US$16.5
Bn, Europe at US$50.4 Bn, the US at US$107.3 Bn and globally at
US$185.0 Bn.
“In August investors invested net new money into an array of equity,
fixed income and commodity exposures due to concerns over the
situations in Ukraine and Gaza. The S&P 500 was up 4% in August
and closed above the 2,000 threshold for the first time on August 26th.
Developed markets were up slightly, emerging markets gained 3%
and Latin America was up 9% in August. August was also a good
month for fixed income.” according to Deborah Fuhr, Managing
Partner at ETFGI.
In August 2014 ETFs/ETPs saw net inflows of US$24.7 Bn. Equity
ETFs/ETPs gathered the largest net inflows with US$12.7 Bn, followed

by fixed income ETFs/ETPs with US$9.8 Bn, and commodity
ETFs/ETPs with net inflows of US$235 Mn.
iShares gathered the largest net ETF/ETP inflows in August with
US$14.5 Bn, followed by Vanguard with US$6.4 Bn, DB x-trackers
with US$1.1 Bn, new entrant WBI Shares with US$1.04 Bn and Think
ETFs with US$973 Mn in net inflows in August.
iShares is the largest ETF/ETP provider in terms of assets with
US$1.0 Tn, reflecting 37.8% market share, SPDR ETFs is second with
US$432.5 Bn and 16.0% market share, followed by Vanguard with
US$414.9 Bn and 15.3% market share. The top three ETF/ETP
providers, out of 223, account for 69.1% of Global ETF/ETP assets,
while the remaining 220 providers each have less than 4% market
share.
In August 2014, 34 new ETFs/ETPs were launched by 16 providers.
YTD through end of August 2014, 438 new ETFs/ETPs have been
launched by 84 providers.
The top 100 ETFs/ETPs, out of 5,421, account for 56.1% of Global
ETF/ETP assets. 397 ETFs/ETPs have greater than US$1 Bn in
assets, while 3,675 ETFs/ETPs have less than US$100 Mn in assets,
3,128 ETFs/ETPs have less than US$50 Mn in assets and 1,697
ETFs/ETPs have less than US$10 Mn in assets.
ETF/ETP average daily trading volumes decreased by 22.3% from
US$64,934 Mn in July 2014 to US$50,455 Mn in August 2014.

Source: ETFGI data sourced from ETF/ETP sponsors, exchanges, regulatory filings, Thomson Reuters/Lipper, Bloomberg, publicly available sources, and data generated by our in-house
team.
Note: “ETFs” are typically open-end index funds that provide daily portfolio transparency, are listed and traded on exchanges like stocks on a secondary basis as well as utilising a unique
creation and redemption process for primary transactions. “ETPs” refers to other products that have similarities to ETFs in the way they trade and settle but they do not use a mutual fund
structure. The use of other structures including grantor trusts, partnerships, notes and depositary receipts by ETPs can create different tax and regulatory implications for investors when
compared to ETFs which are funds.
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Global ETF/ETP Assets Summary

ETF/ETP assets by region listed

Region

# ETFs/
ETPs

Assets
(US$ Bn)

ETF/ETP assets by product structure

ETF/ETP assets by asset class

%
total

US

1,643

$1,913 70.7%

Europe

2,061

$477 17.7%

Asset
class

# ETFs/
ETPs

Equity

Assets
(US$ Bn)

%
total

3,840

$2,548

94.2%

Fixed Income

812

$400 14.8%

ETP

1,581

$156

5.8%

Total

5,421

3.8%

Commodities

743

$140

5.2%

Japan

140

$91

3.4%

Leveraged

282

$30

1.1%

Canada

312

$68

2.5%

Active

166

$27

1.0%

Middle East
and Africa

676

$43

1.6%

Leveraged
Inverse

186

$16

0.6%

41

$9

0.3%

Others

426

$23

0.9%

$2,705 100.0%

%
total

ETF

$104

5,421

Assets
(US$ Bn)

$2,068 76.5%

548

Total

# ETFs/
ETPs

2,806

Asia Pacific
(ex-Japan)

Latin America

Asset
class

Total

5,421

$2,705 100.0%

Source: ETFGI data sourced from ETF/ETP sponsors,
exchanges,
regulatory
filings,
Thomson
Reuters/Lipper, Bloomberg, publicly available sources,
and data generated by our in-house team.

$2,705 100.0%

Source: ETFGI data sourced from ETF/ETP sponsors, exchanges, regulatory filings, Thomson Reuters/Lipper, Bloomberg, publicly available sources, and data generated by our in-house
team. Note: This report is based on the most recent data available at the time of publication. Asset and flow data may change slightly as additional month-end data becomes available.

REGISTER
AGENDA

…your link with the Global Investment Community

9

Global Year to Date Net New Assets

YTD 2013 vs 2012, 2011 ETF and ETP net new assets by asset class: Global

ETFs and ETPs listed globally gathered net inflows of $24,837 Mn in
August. Year to date, net inflows stand at $185,016 Mn. At this point
last year there were net inflows of $133,839 Mn.
Equity ETFs/ETPs saw net inflows of $12,753 Mn in August, bringing
year
to
date
net
inflows
to
$124,667 Mn, which is less than the net inflows of $128,878 Mn over
the same period last year.

Actively
managed
products
saw
net
inflows
of
$1,736 Mn in August, bringing year to date net inflows to $5,461 Mn,
which is less than the net inflows of $6,678 Mn over the same period
last year.
Products tracking alternative indices experienced net outflows of $23
Mn in August, reducing year to date net inflows to $578 Mn. This is
less than over the same period last year when net inflows were
$1,408 Mn.

Fixed income ETFs and ETPs gathered net inflows of $9,811 Mn in
August, growing year to date net inflows to $49,191 Mn, which is
greater than the same period last year which saw net inflows of
$15,551 Mn.

Currency products saw net outflows of $48 Mn in August. Year to
date, net outflows are at $343 Mn, compared to net outflows of $208
Mn over the same period last year.

Commodity
ETFs/ETPs
accumulated
net
inflows
of
$234 Mn in August. Year to date, net outflows are at $1,087 Mn,
compared to net outflows of $31,345 Mn over the same period last
year.

Products holding more than one asset class saw net inflows of $207
Mn in August, bringing year to date net inflows to $1,267 Mn, which is
greater than the net inflows of $1,203 Mn over the same period last
year.

Source: ETFGI data sourced from ETF/ETP sponsors, exchanges, regulatory filings, Thomson Reuters/Lipper, Bloomberg, publicly available sources, and data generated by our in-house
team.
Note: This report is based on the most recent data available at the time of publication. Asset and flow data may change slightly as additional month-end data becomes available.
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ETF/ ETP Distribution and Benchmarks

Distribution of ETFs/ETPs by size
397 ETFs/ETPs have
greater than US$1 Bn
in assets, while 1,746
have greater than
US$100 Mn in assets
and
2,293
have
greater than US$50
Mn in assets. The 397
ETFs/ETPs
with
greater than US$1 Bn
in assets hold a
combined
total
of
US$2,174
Bn,
or
80.4%,
of
Global
ETF/ETP assets.

ETF/ETP underlying benchmarks: developed equity
Top 20 by assets

Top 20 by monthly net inflows
Assets
NNA
NNA
(US$ Mn) (US$ Mn) (US$ Mn) Name
Aug-14 Aug-14 YTD 2014

Name

296,514

(1,961)

MSCI EAFE Index

57,420

5

NASDAQ 100 Index

50,801

(716)

CRSP US Total Market Index

46,643

711

Nikkei 225 Index

44,638

1,282

TOPIX Index

39,196

82

S&P Mid Cap 400 Index

38,732

(1,571)

EURO STOXX 50 Index

31,063

(344)

DAX Index

29,658

1,182

MSCI Japan Index

27,382

(47)

Russell 2000 Index

26,617

323

Russell 1000 Growth Index

25,398

647

MSCI US REIT Index

24,887

255

S&P 500 Index

Russell 1000 Value Index

24,318

552

FTSE Developed ex North America Index

23,778

435

NASDAQ Dividend Achievers Select Index

20,270

(69)

MSCI World Index

19,058

47

S&P Financial Select Sector Index

18,679

111

CRSP US Large Cap Growth Index
FTSE Developed Europe Net Tax US RIC
TR Index USD

15,725

343

15,555

(689)

1,231 Nikkei 225 Index
2,648 DAX Index
(3,891) S&P Consumer Discretionary Select
Sector Index
3,971
MSCI Hong Kong Index
6,372
CRSP US Total Market Index
5,384
S&P Health Care Select Sector Index
(2,270)
Russell 1000 Growth Index
(482)
Russell 1000 Value Index
567
MSCI Europe Index
1,443
FTSE Developed ex North America Index
(3,068)
S&P Consumer Staples Select Sector
549 Index

Assets
NNA
NNA
(US$ Mn) (US$ Mn) (US$ Mn)
Aug-14 Aug-14 YTD 2014
44,638

1,282

6,372

29,658

1,182

567

6,539

1,166

(1,091)

3,221

822

837

46,643

711

3,971

10,947

657

1,070

25,398

647

549

24,318

552

1,435

11,752

476

2,205

23,778

435

4,854

6,852

433

(78)

3,864 Dow Jones US Industrials Index

1,363

363

(267)

1,435 MSCI USA Index
4,854 StrataQuant Consumer Discretionary
Index
161
CRSP US Large Cap Growth Index
1,160
Russell 2000 Index
445
StrataQuant Consumer Staples Index
1,144
Hang Seng Index
2,163 MSCI Germany Index

9,259

347

1,325

1,342

344

270

15,725

343

1,144

26,617

323

(3,068)

1,379

264

342

13,271

261

(79)

5,037

259

(919)

24,887

255

3,864

MSCI US REIT Index

Source: ETFGI data sourced from ETF/ETP sponsors, exchanges, regulatory filings, Thomson Reuters/Lipper, Bloomberg, publicly available sources, and data generated by our in-house
team.
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Year to Date ETF / ETP Product Launches

YTD ETF/ETP product launches
# ETFs/ETPs by region listed

Region

# ETFs/ETPs by asset class

# ETFs/ETPs

% total

US

137

31.3%

Equity

Europe

123

28.1%

Middle East and Africa

81

Asia Pacific (ex-Japan)

Asset class

# ETFs/ETPs by product structure

# ETFs/ETPs

% total

Structure

# ETFs/ETPs

% total

272

62.1%

ETF

326

74.4%

Fixed income

52

11.9%

ETP

112

25.6%

18.5%

Active

42

9.6%

Total

438 100.0%

47

10.7%

Leveraged

22

5.0%

Canada

35

8.0%

Leveraged Inverse

20

4.6%

Japan

12

2.7%

Currency

9

2.1%

3

0.7%

Others

21

4.8%

Latin America
Total

438 100.0%

Total

438 100.0%

Source: ETFGI, Bloomberg, ETF/ETP providers.

Please visit www. Etfgi.com and contact deborah.fuhr@etfgi.com if you would like to subscribe to ETFGI's full monthly Global ETF and ETP
industry insights reports containing over 300 pages of charts and analysis, ETFGI's Institutional Users of ETFs and ETPs report or a custom
analysis.

Annually, Capital Link holds 8-10 annual Investment Conferences in New York, London and
Athens on maritime transportation and marine services, corporate social responsibility,
Closed-End Funds and Global ETFs, a Greek Investor Forum in New York, and a Global
Derivatives Forum on Commodities, Energy and Freight.
To view our upcoming conference, please click here.

12

Closed-End Funds Rating Actions

Rating Closed-End Fund Debt and Preferred Stock
September 4, 2014
Fitch Ratings today published updated rating criteria
for debt and preferred stock issued by U.S. closedend funds (CEFs), as well as related market value
structures. This criteria report updates and replaces
the master criteria report titled 'Rating Closed-End
Fund Debt and Preferred Stock,' dated Aug. 14, 2013
.
The core rating methodology remains intact with the
following key change:
•

Foreign currency denominated assets held in
excess of 25% of portfolio's total market value are
subject to an additional 1.1x multiple to the
standard discount factor. This treatment applies to
foreign currencies of investment grade countries,
exposures to sub-investment grade country
currencies continue to receive no credit or are
evaluated on a case-by-case basis. This change
reflects Fitch's updated view on the impact of
currency volatility on collateral market values.
Fitch expects no ratings changes as a result of the
criteria update, although portfolios concentrated in
foreign currencies will show declines in Fitch
overcollateralization (OC) tests for rated notes and
preferred stock.

KEY RATING DRIVERS
Fitch's total and net OC tests outlined in the criteria
measure the ability of a CEF (or related other value
structure) to redeem debt and preferred stock through
liquidation of portfolio assets during stressed market
conditions. The tests also reflect the amount of
portfolio diversification, the degree of subordination
risk for rated leverage, and the full leverage profile of
the fund (including economic leverage from the use of
derivatives).
Other Key Rating Drivers:
• Fund limits to leverage stemming from regulatory
asset coverage or other leverage/asset coverage
tests.
• The
presence
of
dynamic
deleveraging/defeasance triggers;
• The amount of risk-adjusted OC available to rated
debt and preferred stock;
• The liquidity, historic volatility and diversification of
portfolio assets;
• The capabilities of the investment manager to
successfully manage fund investment and
leverage strategies;
• Legal/regulatory parameters that govern fund
operations.

Rating Actions
To access the complete rating action, please click on the links below.
•

Fitch Affirms DTF Tax-Free Income Inc. VMTP Shares at 'AAA‘ – August 20, 2014

•

Fitch Affirms Tortoise Pipeline & Energy Fund Notes at 'AAA' & Pfd at 'AA‘ –August 21, 2014

•

Fitch Affirms Invesco Dynamic Credit Opportunities Fund VRTP Shares at 'AAA‘ – August 27, 2014

•

Fitch Affirms Franklin Universal Trust Notes at 'AAA‘ – August 27, 2014

•

Fitch Affirms Western Asset Premier Bond Fund's $72MM Pfd Shares at 'A‘ – August 27, 2014

•

Fitch Confirms Ratings of VRDP Shares Issued by Nuveen Fund on Replacement of Liquidity Provider – August 29, 2014

•

Fitch Confirms VRTP Shares of Two Invesco Funds Following Maturity Extensions – August 29, 2014

•

Fitch Rates New Tortoise Notes 'AAA'; Affirms Existing Ratings – September 9, 2014
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Closed-End Fund Commentary

Balancing CEF Data vs. Portfolio Data when Selecting a ClosedEnd Fund
September 15, 2014
We are often asked how we decide to purchase shares
in a CEF and at what price point we are comfortable
buying into a fund or where we would exit a portfolio
position. This reminds us that we find many CEF
investors only focus their effort on either the CEF-based
data or the fund’s fundamental data when deciding to
buy a CEF. A closed-end fund is at its basic sense
equity exposure to an active manager’s results. We
think you should like the pricing and the investment to
own the shares no matter who is the portfolio manager.
We would suggest investors first decide that they want
to be in the sector that the fund is in and become
comfortable that the manager has the experience to do
the job well for investors. We find that the most
successful CEF investors balance these two areas well
over time and through various market cycles. As they
are a large part of the CEF universe, we will use
Municipal Bond CEFs as the example when helping to
explain these concepts in this article. The process can
be applied to equity, taxable bond or BDCs funds in a
similar fashion.
Fundamental Fund Data:
This is the data that is part of the fund’s disclosures on
a typically quarterly basis. It includes allocations for
sectors and countries as well as the type of securities;
for example, a fund could own both bonds and common
stocks in varying percentages. We would also include
the fund’s net asset value (NAV) performance on a total
return basis. It is important to be able to judge a
manager vs. his/her peers and an index over time, as
well as how volatile the returns have been historically.
For Municipal Bond CEFs this would allow us to review
the state exposure by fund, the mix of credit quality as
well as how many bonds were rated vs. unrated. The
blended duration and maturity data would help in
understanding how the portfolio should act when rates
move up or down. We also break out the call risk for
these funds into one year forward looking periods to
have an idea how much of the portfolio could be
required to be reinvested due to bonds that are likely to
be called in the near future. The overall goal is to
understand what you are buying exposure to when you
own the fund’s common stock and whether it meets
your investment allocation objectives.
CEF Based Data:
This is the data that people who are comfortable with
CEFs often look at first to get an idea on where a fund’s
market price is likely to go vs. the movement of NAV.
The analysis typically answers “What is the discount
and where is it likely to go in the near-to-medium term?”

We break these data points into three main groups: 1.
Historical and Comparable Discounts, 2. Dividend
Sustainability Data like Earnings Coverage, UNII or a
fund’s leveraged-adjusted NAV Yield, 3. Shareholder
Base / Trading Pressures. This group of data is
designed to help us understand who may be a current
buyer or sellers of a fund’s shares? Here we focus on
short interest, trade volumes and the trends in both
activist and institutional ownership of a CEF. One final
data point we have found useful over time includes the
market price correlation to NAV over the previous 90day period. We even look at the data vs a peer-group
average to try and look for fund level data shifts vs.
sector level changes over time.

Authored by:
John Cole Scott, CFS
EVP, PortfolioManager,
Closed-Endfund Advisors,Inc.

When researching Municipal Bond CEFs we like to
focus on the fund’s earnings yield and the alternative
minimum tax (AMT) adjusted yield in addition to the
more common market price (or indicated) yield. This
helps our firm select a fund where the manager is
comfortable meeting the board of director’s distribution
level and allows us to select funds for investors that
have AMT issues on an equivalent basis. Another point
we find investors can often overlook when reviewing
earnings coverage or the level and trend of a fund’s
undistributed net investment income (UNII) is the data
that this figure was last updated. We typically only use
this data in our decision process when the data is less
than 3 reporting periods old. For example, in mid to late
September, we would only consider data reported from
June onward.
When buying a closed-end fund, investors typically
have the same goal as with any other investment
decision; “where can we find an attractive investments
where the downside risks are far exceeded by the
expected upside potential?” There are two areas that
need to be kept in mind when considering a fund for
your portfolio. First, where do you expect the NAV to go
over time? A fund’s NAV is the anchor point for all
future market priced to allow for the typical discounts or
premiums to NAV to be calculated. While unlikely to
occur, market prices can trend down over a long period
of time while NAV rises and conversely, NAV can go up
steadily and the market price can drift lower when a
fund’s trading disconnects from the value of its
investment holdings. Second you need to have an idea
on where the current discount or premium to NAV is
compared to peer-fund and the fund’s historical levels.
You also need to apply some critical thinking to why a
fund was at a recent premium or discounts vs. the
current price and if the environment has changed
materially.
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In early May 2013, Municipal Bond Funds were trading at 3%+
premiums on average, but by December 2013 they averaged -10%
discounts. Currently they are just beyond -7% discounts to NAV level.
Historically the group trades in a normal ranged of -3% to -5% (about
a 20 year average) to NAV. In one way, that makes the -7% the peak
to valley average for the group. However we would argue, in our
firm’s opinion, the factors that lead to the premiums due to
exuberance with tax-free income as well as the tax-loss selling
carnage of December 2013 are both unlikely to reappear in the next
few years. We think -4-5% discounts are the appropriate anchor point
and current levels of -7%+ discounts are attractive for investors in
need of tax-free income.
Conclusion: The key for CEF analysis to be very successful is to get
in or out of a fund when you find the right level of divergent behavior
between the portfolio’s data (NAV) and the funds’ CEF data (market

price). Because most CEFs trade at levels challenging for large funds
or investors ($1B+ in assets) to navigate, there is a real opportunity
for individual investors or financial advisors to tap into these
inefficiencies in a repeatable fashion. We know it is important to
know “what you own” and “why you own it”, but for cross over
investors that only focus on fundamental data in the closed-end fund
universe, we think you can end up in a few pitfalls. In our experience,
a fund being “cheap” and “an activist target” is only helpful if you
should own the investment in the first place. You have to experience
NAV performance while you wait for the alpha of narrowing discounts.

Disclosure: The views and opinions herein are as of the date of publication and are subject to change at
any time based upon market movements or other conditions. None of the information contained herein
should be constructed as an offer to buy or sell securities or as recommendations. Performance results
shown should, under no circumstances, be construed as an indication of future performance. Data, while
obtained from sources we believe to be reliable, cannot be guaranteed. Data, unless otherwise stated
comes from the August 29, 2014 issue of our CEF Universe service.

UPCOMING WEBINAR FEATURING FITCH RATINGS
Click on the banner below to register
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What will happen to my closed-end fund if rates rise?
August 26, 2014
Without any pretenses of being able to predict the timing
of changes in interest rates, this report hopes to be a
reminder of what to expect in the behavior of closed-end
funds (CEFs) in the event of a rise in rates.
Understanding the moving parts of a CEF will allow
investors to better recognize what to expect during a
period of changing rates. In particular, a rise in different
types of rates on different parts of the yield curve will
impact a CEF in different ways
Long rates
A rise in long rates is likely to negatively impact the net
asset value (NAV) of a CEF. More specifically, CEFs that
hold asset classes that are more interest-rate sensitive
such as municipal bonds, taxable Build America Bonds,
preferreds and investment grade corporate bonds will
probably experience more severe declines in NAV in the
event of a rise in long rates. If leverage is present, then
the impact on the NAV should be magnified. Of course,
the higher the leverage ratio, the greater the impact is on
NAV. We consider a leverage ratio of 40% or greater to
be high. A high leverage ratio combined with a CEF
portfolio’s long duration would result in a very high
leverage-adjusted duration, i.e. very high impact on NAV
when long rates change.
Short rates
While long rates affect the NAV, a rise in short rates is
likely to negatively impact the distribution of CEFs that
leverage their assets. A rise in short rates increases the
cost of borrowing of a leveraged CEF, reducing its
earnings and eventually likely resulting in a reduction in
distribution. In only a few cases, the cost of borrowing of
leveraged CEF does not float with short rates, instead
management has fixed it for a period of time (usually a
few years). In that case, a rise in short rates may not
have an immediate impact on the earnings, and
consequently the distribution, of a CEF.
Keep in mind that it is municipal short rates1 that would
need to rise to trigger an increase in the cost of
borrowing of municipal CEFs. In other words, if other
short rates rise such as Treasury rates or LIBOR
(London Interbank Offering Rate), but not muni short
rates, then the earnings of leveraged municipal CEFs
should not diminish and their distributions should not
decline. Similarly, it would be a rise in LIBOR rates, in
particular, that is more likely to impact the distributions of
leveraged taxable CEFs.

A special note on senior corporate loan CEFs is
worthwhile because we believe some investors are
probably still making some incorrect assumptions about
the current loan market. Several years ago, a rise in
LIBOR — assuming no changes in credit spreads —
would have triggered an increase in the distributions of
senior corporate loan CEFs with a lag of only a few
months. However, the loan market has changed in the
past few years in that almost 90% of loans now have
LIBOR floors averaging just over 100 basis points. In
other words, LIBOR would need to rise sufficiently —
through the LIBOR floors — in order for the loans to start
kicking off more income to investors. Meanwhile, the cost
of leverage of loan CEFs, – note that all senior corporate
loan CEFs use leverage – would start increasing with a
rising LIBOR thereby reducing the earnings of a loan
CEF. Thus, if LIBOR rises only modestly, it is possible
that the distributions of loan CEFs may decline at first,
which may appear counterintuitive to some investors.
Distributions of loan CEFs would start to increase only
after LIBOR rises through the floors.
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Valuation
The generally low liquidity of the CEF universe magnifies
changes in the valuations of CEFs — premiums and
discounts. A rise in either short or long rates is likely to
negatively impact the valuation — narrowing of a
premium or widening of a discount — of a CEF. Even
those CEFs, whose underlying assets classes are not
necessarily considered to be interest rate sensitive, such
as equities or loans, may have their discounts widen
because most CEFs tend to have a higher yield. In other
words, even though a CEF’s underlying asset class, i.e.
its NAV, may not necessarily be interest rate sensitive,
the CEF’s market price may turn out to be interest rate
sensitive, at least temporarily. During selling pressure,
the generally low liquidity of CEFs tends to exacerbate
the widening of discounts — market prices fall more than
NAVs. The volatility of a CEF’s market price is usually
higher than that of its NAV — sometimes it is a multiple
higher — and may be much higher than what one may
expect for its underlying asset class. For example, during
certain periods, the market price volatility of a municipal
CEF has resembled that of an equity index, even though
its NAV volatility was more in line with expectations, i.e.,
municipal bonds.
Rather than relying on the duration of a CEF as an exact
measure of its interest rate sensitivity, we think investors
should take duration with a “grain of salt.” Most

1 In particular, the Securities Industry and Financial Markets Association (SIFMA) Municipal Index, which is a 7-day high-grade market index comprised of tax-exempt VRDOs reset rates that
are reported to the Municipal Securities Rule Making Board’s MSRM’s) SHORT reporting system.
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managers publish the duration of their CEFs, although not all do.
However, the published duration may not be adjusted for leverage, or
it may be a simple modified duration instead of the more informative
options-adjusted duration that adjusts for bond calls. Even then, the
most realistic and adequately calculated duration may not accurately
reflect the true interest rate sensitivity of a CEF’s market price
because the duration is a measure of the interest rate sensitivity of
the portfolio or its NAV — not its market price. Changes in the
premium/discount will usually distort the impact suggested by the
duration. For example, a leveraged municipal CEF trading at a very
wide discount — potentially already reflecting investor’s fear about
rising rates — may not experience such a negative market price
impact in the event of higher long rates. In that case, its market price
would likely outperform its NAV. Similarly, the market price of a shortduration CEF trading at a wide premium may tumble more than some
may expect. Its market price return would then underperform its NAV
return.
A rise in rates may widen discounts, but we believe discounts may not
stay extremely wide for too long as a result of two trends that have
strengthened over the past few years. First, there are more
opportunistic CEF investors now compared to a couple of decades
ago. A few more small to moderate-sized institutional investors
constantly monitor the discounts of CEFs and are ready to step in if
they find an arbitrage situation. Exchange-traded tracking products
(ETPs) have also made it easier to implement such arbitrage
situations to take advantage of narrowing discounts — purchase a
long position in a CEF with a wide discount and sell-short an
Disclaimers
Closed-End Funds (CEFs) are actively managed and can employ a number of investment strategies
in pursuit of the fund’s objectives. Some strategies may increase the overall risk of the fund and there
is no assurance that any investment strategy will be successful or that the fund will achieve its
intended objective. A CEF has both a market price and net asset value (NAV), and these two values
and their respective performances may differ. Changes in investor demand for a particular fund may
cause the fund to trade at a price that is greater (lower) than it’s NAV, creating a share price premium
(discount) to its NAV. CEFs are subject to different risks, volatility, fees and expenses. Many CEFs
can leverage their assets to enhance yields. Leverage is a speculative technique that exposes a
portfolio to increased risk of loss, may cause fluctuations in the market value of the fund’s portfolio
which could have a disproportionately large effect on the fund’s NAV or cause the NAV of the fund
generally to decline faster than it would otherwise. The use of leverage and other risk factors are more
fully described in each closed-end fund’s prospectus under the heading “Risks.”
The sources of closed-end fund distributions can include portfolio income, capital gains/losses, and/or
return of capital. The final determination of tax characteristics of each CEF’s distributions will occur
after the end of the year, at which time it will be reported to the shareholders.
Exchange-Traded Funds are subject to risks similar to those of stocks. Investment returns may
fluctuate and are subject to market volatility, so that an investor’s shares, when redeemed, or sold,

equivalent ETP. Also, veteran CEF investors, who have held CEFs
through several cycles, have learned to opportunistically buy them
while CEFs are in distress — when their discounts are historically
wide — during market weakness. A second trend has been around
CEF corporate actions, particularly mergers. The number of mergers
among similar CEFs has increased over the past few years and some
of the smallest CEFs have liquidated — taken over by activists —
resulting in a somewhat smaller universe of overall larger and more
liquid CEFs. Thus, while we would still caution investors to tread
carefully when trading CEFs, overall liquidity of the CEF universe has
improved. Not surprisingly, it has become less common to see
extended periods of extremely wide discounts of CEFs.
Conclusion
A rise in long rates should cause NAVs to decline, particularly those
of CEFs that hold more interest-rate sensitive asset classes with
longer durations. However, the market prices may behave differently
than what the duration of a CEF’s portfolio may suggest. A rise in
short rates is likely to cause reductions in the distributions of
leveraged CEFs. A rise in either is likely to contribute to widening of
discounts.
CEFs are not suitable for the most conservative of investors. Yet, for
those investors with a higher tolerance for risk who understand the
moving parts of a CEF and how they are affected by market forces,
a longer-time horizon is likely to provide satisfactory returns among
well-managed CEFs.
may be worth more or less than their original cost.
Build America Bonds are taxable municipal bonds created under the American Recovery and
Reinvestment Act of 2009 that provide federal subsidies to the issuer for a portion of the borrowing
costs. These municipal bonds are backed by the issuing municipality and are not obligations of the
U.S. government. BABs are subject to federal taxes but may be exempt from state and local taxes. As
with all bonds, BABs are subject to interest rate, credit and market risks.
Arbitrage strategies expose a fund to the risk that the anticipated arbitrage opportunities will not
develop as anticipated, resulting in potentially reduced returns or losses to the fund. They involve
buying securities on one market for immediate resale on another market in order to profit from a price
discrepancy. Such strategies entail the use of short selling. Short selling involves the risk of potentially
unlimited increase in the market value of the security sold short, which could result in potentially
unlimited loss for the fund. In addition, taking short positions in securities is a form of leverage which
may cause a portfolio to be more volatile.
Duration is a measure used to determine a bond/s or bond portfolio’s sensitivity to movements in
interest rates. Generally, the longer the duration the more sensitive a bond or bond portfolio is to
changes in interest rates.
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Exchange-Traded Tracking Products
September 4, 2014
Exchange-Traded Tracking Product Closures
Over the past decade the exchange-traded tracking
products (ETPs) universe has recorded an explosive
growth in assets, increasing from 145 ETPs and $179
billion at the end of June 2004 to 1,613 ETPs and $1.9
trillion at the end of June 2014 according to Morningstar,
Inc. This translates into an impressive and enviable asset
compound annual growth rate of 26%! Along with this
rapid growth there have been a reasonably-large number
of ETP closures. However, we believe this is a natural
and healthy pruning process that will more than likely
continue as the ETP industry matures.
Most ETP closures are liquidations where ETP
shareholders receive the net asset value (NAV) minus a
liquidation fee, if there is one, as of the liquidation date.
Closures are typically the result of one of the two
following factors: 1) newer sponsors exiting the industry
primarily because they were unable to raise enough
assets (and ultimately generate enough revenue) to
support the business, or 2) larger sponsors pruning their
ETP offerings as a result of low client demand. Since
2008 there have been a total of 400 ETP closures
(including announced but uncompleted closures in 2014
and excluding those closed as a result of target maturity
dates) with median assets of $4.9 million. The chart
below shows the total number of ETP closures and their
median assets near the final trading day per year.
Interestingly, there has been a trend of increasing
median asset size for those ETPs that have gone
through closures.

ETP sponsors have a higher threshold to introduce
products these days and since seed capital is no longer
as easily available, they must limit launches to only those
products that have a high level of expected demand.
Many ETP sponsors, in general, can no longer afford a
product development strategy akin to “let’s throw
spaghetti on the wall and see what sticks.” That being
said, a few of the largest sponsors still have the
advantage of launching more esoteric products if they
believe there may be some demand at some point in the
future given that their ETPs with more assets can
subsidize their low-asset ETPs . However, even with the
largest sponsors, there is still negative reputational risk
associated with closures.
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The following section briefly highlights factors that may
anticipate closure risk, the liquidation process and how it
impacts the ETP investor.
Identifying Closure Risks
ETP Size and Peer Group Rank
The first two factors, and the easiest to identify, are the
absolute size of the ETP (in assets) and its size relative
to its peers. ETPs with few assets (less than $25 million)
are probably not profitable given the generally-low
expense ratios charged. Additionally, if an ETP is the
smallest in a group of larger ETPs providing fairly similar
exposure, it is likely to garner little attention, limiting
asset growth potential. However, a small ETP providing
unique exposure may, if the timing is right, still have the
opportunity to grow its assets to profitable levels.
ETP Sponsor
Another factor to consider is the ETP assets by a given
sponsor. If the aggregate amount of assets held by a
sponsor with multiple ETPs does not generate enough
revenue to support its business, then the ETP sponsor
may shut its doors to its ETP business completely,
causing multiple closures. Additionally, one could
anticipate that a sponsor with a history of closures will
likely continue to prune its ETP offerings in the future.
The Liquidation Process

Typically, the first-mover’s advantage is critical to raise
assets in the ETP universe. For example, there are five
ETPs tracking Russia equity indices, holding a total of
$2.1 billion in assets as of August 26, 2014. The oldest of
the group, which launched almost three years prior to the
next ETP’s inception, holds $1.7 billion or over 80% of
the ETP assets with Russia exposure.

At the liquidation announcement, a sponsor will state the
ETP’s final trading date (typically between one and two
months after the announcement) and the liquidation date.
After the final trading date the sponsor will no longer
accept share creation orders and will begin to liquidate
its portfolio and distribute the cash to the remaining
shareholders on the liquidation date. Keep in mind that
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the value received is not necessarily the value of the portfolio at the
end of the final trading date; instead, it will be the value as of the
specified liquidation date. It is also worth noting that during the
liquidation period, the ETP will probably no longer track its index. It is
possible that there will be a liquidation fee imposed on those
shareholders who remain until the end. In the case of a liquidation of
an ETP by a larger sponsor, these liquidation fees may be absorbed
by the sponsor in order to avoid tarnishing its reputation.

not identical, exposure, which is often not too difficult to find. Another
option is to simply change the strategy altogether.

Impact to ETP Investor

We believe ETP closures are part of a natural and healthy evolutionary
process which will more than likely continue as the ETP industry
matures. However, we would not expect the number of closures to
accelerate beyond the pace that we have recently experienced. What
we believe is most important to highlight is that an ETP closure should
not cause fear with investors since they should not receive less than
what the assets are worth at the time of the liquidation. Additionally,
ETPs with closure risk are typically easy to identify — avoid those that
have few assets — and there are often alternative ETPs that provide a
similar exposure.

Taxes
Regardless of the reinvestment selection, investors may be forced to
realize capital gains, which would create an unanticipated tax event.
Conclusion

Once the ETP liquidation is announced by the sponsor, existing
shareholders have a couple of factors to consider.
Reinvestment
ETP shareholders can either sell out of their positions prior to the final
trading date or simply wait until the liquidation date. Either way, the
investor must decide where to place the newly received cash. One
option (if the investor wants to continue to use ETPs) is to search for
another ETP that provides some level of comparable, albeit probably
Disclaimers
Exchange-Traded Funds are subject to risks similar to those of stocks. Investment returns may fluctuate
and are subject to market volatility, so that an investor’s shares, when redeemed, or sold, may be worth
more or less than their original cost. Exchange Traded Funds may yield investment results that, before
expenses, generally correspond to the price and yield of a particular index. There is no assurance that the
price and yield performance of the index can be fully matched.
Exchange-Traded Notes (s) are not funds, are not registered under the Investment Company Act of 1940,
and are not subject to the same regulatory requirements as mutual funds, closed-end funds or exchangetraded funds. ETNs are senior, unsecured debt obligations issued by a financial institution designed to
track the total return of an underlying index, minus investor fees, and have no principal protection. The
creditworthiness of an ETN is based on the creditworthiness of the issuer. Before investing in an ETN,
you should carefully consider the creditworthiness of the issuer and the ETNs investment objectives,
risks, fees and charges. ETNs are listed on an exchange and trade in the secondary market. There is no
guarantee a trading market will develop for any specific ETN.
An investment in securities of Master Limited Partnerships (MLPs) involves certain risks which differ from
an investment in the securities of a corporation. Holders of MLP units have limited control and voting
rights on matters affecting the partnership. There are certain tax risks associated with an investment in
MLP units and conflicts of interest may exist between common unit-holders and the general partner,
including
those arising from incentive distribution payments. MLPs may be sensitive to price changes in oil, natural
gas, etc., regulatory risk, and rising interest rates. 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. Other risks include the volatility associated with the use of
leverage; volatility of the commodities markets; market risks; supply and demand; natural and man-made

catastrophes; competition; liquidity; market price discount from NAV and other material risks.
An MLP is not required to make distributions and distributions may represent a return of capital.
This report is not a complete analysis of every material fact in respect to any fund or fund type.
Wells Fargo Advisors is a trade name for certain broker/dealer affiliates of Wells Fargo & Company; other
broker/dealer affiliates of Wells Fargo & Company may have differing opinions than those expressed in
this report. Contact your Financial Advisor if you would like copies of additional reports.
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.

Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells
Fargo & Company and its subsidiaries, including Wells Fargo Securities, LLC, member NYSE, FINRA and
SIPC and Wells Fargo Bank, National Association.
Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo
Advisors, LLC, and Wells Fargo Advisors Financial Network, LLC, Members SIPC, non-bank affiliates of
Wells Fargo & Company. First Clearing, LLC Member SIPC is a registered broker dealer and non-bank
affiliate of Wells Fargo & Company. ©2014 Wells Fargo Advisors, LLC. All rights reserved. CAR # 071401847

.

UPCOMING MLP ROUNDTABLE WEBINAR
Click on the banner below to register
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US DOLLAR STRENGTH WEIGHS ON PRECIOUS METAL
PERFORMANCE

September 8, 2014

Surprise ECB rate cut weakens Euro and weighs on
precious metal performance.
Precious metals and the Euro currency declined 1.4% in
US dollar terms following the ECB’s policy actions. With
continued divergence in economic performance between
the US and Euro area, we expect US dollar strength to
continue to pressure precious metal performance in
dollar terms. However, if the benign scenario that is
priced into global equities and other cyclical assets
proves to be wrong, precious metals and gold in
particular could prove to be an effective hedge. The
surprise rate cut of 10bps by the ECB led to the sharpest
weekly drop in the Euro since the week ending January
31 while gold in USD terms declined 1.5%.

Gold could gain haven demand if Ukraine ceasefire
proves to be short-lived.
The ceasefire between Ukraine and Russian-supported
rebels appears to be under threat after multiple reports of
shelling between the two sides. Some of the geopolitical
premium that had been removed from gold prices could
come back again if the ceasefire completely falters.
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Silver nearing and attractive entry point.
The silver price continues to languish under pressure
from the stronger USD and its strong correlation with
gold. Silver has been trending lower for the past 7 weeks
and it is now getting close to attractive levels. While
inventories remain elevated, signalling lacklustre
industrial demand, the silver price is trading closer to its
marginal cost of production that currently stands at
US$15/oz. The Silver Institute expects demand for the
metal to grow at around 5% per annum over the next two
years thanks to a sharp turnaround in the global
photovoltaic industry, led by China. In the medium term
we expect the trend of destocking and price appreciation
to resume as the global economic recovery gains pace.
Although mining supply remains strong, total supply is
more likely to continue to decline unless higher prices
induce recycling and scrap supply. In 2013, despite a
new record high for mining supply, total supply of silver
declined about 2.5% due to a sharp reduction in
recycling on the back of the price decline.

Weak US payrolls growth provides only a temporary
lift to gold prices.
With US ISM manufacturing and exports beating
expectations, we believe that the weakness in jobs
growth reported last week is more aberration than a
trend. While gold prices initially rallied in reaction to the
disappointing data, the momentum quickly faded. US
dollar strength and dampening geopolitical risks
continued to weigh on the metal’s performance.
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Seeking Alpha with Biotechnology ETFs
September 10, 2014
2014 is shaping up to be another strong year for the
biotechnology industry and associated exchange-traded
funds (ETFs). After declining nearly 20% from February
to April, the NYSE Arca Biotechnology Index rebounded
to new highs during the month of August, boosting yearto-date returns to 34.6% (through 8/31/14). As in years
past, the industry’s news flow contained a number of
important announcements that significantly impacted
near-term returns for biotechnology stocks. While such
stories have a tendency to frame investors’ conceptions
of biotechnology ETFs in terms of short-term, tactical
trading opportunities, a compelling case can also be
made for longer-term, strategic allocations to the
biotechnology industry.
In many respects, biotechnology is unlike other
industries. To a large extent, future earnings for these
companies depend on innovation that pushes the
boundaries of scientific understanding. On the one hand,
tremendous resources can be expended on ventures that
ultimately provide little or no payoff; on the other,
scientific breakthroughs may create blockbuster revenue
streams. Moreover, circumstances that are largely
beyond the control of biotechnology companies, such as
decisions made by regulators, can make or break a
project.

Together, these factors make it exceedingly difficult to
forecast the level and timing of future cash flows and
earnings for many biotechnology companies. As a result,
individual biotechnology stocks are often extremely
sensitive to positive or negative announcements, related
to topics such as trial results, regulator comments, and
M&A activity, which can lead to high levels of volatility.
Over the past decade, the standard deviation for the

NYSE Arca Biotechnology Index was 58% higher than
that of the S&P 500 Index (23.2% vs 14.7%).¹
However, these idiosyncrasies have also resulted in a
pattern of returns that is less aligned with broader equity
markets. Over the past decade, the correlation coefficient
between the NYSE Arca Biotechnology Index and the
S&P 500 Index was 0.63.² Moreover, less than 40% of
the NYSE Arca Biotechnology Index’s returns could be
explained by returns of the S&P 500 Index (through
8/31/2014).³ Hence, although the total risk of
biotechnology indices may be higher than that of broad
equity indices, within a diversified portfolio, an allocation
to biotechnology may serve to enhance portfolio
diversification and potentially increase risk-adjusted
returns.
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Over the past ten year period ending 8/31/14,
biotechnology allocations ranging between 5% and 15%
(rebalanced quarterly) would have meaningfully
enhanced returns, while only marginally increasing risk,
compared to the S&P 500 Index (see allocations below).
Allocations of 5%, 10%, or 15% to the NYSE Arca
Biotechnology Index each produced a higher Sharpe
Ratio than the S&P 500 Index.4
There are many objectives that may drive investors to
make short-term, tactical allocations to biotechnology
ETFs. However, we believe investors should not
overlook the longer-term benefits that an allocation to the
biotechnology industry may provide. In light of the
unique, idiosyncratic factors that help drive biotechnology
returns, biotechnology ETFs may be useful tools for
enhancing diversification and potentially improving riskadjusted returns.
¹Morningstar Direct. “Standard deviation “is a measure of price variability
(risk).
²Bloomberg. “Correlation coefficient” is a statistical measurement of the
co-movement between the
returns of two assets.
³Bloomberg.
4 Morningstar Direct. “Sharpe Ratio” is a measure of excess returns
(above a risk-free rate) per unit of risk.

You should consider a fund's investment objectives, risks, and charges and expenses carefully before investing. You can download a prospectus or summary prospectus by visiting
www.ftportfolios.com, or contact First Trust Portfolios L.P. at 1-800-621-1675 to request a prospectus or summary prospectus which contains this and other information about a fund. The
prospectus or summary prospectus should be read carefully before investing.
Investors buying or selling ETF shares on the secondary market may incur customary brokerage commissions. Market prices may differ to some degree from the net asset value of the shares. Investors who sell
fund shares may receive less than the share’s net asset value. Shares may be sold throughout the day on the exchange through any brokerage account. However, unlike mutual funds, shares may only be
redeemed directly from the fund by authorized participants, in very large creation/redemption units. A fund’s shares will change in value, and you could lose money by investing in a fund. One of the principal
risks of investing in a fund is market risk. Market risk is the risk that a particular security owned by a fund, fund shares or the market in general may fall in value.
Biotechnology companies are subject to changing government regulation which could have a negative effect on the price, profitability and availability of their products and services. The research and
development costs required to bring a drug to market are substantial and may include a lengthy review by the government, with no guarantee that the product will ever be brought to market or show a profit.
Many of these companies may not offer certain drugs or products for several years, and as a result, may have significant losses of revenue and earnings.
All opinions expressed constitute judgments as of the date of release, and are subject to change without notice. There can be no assurance forecasts will be achieved. The information is taken from sources that
we believe to be reliable but we do not guarantee its accuracy or completeness.
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MLPs and Beyond: The Growing Opportunity in Midstream
Energy
Executive Summary
Through advanced drilling techniques, rising production
from North American shale formations has led to lower
domestic prices for many energy commodities. As a
result, lower prices are helping to open up new sources
of energy demand. These trends are leading to attractive
investment opportunities across the entire midstream
energy value chain.
Traditionally, investors have turned to midstream energy
for the predictable income streams generated by
companies that gather, store and transport oil, gas and
natural gas liquids. Many of these companies are
structured as MLPs in order to maximize the delivery of
tax-deferred income. Today, midstream energy
opportunities can be accessed through a broader set of
entity structures, some of which offer higher prospects
for growth than others. For example, MLPs are managed
by general partners (GPs), many of which are publicly
traded entities themselves. Often, these companies
benefit from a disproportionate share in the underlying
growth of the limited partnerships they manage. While
some of these companies are structured as
partnerships, more are traditional corporations.
The investment opportunity extends well beyond U.S.
borders. For example, we find a similarly positive
fundamental backdrop for energy infrastructure
companies focused on Western Canada’s oil sand and
shale formations. At the same time, the U.S. is gearing
up to become a net exporter of energy, which has
spurred large scale infrastructure investment related to
the export of liquefied natural gas (LNG), propane and
other energy commodities to higher-priced markets in
Europe and Asia. Shipping companies, beneficiaries of
this trend, are for the most part domiciled offshore. In our
view, maximizing the potential of these opportunities is
best accomplished through a total return approach,
grounded in fundamental research. We have observed a
widening dispersion of returns among MLPs and other
midstream energy stocks, further supporting the growing
case for active management in the asset class. These
disparities are, in part, a function of a company’s
exposure to specific commodities and geographies.
Other factors relate to their business models, entity
structures and management quality.
This Viewpoint explores the industry trends in midstream
energy and its growing universe of investment
opportunities, with an emphasis on our preference for a
total return approach. In the Appendix, we highlight the
benefits and tradeoffs of various commingled investment
vehicles that invest in this sector, such as actively
managed mutual funds and exchange-traded funds

(ETFs).
Rapidly Evolving Industry Trends That Are Changing
the Dynamics of Energy Supply and Demand
The supply push—North American energy production is
at record levels. Through advanced drilling techniques,
companies are tapping vast reservoirs of oil, natural gas
and natural gas liquids once deemed uneconomic to
extract. The scope of this supply growth is captured in
Exhibit 1, which highlights multiple years of upward
revisions in annual energy production forecasts provided
by the U.S. Energy Information Administration.
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The demand pull—mounting supplies and low domestic
prices have broadened market demand. This demand is
coming from a variety of sources, each driving further
energy infrastructure investment needs. These themes
are highlighted below.
• Growing Export Capabilities. Rising production is not
only driving substantial investment in traditional
energy transportation networks, but also the build-out
of U.S. export capabilities. A total of 26 natural gas
liquefaction plants are now in various stages of
construction or approval, which will enable the export
of LNG to higher-priced demand centers in Asia and
Europe. This segment holds significant opportunity
for investment, based on the wide disparity in global
prices for LNG, highlighted in Exhibit 2. In addition to
LNG, North American midstream energy companies
are actively investing in facilities to export other
energy commodities, such as propane, butane,
refined products and ethane.
• Investments in petrochemical facilities. With lower
prices for natural gas liquids, the primary feed-stocks
in petrochemical processes, the U.S. petrochemical
industry is now at the low end of the global cost curve
and continues to improve its competitive position
against foreign peers. Substantial investments in
petrochemical facilities are being made, primarily
along the Gulf Coast
• Industrial Demand. Lower prices are benefiting
profitability in the industrial sector. Several leading
companies have announced plans to increase
capacity or build entirely new facilities at a total cost
of over $60 billion through 2018. These include
investments in fertilizer plants, polymer plants,
ammonia and paper-finishing facilities.
• Increased Natural Gas Utilization in Power
Generation. Compared with coal, natural gas is a
cleaner burning fuel and gas-fired plants are both
cheaper to build and more flexible. These factors,
coupled with stricter environmental regulations, are
driving higher utilization of natural gas in the
generation of electrical power.
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A Focus on Total Return Rather Than Income
A broader universe can diversify a midstream energy investment
strategy by allowing investors to go beyond traditional high-incomebased MLP securities to access potentially higher total return and
lower volatility. We can illustrate this investment potential with a
performance comparison of two widely recognized indexes focused
on the asset class. The Alerian MLP Index (AMZ), which is
commonly used by investors to represent the MLP universe, is
limited to companies structured as partnerships. A more diversified

proxy is the Alerian Energy Infrastructure Index (AMEI), which
includes not just MLPs, but other midstream energy companies as
well. See index definitions on page 11.
As shown in Exhibit 3, the correlations with equities were similar for
both the MLP Index and the broader midstream proxy. Exhibit 4
shows that the AMEI significantly outperformed both the AMZ and
the S&P 500 Index in recent years, with lower volatility and a
significantly higher Sharpe Ratio.
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Why Growth Stocks Now?
September 9, 2014
After five years of a strong bull market, I believe there’s
still room for stocks to advance. Growth stocks look
especially attractive. At 1.23, the premium for growth
over value remains lower than the historical average of
1.44. Even when we omit the tech bubble from the longterm average, the 1.23 premium for growth is lower than
that 1.37 average
FIGURE 1. THE VALUE IN GROWTH

As we’ve discussed in our previous commentaries
(including our most recent outlook), we believe that the
market has entered a growth regime, and that this
current economic expansion cycle will likely be longer
than typical—providing a favorable backdrop for growth
stocks. Accommodative monetary policy seems set to
continue: Last week, the European Central Bank
surprised the markets with a rate cut and Friday’s
anemic job numbers suggest that the Fed is unlikely to
accelerate the pace for a rate increase. But when a rate
increase does eventually occur, P/Es are likely to go up
as well. History has shown that P/Es go up when
interest rates are moving up from abnormally low levels.
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John P. Calamos, Sr.
CEO and Global Co-CIO
Calamos Investments

No doubt, there will be volatility from economic reports
and geopolitics, with Ukraine and the Middle East
looming largest today. Active management and a longterm perspective will make the difference in taking
advantage of the short-term choppiness that is likely to
occur.
While growth stocks’ prices are low relative to value,
their earnings prospects are significantly better. The 5year forward EPS growth rate for the Russell 1000
Growth Index is 14.76%, versus 8.77% for the Russell
1000 Value Index (Figure 2). As investors move from
the "bad news is good news" mindset to "good news is
good news," we believe that growth stands to benefit.
FIGURE 2. BRIGHTER EARNINGS PROSPECTS FOR
GROWTH

Past performance is no guarantee of future results. The opinions
referenced are as of the date of publication and are subject to change
due to changes in the market or economic conditions and may not
necessarily come to pass. Information contained herein is for
informational purposes only and should not be considered investment
advice.
The information in this report should not be considered a
recommendation to purchase or sell any particular security. The views
and strategies described may not be suitable for all investors.
The price of equity securities may rise or fall because of changes in the
broad market or changes in a company's financial condition, sometimes
rapidly or unpredictably. Equity securities are subject to "stock market
risk" meaning that stock prices in general (or in particular, the prices of
the types of securities in which a fund invests) may decline over short or
extended periods of time.
Russell 1000® Growth Index measures the performance of the largecap growth segment of the U.S. equity universe. It includes those
Russell 1000 companies with higher price-to-book ratios and higher
forecasted growth values. Russell 1000® Value Index measures the
performance of those companies in the Russell 1000® Index with lower
price-to-book ratios and lower forecasted growth values. Indexes are
unmanaged, do not include fees or expenses and are not available for
direct investment.
Price to earnings ratio (P/E) is a valuation ratio of a company's current
share price compared to its per-share earnings. Earnings per share
(EPS) is a company’s profit divided by its number of common
outstanding shares. EPS Growth (5 years) represents the weighted
earnings per share growth of holdings. Standard deviation is a statistical
measure of the historical volatility of a portfolio or group of holdings.

©2014 Calamos Investments LLC. All Rights Reserved. Calamos®, Calamos Investments® and Investment strategies for your serious
money® are registered trademarks of Calamos Investments LLC.
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Is the Five-Year Assault on Bank Earnings Power Finally
“Tapering”?
August 2014
On August 21, 2014, the Department of Justice and one
of the largest banks in the U.S. announced agreement
on a record mortgage settlement for nearly $17 billion.
This clearly is not the end of the financial services
industry’s legal woes, which still include large-scale
cases on LIBOR rate setting, foreign exchange
manipulation and foreign hiring violations, among
others. However, we do believe the agreement
represents an inflection in the magnitude of litigation
costs incurred by an industry that has faced financial
pressures on several fronts since the beginning of the
Great Recession and through the recovery.

1.
2.
3.

Short-term securities
Commercial prime-based lending
Deposit re-pricing that lags a higher fed funds rate
(some from non-interest bearing deposits and
some from other transactional and core deposits
that tend not to be very rate sensitive)

Author:
Christopher Mashia
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Even for those who believe rates are unlikely to rise to
levels seen in the past (e.g., Bill Gross’ “new normal”), a
100 to 200 basis point increase in short-term rates
could be viewed as considerable boon for large cap
bank NIMs and earnings-per share (EPS).

More specifically, five key pressure points have
degraded the earnings power of large cap banks since
the financial crisis unfolded:
1. Record low interest rates squeezing net interest
margins (NIMs)
2. Limitations in capital return to shareholders
3. Legal and regulatory expenses
4. Credit deterioration
5. Weak growth, due to deleveraging in the U.S.
economy and regulatory pressures on fee income
Some of these pressure points, such as credit-related
losses, have reversed sharply to enhance bank
earnings power but most have remained stubbornly
elevated. However, we believe that most—if not all—of
these headwinds will likely be alleviated materially over
the next few years.
Rising Interest Rates Should Benefit Banks
It has been more than five years since the Federal
Reserve lowered its target interest rate range to 0-25
basis points. While banks were initially able to absorb
the impact of falling rates by lowering the cost of
deposits and refinancing into lower-cost borrowings, the
low rate environment eventually began to materially
degrade margins. Despite reasonable levels of asset
growth in recent years, net interest income remained
stagnant and, in some cases, growth was negative.
Considering the steady improvement in U.S.
employment, the normalization of inflation levels, and
indications from Chair Yellen and other Fed officials
regarding completion of the tapering program and
tightening prospects, we believe it is increasingly likely
that rates will move higher in 2015.
In our view, large cap banks should all benefit to varying
degrees from rising rates (Figure 1), especially from a
rise in short-term rates driven in large measure by repricing in:

Capital
Improvements:
Far-Reaching
but
Overlooked
Since the financial crisis, the banking industry has
achieved significant capital improvements. Even so, the
market remains more focused on the negatives of
today’s tough regulatory environment. Overall, bank
capital levels have reached levels not seen since the
post-Great Depression era (Figure 2), but this appears
to be overshadowed by the opacity in which capital
return is approved (or not) by the Fed through its annual
“stress test,” the Comprehensive Capital Analysis and
Review (CCAR). For example, investors were reminded
of the CCAR’s unclear criteria when a large bank failed
its stress test in 2014 for qualitative reasons, despite
soundly passing on quantitative measures.
Nevertheless, we see many reasons for optimism going
forward, including the success of several bank holding
companies (BHCs) in navigating the CCAR process,
capital levels that continue to build well above more
stringent Basel 3 requirements, as well as the
completion of many high-profile legal settlements. In
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several instances, the Fed has eventually been willing to unleash
capital returns (e.g, share repurchases and dividend increases) for
BHCs, having been satisfied by the overall level of capital
(quantitative) and strong controls and stress-testing capabilities
(qualitative).

environment, as well as management teams’ willingness to
restructure, including selling off underperforming units, reducing
staffing where possible to protect return on equity, and embracing the
secular trend of consumer adoption of technology (mobile/online
banking, smart ATMs). Over time, these efforts should continue to
reduce the need for some bank branches, while also lowering staffing
levels within branches and allowing for smaller (and cheaper)
technology-focused branch layouts.
However, litigation and settlement costs have been considerable
expense headwinds that have substantially depressed margins and
overshadowed operating expense reductions. Additions to litigation
reserves have occurred for so many years that they now obscure the
true earnings power and operating margins of the business.
The opinions referenced are as of the date of publication and are subject to change due to
changes in the market or economic conditions and may not necessarily come to pass.
Information contained herein is for informational purposes only and should not be considered
invest¬ment advice. The information in this report should not be considered a recommendation
to purchase or sell any particular security.

Litigation and Settlement Costs Are Likely Abating
Over recent years, the banks have been highly disciplined and quite
successful in lowering operating expenses. This success is
attributable to several factors, such as a generally low wage inflation

The BofA Merrill Lynch U.S. High Yield Index is an unmanaged index of U.S. high yield debt
securities. Unmanaged index returns assume reinvestment of any and all distributions and do
not reflect any fees, expenses or sales charges. Investors cannot invest directly in an index.
Investments in high-yield securities include interest rate risk and credit risk. Outside the U.S.,
this presentation is directed only at profession¬al/sophisticated investors and it is for their
exclusive use and information. This document should not be shown to or given to
retail investors.
©2014 Calamos Investments LLC. All Rights Reserved. Calamos®, Calamos Investments® and
Investment strategies for your serious money® are registered trademarks of Calamos
Investments LLC.

UPCOMING WEBINAR FEATURING PROSPECT CAPITAL
Click on the banner below to register
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Aberdeen Latin America Equity Fund, Inc. (LAQ)
August 2014
How have markets been performing?
Latin American markets benefitted during the second
quarter from a more positive sentiment with regard to
Chinese stimulus plans and European quantitative
easing announcements, which lead to the Latin
American market outperforming both the broader global
emerging markets and developed markets. However,
markets were also characterized by a much greater
degree of volatility than was seen in the emerging
markets and global indices. This was partly due to
increased political sentiment in Brazil with the upcoming
elections in October, in addition to mixed macro
announcements across the region throughout the
quarter.
How did this affect flows into the region?
Despite the stronger performance that we saw toward
the end of the first quarter and feeding through into the
second quarter, inflows have not really returned to the
Latin American markets. We have continued to see
outflows throughout 2014, although the pace of these
outflows has slowed.
How has the Fund performed in relation to this
backdrop?
The Fund failed to keep pace with the market in the
second quarter, resulting in underperformance. The key
issue was stock selection. While our stocks in the
Chilean market outperformed the broader Chilean
market, that was outweighed by more negative stock
selection in Brazil. Our underweight to the
underperforming materials sector added positively to the
Fund’s performance. However, within the Fund, we do
not hold utilities, and that was a sector that rebounded
on the back of Brazil election uncertainty and the
potential for a better regulatory environment after the
elections. In addition, we do not have any holdings in the
Brazilian insurance space, which is an area of the
financial sector which has also performed particularly
well.
Mexico’s hope of a faster gross domestic product
(GDP) recovery following the weakness that was
seen in 2013 did not come to fruition, what was the
reason for this?
This disappointment was a result of the ongoing
concerns surrounding the impact of tax changes at the
beginning of the year, in addition to the fairly slow rollout of the government infrastructure spending program
in the Mexican market. However, there are signs of a
slight recovery with retail sales and consumer
confidence looking more positive. This should continue
as the impact of the U.S. recovery feeds through, and

the government reform legislation passes through
congress, and more concrete progress is made on the
reform agenda. Nevertheless, valuations remain
challenging as investors focus on the long-term GDP
growth post the reform.

Interview with:
FIONA MANNING, CFA
SENIOR INVESTMENT
MANAGER

What about at a corporate level?
Companies across Latin America have been
concentrating on managing costs and generating
returns. As a result, there has been a move toward a
stabilization in corporate earnings and an improvement
in corporate profitability. A Brazilian mall operator is an
example of a firm that has been rewarded for the
resilience of its earnings profile, profitability and ability to
continue to grow their business through the weakness
that has been observed in other Brazilian consumer
environments.
One of the key concerns in the second quarter for Brazil
was the impact of the World Cup. There were a number
of issues, not least the level of spending by the
government, the ability to deliver on the infrastructure
program, and of course the impact on sentiment and
consumption activity. While there was some retail
weakness for some of the corporates throughout the
second quarter, the Brazilian mall operator successfully
managed to grow their retail sales despite a much softer
consumer environment and an environment where there
was less appetite for credit.
Is the weaker consumer sentiment in Brazil of
concern?
While the sector is fairly weak, we are not seeing the
consumer coming under any significant pressure.
Recent data has illustrated that the debt servicing
burden for families is in fact falling as a percentage of
their income, and there has been no significant increase
in non-performing loans through the banking sector,
which is positive. On the other hand, the Brazilian
market has been struggling with the declining GDP
growth expectations.

With the World Cup now over, what is Brazil
focusing on?
Markets and investors have been turning to the issue of
the elections coming up in October and looking to see
whether, and how, voters will express their discontent
with Brazil’s current situation with regard to both inflation
and economic growth. Dilma Rousseff’s popularity has
on the whole been declining, whereas two more
business-friendly candidates, Aécio Neves and Eduardo
Campos, have seen very stable popularity numbers.
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We are beginning to enter into a period of increased political
campaigning, and therefore, these figures are expected to be more
volatile as we move closer to the elections. Investors are not
necessarily expecting Dilma to lose the election, but should her
popularity continue to decline, there are hopes that she will be forced
into more market-friendly and business-friendly compromises as a
result of a much narrower election.

What should investors look out for?
There are a number of macroeconomic issues weighing on Latin
American markets, in addition to the political newsflow - not least
Chinese growth and the potential for future commodity prices and
demand, as well as uncertainty with regards to the Brazilian recovery.
However, it is important to keep in mind that valuations today look very
attractive, the quality of companies that we own remain very good, and
we believe those businesses are well-positioned for that cyclical
recovery as it comes through.
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•

Distribution Dates and Amounts Announced for Certain BlackRock Closed-End Funds – September 2

•

Blackstone / GSO Strategic Credit Fund Declares Monthly Distribution of $0.105 Per Share – September 9

•

Cohen & Steers Closed-End Funds Declare September 2014 Quarterly Distributions – September 8

•

Certain Deutsche Closed-End Funds Declare Monthly Distribution – September 9

•

Deutsche Asset & Wealth Management Renames Exchange Traded Product Suite in the Americas – August 18

•

Distribution Dates and Amounts Announced for Certain Eaton Vance Closed-End Funds – September 12

•

Certain DWS Closed-End Funds Declare Monthly Distributions – August 8

•

Eaton Vance Short Duration Diversified Income Fund Report Of Earnings – August 12

•

Federated Investors' Closed-End Municipal Funds Declare Monthly Dividends – September 12

•

Fifth Street Senior Floating Rate Corp. Commences Public Offering of Common Stock – August 13

•

First Asset Announces Launch of Actively Managed ETFs – September 9

•

First Trust Enhanced Equity Income Fund Declares Quarterly Distribution of $0.23 Per Share – September 10

•

Global X Funds Announces Index And Name Changes For Two ETFs – August 14

•

John Hancock Closed-End Funds Declare Monthly Distributions – September 2

•

Legg Mason Partners Fund Advisor, LLC Announces Distributions for Certain Closed End Funds Pursuant to their Managed
Distribution Policy – August 18

•

MFS Announces Closed-End Fund Distributions – September 2

•

Neuberger Berman Closed-End Intermediate Municipal Funds Announce Monthly Distributions – August 15

•

Nuveen Closed-End Fund Declares Distributions - September 8

•

Three Nuveen Closed-End Funds Announce Intention to Redeem Preferred Shares – September 5

•

PIMCO Closed-End Funds Announce Shareholder Approval and Effective Date of PIMCO Assuming Investment Manager
Role – August 19

•

Pioneer Investments Declares Monthly Distributions for Closed-End Funds – September 3

•

Rafferty Asset Management Closing Five Leveraged Exchange-Traded Funds – September 2

•

Templeton Releases Closed-End Fund's Portfolio Allocation Update – August 19

•

Tortoise Capital Advisors Announces Distribution Dates and Amounts for Closed-End Funds - August 8

•

Wells Fargo Advantage Closed-End Funds Declare Monthly and Quarterly Dividends – August 13

•

Wisdom Tree ETFs Declare Distributions – August 25
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CEFs & Global ETFs Webinar Library

Please click on the calendar icon to access below webinar transcript and audio.
Visit http://webinars.capitallink.com/sectors/cef-etf.html for our complete CEFs & Global ETFs Webinar Library

Upcoming 2014 Webinars
September 30 – Current Use of Leverage in U.S. Closed-End Funds
Featured: Fitch Ratings

October 1 – Topic: TBD
Featured: Goldman Sachs Asset Management, Swank Capital, Cushing
MLP Asset Management, Tortoise Capital Advisors

October 8 – Uncovering Value in the BDC Industry
Featured: Prospect Capital

October 14 – Topic: TBD
Featured: Cohen & Steers

November 11 – Topic: TBD
Featured: Fifth Street

November 19 – Topic: TBD
Featured: Ares
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CEFs & Global ETFs Webinar Library

Please click on the calendar icon to access below webinar transcript and audio.
Visit http://webinars.capitallink.com/sectors/cef-etf.html for our complete CEFs & Global ETFs Webinar Library

Past 2014 Webinars
August 5 – Closed End Fund Market Review and Outlook
Featured: Cohen & Steers

July 30– Gold: Quo Vadis?
Featured: World Gold Council

July 24 – Capturing High Yields with Prospect Capital
Featured: Prospect Capital

July 15 – Managing a Declining Euro
Featured: Deutsche Asset & Wealth Management

March 11 – Unexpected Returns–How Closed-End Funds Have Defied
Conventional Wisdom on Yields and Discounts
Featured: Cohen & Steers

January 14 – Closed-End Funds Industry Roundtable
Featured: BlackRock, Calamos Investments, Deutsche Asset & Wealth
Management, Nuveen Investments, Wells Fargo Advisors
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Disclaimer-Terms of Use: The information herein is not an offer to buy or sell any kind of securities nor does it constitute advice of any kind. The
material featured in this Newsletter is for educational and information purposes only. Material featured in this Newsletter is taken from sources
considered to be reliable but Capital Link does not represent or warrant the accuracy of the information. The opinions expressed in this
Newsletter do not necessarily reflect those of Capital Link who takes no responsibility at all for them and cannot be held liable for any matter in
any way.
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