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Closed-End Funds Report

The Month in Closed-End Funds: March 2016
PERFORMANCE
For the first month in five equity CEFs and fixed income CEFs on average
witnessed plus-side performance on a NAV basis (+7.28% and +2.30%,
respectively), while for the second month in a row equity CEFs posted a
positive return on a market basis (+8.61%) and fixed income CEFs (+3.96%)
posted a plus-side market-based return for the fourth month running. For the
month of March all the major broad-based indices posted returns in the
black. The Russell 2000 Price Only Index (+7.75%) and the Dow Jones
Industrial Average Price Only Index (+7.08%) posted the strongest returns in
the group, while the NASDAQ Composite Price Only Index chalked up a
6.84% return and the S&P 500 Composite Price Only Index (+6.60%) were
right on their tails. The Shanghai Composite Price Only Index was one of the
strongest performing indices in the global market, rising 13.13% for March.
Equities started out the month with a bang, fueled by an energy- and
materials-sector rally. Signs of falling U.S. oil production and talks of a
potential output freeze by major producers led to a jump in oil futures prices
early in the month. Adding to the increased optimism, the Department of
Labor reported the U.S. had added a better-than-expected 242,000 jobs for
February, above the consensus-expected 195,000, while the unemployment
rate remained at 4.9%. Later in March a report issued by the International
Energy Agency indicated that some analysts believed oil prices might have
bottomed out, helping sustain the rally. And while the European Central
Bank introduced a larger-than-expected stimulus plan, it indicated it wasn’t
likely to cut interest rates further, which after the initial shock was seen as a
benefit to battered banking stocks.
Investors also cheered the Federal Reserve’s decision to keep interest rates
steady and to decrease the number of 2016 rate hikes to two from its
original plan for four during the year. The Fed’s dovish tone put additional
pressure on the dollar. However, the deadly terror attack in Belgium, which
left at least 34 dead and many injured, initially left a pall over the markets,
with many investors turning toward safe-haven plays like U.S. Treasuries
and gold. A spate of weaker-than-expected data during the Eastershortened week weighed on the markets, with oil once again falling below
$40/barrel and durable goods orders declining for the third month in four.
Despite equities’ snapping a five-week winning streak, Janet Yellen’s
comments at the end of the month that the Fed would not raise interest rates
in April helped boost stocks and weaken the dollar.

The Month in Closed-End Funds: March 2016
•

•

•

•

•

For the first month in five equity closed-end funds
(CEFs) and fixed income CEFs witnessed plusside performance on average, rising 7.28% and
2.30%, respectively, on a net-asset-value (NAV)
basis for March.
For March only 16% of all CEFs traded at a
premium to their NAV, with 11% of equity funds
and 20% of fixed income funds trading in
premium territory. Thomson Reuters Lipper’s
World
Income
CEFs
macro-classification
witnessed the largest narrowing of discounts for
the month—214 basis points (bps) to 10.82%.
For the second consecutive month the Emerging
Markets Debt CEFs classification (+5.56%)
posted the strongest return in the fixed income
CEF universe.
A strong rally in oil prices helped catapult the
world equity CEFs (+8.56%) macro-group to the
top of the charts for the month, with the Emerging
Markets CEFs classification (+11.30%) posting
the strongest return in the subgroup. Domestic
equity CEFs rose 7.44% and mixed-equity CEFs
gained 4.85% for the month.
From rags to riches, the Energy MLP CEFs
classification (+13.16%) posted the strongest
return of the CEFs universe for March.

During the month the yield on many Treasury instruments experienced very
little change as investors digested news that the Fed had lowered its number
of projected rate hikes in 2016 on concerns of the impact slowing global
growth might have on domestic growth. The ten-year yield witnessed the
largest increase in yield during the month, rising 4 basis points (bps) to
1.78% after hitting a monthly closing high of 1.98% on March 11. Treasury
yields declined at all maturity levels of five years or less, with the threemonth yield witnessing the largest decline, dropping 12 bps to 0.21%.

Authored by:
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For March the dollar weakened against the euro (-4.59%), the
pound (-3.19%), and the yen (-0.46%). Commodities prices
rose for the month, with near-month gold prices rising 0.02%
to close March at $1,234.20/ ounce. Front-month crude oil
prices rose 13.60% to close the month at $38.34/barrel.

CLOSED-END FUNDS LAB

For the month 98% of all CEFs posted NAV-based returns in
the black, with 100% of equity CEFs and 97% of fixed income
CEFs chalking up returns in the plus column. ECB monetary
easing and strengthening oil prices helped catapult Thomson
Reuters Lipper’s world equity CEFs macro-group (+8.56%,
February’s cellar dweller) to the top of the leader’s board for
the first month in four, followed closely by domestic equity
CEFs (+7.44%) and mixed-equity CEFs (+4.85%).
The sharp rise in oil prices during the month helped lift
Lipper’s Energy MLP CEFs classification (+13.16%, the CEF
laggard over the preceding four months) to the top of the
equity universe charts. It was followed closely by Emerging
Markets CEFs (+11.30%) and Natural Resources CEFs
(+10.14%). Income & Preferred Stock CEFs (+4.30%) and
Sector Equity CEFs (+4.91%) were the relative laggards of the
equity CEFs universe for March. For the remaining equity
classifications returns ranged from 5.17% (Options
Arbitrage/Options Strategies CEFs) to 10.05% (Pacific exJapan CEFs).
Three of the five top-performing individual equity CEFs were
housed in Lipper’s Energy MLP CEFs classification. At the top
of the charts Nuveen All Cap Energy MLP Opportunities
Fund (JMLP) jumped 22.95% on a NAV basis and traded at a
2.88% premium on March 31. It was followed by Aberdeen
Latin America Equity Fund, Inc. (LAQ, housed in the
Emerging Markets CEFs classification), posting a 20.16%
return and traded at an 11.72% discount at month-end;
Goldman Sachs MLP and Energy Renaissance Fund
(GER), gaining 18.57% and traded at a 1.78% discount on
March 31; Latin American Discovery Fund, Inc. (LDF,
housed in the Emerging Markets CEFs classification), rising
18.27% and traded at a 12.04% discount at month-end, and
Nuveen Energy MLP Total Return Fund (JMF), gaining
18.24% on a NAV basis and traded at a 3.33% discount on
March 31.

April 2013

For the month the dispersion of performance in individual
equity CEFs—ranging from minus 1.60% to positive 22.95%—
was narrower than February’s spread and more positively
skewed. The 20 top-performing equity CEFs posted returns at
or above 13.32%, while the 20 lagging equity CEFs were at or
below positive 2.46%. Just one CEF in the equity universe
posted a negative return for the month. While three of the five
worst performing funds were housed in the Real Estate CEFs
classification, the worst performing equity CEF once again,
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and the only fund in the group witnessing a negative return, was
RENN Fund, Inc. (RCG), housed in Lipper’s Global CEFs
classification. RCG shed 1.60% of its February-closing NAV price
and traded at a 17.07% discount at month-end. TCW Strategic
Income Fund, Inc. (TSI, warehoused in the Income & Preferred
Stock CEFs classification) posted the next poorest return in the
equity universe, returning 0.32%. TSI traded at a 9.68% discount
on March 31.
Treasury yields rose at the beginning of the month after the
Department of Labor reported a better-than-expected nonfarm
payrolls report and the ISM Manufacturing report beat forecasts.
However, after the Fed cut its projected number of interest rate
hikes yields began to fall, and some investors sought safe-haven
plays after the terrorist attack in Belgium, pushing prices higher.
The yield curve ended the month fairly close to where it began,
with the ten-year yield rising just 4 bps to 1.78%. Treasury yields
with maturities of five years or less witnessed declines ranging
from 1 to 12 bps at month-end, reflecting investors’ preference for
safe-haven plays. For the first month in five domestic taxable bond
CEFs (+3.71%) witnessed a plus-side return on average, while
municipal bond CEFs (+0.91%) chalked up their ninth consecutive
month of positive returns. For the second month in a row world
income CEFs (+4.74%) were in the black on average—helped
again by strong returns from Emerging Markets Debt CEFs
(+5.56%).
With a weakening U.S. dollar and a decline in oil prices, Emerging
Markets Debt CEFs’ strong performance helped catapult the
World Income CEFs macro-classification (+4.74%) to the top of
the fixed income universe for the second month in a row. Global
Income CEFs (+4.15%) posted a return in the upper third of the
fixed income CEF universe.
Except for some late-month safe-haven purchases, investors took
a more risk-on approach during the month, pushing a few of the
preceding month’s laggards to the top of the charts for March:
High Yield CEFs (Leveraged) (+4.64%), High Yield CEFs
(+4.39%), and Loan Participation CEFs (+4.34%) rose to the top
of the domestic taxable bond CEF macro-group for the month.
U.S. Mortgage CEFs (+0.88%) was the relative laggard of the
group, bettered by Corporate Debt BBB-Rated (Leveraged) CEFs
(+2.71%).
For the eighth month in nine all of Lipper’s municipal debt CEF
classifications posted plus-side returns. Intermediate Municipal
Debt CEFs (+0.49%) was the relative laggard of the group, while
High Yield Municipal Debt CEFs (+1.11%) posted the strongest
return. National municipal debt CEFs (+0.96%) outpaced their

single-state municipal debt CEFs counterparts (+0.86%) by 10
bps.
The three top-performing individual CEFs in the fixed income
universe were housed in Lipper’s Emerging Markets Debt CEFs
classification. At the top of the group was Morgan Stanley
Emerging Markets Domestic Debt Fund, Inc. (EDD), returning
11.13% and traded at a 14.35% discount on March 31. EDD was
followed by Stone Harbor Emerging Markets Total Income
Fund (EDI), returning 10.97% and traded at a 12.35% discount at
month-end; Stone Harbor Emerging Markets Income Fund
(EDF), tacking 10.31% onto its February month-end value and
traded at a 9.13% discount on March 31; Avenue Income Credit
Strategies Fund (ACP, housed in Lipper’s High Yield CEFs
[Leveraged] classification), posting a 9.19% return and traded at a
13.36% discount at month-end; and Legg Mason BW Global
Income Opportunities Fund, Inc. (BWG, housed in Lipper’s
Global Income CEFs classification), returning 8.43% and traded at
a 14.71% discount on March 31.
For the remaining funds in the fixed income CEFs universe
monthly NAV-basis performance ranged from minus 4.41% for
Eaton Vance Tax-Advantaged Bond and Option Strategies
Fund (EXD, housed in Lipper’s General & Insured Municipal Debt
[Leveraged] CEFs classification) to 7.80% for Franklin Universal
Trust (FT, housed in Lipper’s High Yield CEFs [Leveraged]
classification), which traded at a 12.61% discount at month-end.
The 20 top-performing fixed income CEFs posted returns at or
above 5.96%, while the 20 lagging CEFs were at or below 0.42%.
A total of only 11 fixed income CEFs witnessed negative
performance for March.
PREMIUM AND DISCOUNT BEHAVIOR
For March the median April
discount
2013 of all CEFs narrowed 122 bps to
7.16%—better than the 12-month moving average discount
(9.46%). Equity CEFs’ median discount narrowed 116 bps to
11.02%, while fixed income CEFs’ median discount narrowed 152
bps to 5.24%. The World Income CEFs macro-classification’s
median discount witnessed the largest narrowing in the CEFs
universe, 214 bps to 10.82%, while the World Equity CEFs
macroclassification witnessed the smallest narrowing of
discounts—66 bps to 13.22%.
For the month 79% of all funds’ discounts or premiums improved,
while 19% worsened. In particular, 68% of equity funds and 87%
of fixed income funds saw their individual discounts narrow,
premiums widen, or premiums replace discounts. The number of
funds traded at premiums on March 31 (89) was 11 more than on
February 29.
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CEF EVENTS AND CORPORATE ACTIONS

BlackRock Municipal Bond Investment Trust
(BIE)
into
BlackRock
Municipal
Income
Investment Trust (BBF), effective May 16.

IPOs
There were no new CEFs in March.
RIGHTS, REPURCHASES, TENDER OFFERS
Directors of The India Fund (FN) renewed the fund’s
discount policy to potentially buy back common
shares in the open market when they trade at a
discount of 10% or more. The current two-year
measurement period for the targeted discount policy
(which expired April 3) determined that the fund’s
volume-weighted average discount was 10.1%.
Because this was only slightly above the 10%
discount target, directors said they do not expect to
take any additional actions at this time.
Voya Investments announced one-year open-market
share repurchase programs for up to 10% of the
outstanding common shares of Voya Asia Pacific
High Dividend Equity Income Fund (IAE), Voya
Emerging Markets High Dividend Equity Fund
(IHD), Voya Global Advantage and Premium
Opportunity Fund (IGA), Voya Global Equity
Dividend and Premium Opportunity Fund (IGD),
Voya Infrastructure, Industrials and Materials
Fund (IDE), Voya International High Dividend
Equity Income Fund (IID), and Voya Natural
Resources Equity Income Fund (IRR).
Trustees renewed the share repurchase program for
Tekla Life Sciences Investors (HQL) to allow the
fund to purchase up to 12% of its outstanding
common shares until July 10, 2017.
MERGERS AND REORGANIZATIONS
Shareholders of AllianceBernstein Income Fund
(NYSE: ACG) approved acquisition of the fund by
AB Income Fund, an open-end investment company.
The merger is scheduled to close on April 22.
Nuveen Municipal Opportunity Fund (NIO),
Nuveen Quality Municipal Fund (NQI), and
Nuveen Quality Income Municipal Fund (NQU) will
be merged into Nuveen Dividend Advantage
Municipal Income Fund (NVG). The surviving fund
will be renamed Nuveen Enhanced AMT-Free
Municipal Credit Opportunities Fund.
Shareholders

approved

the

reorganization

of

Nuveen Investments announced that shareholders
approved a plan to merge Nuveen Quality
Preferred Income Fund (JTP) and Nuveen Quality
Preferred Income Fund 2 (JPS) into Nuveen
Quality Preferred Income Fund 3 (JHP), which will
then be renamed Nuveen Preferred Securities
Income Fund.
OTHER
After announcing that The Cushing Energy Income
Fund’s (NYSE: SRF) March 2016 distribution of
$0.0826 per common share is expected to be a
roughly 100% return of capital, trustees approved a
0.50% waiver of the fund’s management fees
through February 1, 2017. A final determination of
the distribution character will be reported to
shareholders in early 2017, after the end of the
fund’s earnings-andprofit calendar year.

Authored by:
JEFF TJORNEHOJ
HEAD OF LIPPER
AMERICAS RESEARCH
LIPPER, DENVER

Directors terminated the automatic dividend
investment plan for Fort Dearborn Income
Securities (FDI) because of a reorganization plan
that will be submitted to shareholders for approval at
the upcoming special meeting on April 18.
Preliminary results of the annual shareholders
meeting for Strategic Global Income Fund (SGL)
indicate that approximately 56% of the fund’s shares
were voted in favor of the liquidation proposal.
Neuberger Berman MLP Fund (NML) has reduced
its leverage financing facility from $500 million to
$200 million to bring the amount of available
financing in line with its current asset level. The fund
also reduced its common share monthly distribution
rate $0.105 to $0.055 per share.
© Thomson Reuters 2016. All Rights Reserved. Lipper Fund Market
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.
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CEF Performance Statistics

Average
Average 1
YTD NAV
Mo P/D chg
Change

Average
YTD Mkt
Change

Average
YTD P/D
Change (%)

1.1%

4.3%

3.1%

1.7%

-3.6%

-1.9%

1.5%

-11.7%

1.1%

-3.2%

-4.8%

-0.6%

-7.0%

-9.1%

2.1%

1.6%

3.9%

2.0%

3.2%

-3.6%

-4.2%

0.7%

1.6%

3.2%

1.5%

6.3%

7.8%

-13.1%

-14.3%

1.2%

-0.9%

-2.3%

-1.2%

Emerging Markets Funds

11.1%

11.4%

-12.5%

-12.5%

0.0%

4.9%

4.8%

-0.4%

Emerging Mrkts Hard Currency Debt Funds

4.3%

6.9%

-11.3%

-13.4%

2.1%

3.1%

5.2%

1.8%

Energy MLP Funds
General & Insured Muni Debt Funds
(Leveraged)

12.7%

9.1%

-4.1%

-0.9%

-3.2%

-11.3%

-8.3%

3.1%

0.5%

1.7%

-2.9%

-4.0%

1.1%

1.2%

4.1%

2.7%

General & Insured Muni Fds (Unleveraged)

0.4%

1.3%

-0.3%

-1.2%

0.9%

1.2%

2.7%

1.4%

General Bond Funds

2.5%

5.2%

-3.3%

-6.0%

2.6%

-1.4%

3.4%

4.1%

Global Funds

5.6%

7.4%

-12.4%

-13.9%

1.5%

-2.5%

-1.0%

1.1%

Global Income Funds

3.4%

6.2%

-7.1%

-9.7%

2.5%

0.1%

2.2%

1.9%

Growth Funds

5.4%

6.6%

-11.0%

-11.3%

0.3%

-2.2%

-11.6%

-2.8%

High Yield Funds

3.7%

4.3%

-5.5%

-5.5%

0.0%

-0.1%

0.7%

0.9%

High Yield Funds (Leveraged)

3.8%

6.5%

-7.9%

-10.2%

2.2%

-0.2%

2.8%

2.5%

High Yield Municipal Debt Funds

0.6%

2.3%

0.5%

-1.0%

1.6%

1.0%

4.6%

3.5%

Income & Preferred Stock Funds

3.5%

4.9%

-4.9%

-6.0%

1.1%

-0.5%

3.0%

3.3%

Intermediate Municipal Debt Funds

0.1%

0.2%

-2.2%

-2.2%

0.0%

1.1%

2.2%

1.0%

Loan Participation Funds

3.8%

8.4%

-8.5%

-12.1%

3.6%

0.2%

1.5%

0.9%

Natural Resources Funds

9.9%

11.1%

-11.9%

-11.6%

0.4%

1.6%

1.5%

0.5%

New Jersey Municipal Debt Funds

0.6%

3.2%

-3.9%

-6.3%

2.4%

1.3%

6.2%

4.5%

New York Municipal Debt Funds

0.4%

0.8%

-1.6%

-2.0%

0.4%

1.0%

3.2%

2.2%

Options Arbitrage/Opt Strategies Funds

4.0%

5.5%

-3.5%

-4.9%

1.4%

-2.9%

-2.5%

0.8%

Other States Municipal Debt Funds

0.4%

1.1%

-2.6%

-3.2%

0.7%

1.3%

4.5%

2.9%

Pacific Ex Japan Funds

10.1%

10.3%

-11.9%

-12.8%

0.2%

3.2%

5.2%

1.3%

Pennsylvania Municipal Debt Funds

0.4%

2.6%

-6.6%

-8.6%

2.0%

1.0%

5.9%

4.3%

Real Estate Funds

4.3%

10.3%

-12.8%

-13.6%

0.7%

0.6%

3.8%

-0.6%

Sector Equity Funds

4.4%

7.2%

-6.9%

-9.2%

2.3%

-0.2%

0.6%

1.2%

U.S. Mortgage Funds

0.3%

1.2%

-4.6%

-5.4%

0.8%

-2.1%

1.1%

3.5%

Utility Funds

8.4%

8.4%

-8.0%

-7.7%

-0.3%

6.9%

7.9%

0.8%

Value Funds

6.4%

7.9%

-12.5%

-13.7%

1.2%

1.4%

1.6%

0.3%

Average
1Mo Nav

Average 1
Mo Mkt

Average
Mar P/D

Average
Feb P/D

California Municipal Debt Funds

0.5%

1.7%

1.5%

0.4%

1.1%

Convertible Securities Funds

5.2%

7.2%

-11.1%

-12.8%

Core Funds

3.1%

4.2%

-10.4%

Corporate BBB-Rated Debt
Funds(Leveraged)

2.1%

4.6%

Corporate Debt Funds BBB-Rated

2.4%

Developed Market Funds

Lipper Classification
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Top 5 Performing CEFs
Ticker
Symbol

1-Month NAV
Change

Rank

RIFTX

22.9%

1

Emerging Markets Funds

RCIUX

20.2%

2

Energy MLP Funds

RCIWX

18.6%

3

CCD

18.3%

4

Energy MLP Funds

DRREX

18.2%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
NAV Change

Rank

Tortoise Pwr & Engy Infr

Sector Equity Funds

TPZ

46.1%

1

Resource Credit Income;U

Emerging Markets Funds

RCIUX

19.1%

2

Calamos Dyn Cv and Inc

Emerging Markets Funds

CCD

18.5%

3

BlackRock Sci&Tech Trust

Emerging Markets Funds

BST

17.8%

4

Nuveen Div Adv Muni

Sector Equity Funds

NAD

14.4%

5

Fund Name

Category

Ticker
Symbol

1-Month
Market Change

Rank

Resource Credit Income;D

Real Estate Funds

RCIDX

25.2%

1

Resource Credit Income;T

Energy MLP Funds

RIFTX

23.5%

2

Resource Credit Income;U

Emerging Markets Funds

RCIUX

21.1%

3

Tekla World Healthcare

Natural Resources Funds

THW

17.5%

4

Little Harbor MS Comp

Natural Resources Funds

LHMSX

17.4%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
Market Change

Rank

Tortoise Pwr & Engy Infr

Sector Equity Funds

TPZ

42.8%

1

Resource Credit Income;D

Real Estate Funds

RCIDX

29.9%

2

Nuveen Div Adv Muni

Sector Equity Funds

Resource Credit Income;U

Emerging Markets Funds

Western Asset/Cly IL O&I

Sector Equity Funds

Fund Name

Category

Brookfield High Income

Fund Name

Category

Resource Credit Income;T

Energy MLP Funds

Resource Credit Income;U
Resource Credit Income;W
Calamos Dyn Cv and Inc

Emerging Markets Funds

Resource RE Div Inc;D

NAD

20.0%

3

RCIUX

19.0%

4

WIW

18.7%

5

Ticker
Symbol

1-Month P/D
Change

Rank

General Bond Funds

HHY

9.7%

1

Invesco Qual Muni Inc

Global Income Funds

IQI

9.6%

2

Eaton Vance Enh Eq Inc 2

High Yield Funds (Leveraged)

EOS

8.0%

3

Central Securities Corp

Global Funds

CET

6.9%

4

Western Asset/Cly IL O&I

Sector Equity Funds

WIW

6.5%

5

Fund Name

Category

Central Securities Corp

Global Funds

BlackRock En Govt
Brookfield High Income

Ticker
Symbol

Year-to-Date
P/D Change

Rank

CET

24.5%

1

Options Arbitrage/Opt Strategies Funds

EGF

23.5%

2

General Bond Funds

HHY

19.5%

3

Nuveen Enh Muni Val

Energy MLP Funds

NEV

12.4%

4

Korea Equity Fund

U.S. Mortgage Funds

KEF

11.3%

5
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Global ETF and ETP Monthly Overview

Global ETF and ETP asset growth as at end of March 2016
At the end of March 2016, the Global ETF/ETP industry had 6,263 ETFs/ETPs, with 12,102 listings, assets of US$3.079 trillion, from 278
providers on 65 exchanges in 51 countries.

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

2002
284
296
142

2003
289
304
212

2004
335
365
310

2005
451
507
417

2006
725
888
580

2007
1,184
1,544
807

2008
1,614
2,238
716

2009
1,962
2,741
1,041

2010
2,474
3,617
1,313

2011
3,020
4,337
1,355

2012
3,322
4,710
1,754

2013
3,587
5,081
2,254

2014
3,960
5,550
2,643

2015 Mar-16
4,426 4,509
6,141 6,263
2,871 2,935

146

218

319

426

603

857

774

1,158

1,478

1,526

1,949

2,398

2,784

2,994

3,079

Summary for ETFs/ETPs: Global
Assets invested in ETFs/ETPs listed globally have broken through
the US$ 3 trillion milestone for the second time at the end of Q1. At
the end of May 2015 the assets in ETFs/ETPs listed globally first
exceeded the US$ 3 trillion milestone. During March ETFs/ETPs
listed globally gathered US$45.30 in net new assets. This marks
the 26th consecutive month of net inflows. The Global ETF/ETP
industry had 6,240 ETFs/ETPs, with 12,042 listings, assets of
US$3.07 trillion, from 277 providers listed on 64 exchanges in 51
countries, according to preliminary data from ETFGI’s March 2016
global ETF and ETP industry insights report.
“U.S. equities rebounded in March ending the month up 7%.
Emerging markets and Developed ex US markets also had a strong
March ending up 12.5% and 7.2% respectively.
Based on
comments from the Fed there is a growing belief that interest rates
will be held lower for longer than previously anticipated. The
European Central Bank cut rates and announced additional stimulus
will begin in April, accelerating the rate of bond purchases from 60
to 80 billion euros per month" according to Deborah Fuhr, managing
partner at ETFGI.

In March 2016, ETFs/ETPs saw net inflows of US$45.30 Bn. Equity
ETFs/ETPs gathered the largest net inflows with US$26.30 Bn,
followed by fixed income ETFs/ETPs with US$14.80 Bn, and
commodity ETFs/ETPs with US$2.42 Bn.
In March 2016, 71 new ETFs/ETPs were launched by 27 providers
and 30 ETFs/ETPs were closed.
iShares gathered the largest net ETF/ETP inflows in March with
US$20.97 Bn, followed by Vanguard with US$9.74 Bn and SPDR
ETFs with US$6.25 Bn in net inflows.
YTD, iShares gathered the largest net ETF/ETP inflows YTD with
US$24.54 Bn, followed by Vanguard with US$17.82 Bn and SPDR
ETFs with US$8.78 Bn net inflows.
S&P Dow Jones has the largest amount of ETF/ETP assets tracking
its benchmarks with 27.5% market share; MSCI is second with
14.6% market share, followed by FTSERussell with 12.4% market
share.

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)

%
total

Asset
class

US

1,863

$2,178.5

70.7%

Equity

Europe

2,208

$522.0

16.9%

Japan

171

$142.8

Asia Pacific
(ex-Japan)

824

Canada
Middle East
and Africa
Latin
America
Total

ETF/ETP assets by product structure

ETF/ETP assets by asset class

# ETFs/
ETPs

Assets
(US$ Bn)

Asset
class

%
total

# ETFs/
ETPs

Assets
(US$ Bn)

%
total

3,417

$2,304.4

74.8%

ETF

4,509

$2,935.2

95.3%

Fixed Income

904

$536.0

17.4%

ETP

1,754

$144.2

4.7%

4.6%

Commodities

698

$121.4

3.9%

Total

6,263

$3,079.5

100.0%

$120.8

3.9%

Leveraged

370

$40.2

1.3%

396

$73.5

2.4%

Active

251

$36.4

1.2%

756

$35.8

1.2%

Inverse

199

$14.7

0.5%

45

$6.1

0.2%

Others

424

$26.5

0.9%

6,263

$3,079.5 100.0%

Total

6,263

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.

$3,079.5 100.0%

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.

REPLAY AVAILABLE
PRESENTATION &
AUDIO ARCHIVES

CEFs & ETFs AWARDS
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Global Year to Date Net New Assets

YTD 2016 vs 2015, 2014, 2013 ETF and ETP net new assets by asset class: Global

ETFs and ETPs listed globally gathered net inflows of $45,345 Mn in
March. Year to date, net inflows stand at $69,297 Mn. At this point
last year there were net inflows of $98,129 Mn.
Equity ETFs/ETPs saw net inflows of $26,320 Mn in March, bringing
year to date net inflows to $4,976 Mn, which is less than the net
inflows of $51,231 Mn over the same period last year.
Fixed income ETFs and ETPs experienced net inflows of $14,823 Mn
in March, growing year to date net inflows to $40,923 Mn, which is
greater than the same period last year which saw net inflows of
$31,365 Mn.
Commodity ETFs/ETPs accumulated net inflows of $2,429 Mn in
March. Year to date, net inflows are at $14,638 Mn, compared to net
inflows of $6,717 Mn over the same period last year.

Actively managed products saw net inflows of $46 Mn in March,
bringing
year
to
date
net
inflows
to
$1,554 Mn, which is less than the net inflows of
$3,529 Mn over the same period last year.
Products tracking alternative indices experienced net inflows of $892
Mn in March, growing year to date net inflows to $403 Mn, which is
less than the same period last year which saw net inflows of $622
Mn.
Currency products saw net outflows of $32 Mn in March. Year to
date, net outflows are at $294 Mn, compared to net inflows of $337
Mn over the same period last year.
Products holding more than one asset class saw net inflows of $42
Mn in March, bringing year to date net outflows to $721 Mn, which is
less than the net inflows of $169 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
421 ETFs/ETPs have
greater than US$1 Bn
in assets, while 1,866
have greater than
US$100 Mn in assets
and
2,512
have
greater
than
US$50 Mn in assets.
The 421 ETFs/ETPs
with greater than US$1
Bn in assets hold a
combined
total
of
US$2,486
Bn,
or
80.9%,
of
Global
ETF/ETP assets.

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

Top 20 by monthly net inflows

Name
S&P 500 Index
MSCI EAFE Index
Nikkei 225 Index
CRSP US Total Market Index
TOPIX Index
NASDAQ 100 Index
S&P Mid Cap 400 Index
EURO STOXX 50 Index
MSCI Japan Index
Russell 1000 Growth Index
MSCI US REIT Index
Russell 2000 Index
Russell 1000 Value Index
MSCI World Index
DAX Index
NASDAQ Dividend Achievers
Select Index
CRSP US Large Cap Growth
Index
CRSP US Large Cap Value
Index
MSCI EMU Index
S&P US 600 Small Cap Index

Assets
(US$ Mn)
Mar-16
353,415
76,670
66,938
58,740
54,008
43,707
42,879
36,079
30,630
30,278
30,161
26,862
26,845
21,433
20,892

NNA
NNA
(US$ Mn) (US$ Mn)
Mar-16 YTD 2016
5,455
3,115
(389)
239
2,500
6,364
806
1,028
1,421
3,571
359
(2,881)
764
(872)
(2,202)
(901)
(1,800)
(3,092)
(262)
(1,834)
950
1,434
984
(1,188)
342
(1,135)
138
1,028
(578)
(621)

20,586

258

464

20,529

(155)

(188)

19,804

103

882

18,173
17,545

(1,145)
197

(2,166)
(48)

Assets
NNA
NNA
(US$ Mn) (US$ Mn) (US$ Mn)
Name
Mar-16
Mar-16 YTD 2016
353,415
5,455
3,115
S&P 500 Index
66,938
2,500
6,364
Nikkei 225 Index
54,008
1,421
3,571
TOPIX Index
1,275
1,078
1,083
StrataQuant Energy Index
9,686
1,062
300
S&P/TSX 60 Index
26,862
984
(1,188)
Russell 2000 Index
11,390
983
3,533
MSCI USA Minimum Volatility Index
30,161
950
1,434
MSCI US REIT Index
58,740
806
1,028
CRSP US Total Market Index
42,879
764
(872)
S&P Mid Cap 400 Index
13,614
617
507
CRSP US Mid Cap Index
S&P Consumer Staples Select
10,512
610
1,794
Sector Index
6,524
526
163
NASDAQ Biotechnology Index
3,699
526
693
S&P 1500 Index
S&P Technology Select Sector
13,617
475
(714)
Index
4,493
456
(98)
Dow Jones US Real Estate Index
14,558
451
266
S&P Preferred Stock Index
10,591
440
1,188
MSCI EAFE IMI Index USD
13,121
376
1,183
FTSE High Dividend Yield Index
MSCI EAFE Minimum Volatility
6,176
371
1,415
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

Asset class

# ETFs/ETPs by product structure

# ETFs/ETPs

% total

Structure

113

61.1%

ETF

139

75.1%

# ETFs/ETPs

% total

Europe

57

30.8%

Equity

US

43

23.2%

Fixed income

34

18.4%

ETP

46

24.9%

Middle East and Africa

33

17.8%

Leveraged

11

5.9%

Total

185

100.0%

Asia Pacific (ex-Japan)

27

14.6%

Active

10

5.4%

Canada

23

12.4%

Mixed

8

4.3%

Latin America

1

0.5%

Commodities

4

2.2%

Japan

1

0.5%

Others

5

2.7%

Total

185 100.0%

Total

185 100.0%

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 12 annual Investment Conferences in New York, London,
Athens and Shanghai 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.
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Closed-End Funds Rating Actions

Fitch: High Yield ETF Volumes Hitting New Highs
in More Volatile Markets
April 11, 2016
High yield (HY) corporate bond ETFs are continuing
to gain favor among HY investors, according to Fitch
Ratings. This likely reflects investors' liquidity
preferences during a period of elevated HY market
volatility and falling bond prices during 2015 and the
beginning of 2016.
Trading volumes of HY ETF shares have risen
relative to the trading volumes of HY bonds over the
past year, spurred by concerns over a potential
China slowdown and continued commodity price

pressures. The trading ratio of HY ETF shares to HY
bonds reached a record high of 42% on Dec. 11,
2015, and subsequently reached above 20% on
several days through end-February.

Authored by:
Robert Grossman
+1 212 908 0535
Jonathan Boise
+1 212 908 0622

"This is a striking shift in the market considering HY
ETF assets were just $34 billion at the end of
February--much lower than the $1.2 trillion of HY
bonds outstanding," said Robert Grossman,
Managing Director, Macro Credit Research.

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

Fitch Rates VMTP Shares Issued by 5 MFS Municipal Closed-End Funds 'AAA‘ – March 24

•

Fitch Affirms Clearbridge Funds' Notes at 'AAA' & MRPS at 'AA‘ – March 25

•

Fitch Affirms Tortoise Energy Infrastructure Corp. Notes at 'AAA' & MRPS at 'AA‘ – March 31

•

Fitch Affirms Preferred Shares Issued by 45 Nuveen Closed-End Funds – March 31

•

Fitch Places Nuveen Fund VRDP Shares' S-T Rng on Positive Wtch on Replacement of Liquidity Providers – April 8

•

Fitch Takes Various Rating Actions on Nuveen Muni CEF Preferred Shares on Reorganization – April 11
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Closed-End Fund Commentary

Closed-End Fund Review – First Quarter 2016
April 24, 2016
First Quarter Overview
After a difficult first six weeks of the year, most
categories of the closed-end fund (CEF) marketplace
rallied strongly during the second half of the first
quarter. Indeed, the average CEF finished the quarter
up 2.73% on a share price total return basis (According
to Morningstar). At the start of the first quarter, many
CEFs were negatively impacted by the significant selloff in the global equity markets, decline in oil prices
(which impacted the credit markets) and an overall
palpable risk-off mentality that clearly existed among
retail investors. However, by the middle of the quarter
as the equity markets began to rally, oil prices firmed
and some reassuring economic data was released,
investors began to take advantage of the wider-thanaverage historical discounts to net asset value (NAV)
which existed for many CEFs and performance began
to improve meaningfully during the last half of the
quarter.
Many of the credit sensitive CEFs, as well as the
shorter-duration categories of the CEF marketplace
(which were negatively impacted by the decline in oil
prices in 2015), along with a “flight to safety” investor
mentality among retail investors (particularly during the
last half of 2015), rallied during the first quarter as
investors took advantage of the attractive valuations
and attractive distributions available among these
funds. For example, limited duration CEFs were positive
on average by 5.03% during the quarter. The average
high-yield CEF was up 4.69% and, finally, the average
senior loan CEF finished the quarter positive by 2.46%.
(All data is from Morningstar and is share price total
return data).
Average Discounts to NAV Begin to Narrow
After spending much of the third and fourth quarters of
2015 with average discounts to NAV in the high single
digits and low double digits for many CEF categories,
average discounts to NAV finally began to narrow a bit
during the first quarter. In the third quarter CEF
Commentary
piece
from
2015
found
here
http://www.ftportfolios.com/Commentary/Insights/2015/1
0/27/third-quarter-2015, I took a 20-year look at
historical discounts/premiums to NAVs and commented
on the fact that while I didn’t know exactly when
discounts to NAV would narrow from the historically
wide levels closer to the long-term average of 3-4%,
historically when average discounts to NAV were as
wide as they were for as long as they had been, and
distributions were as high as they were, it creates very
compelling long-term total return opportunities for CEF
investors. It appears as if the discount narrowing
process has begun and investors who took advantage

of the unusually wide discounts during the second half
of 2015 are starting to be rewarded.
According to Morningstar, average discounts to NAV for
all CEFs ended the first quarter at 5.83% after starting
the year at an average discount of 7.86%. The average
discount to NAV was 9.76% on 9/30/2015. Despite the
fact that average discounts to NAV have begun to
narrow for many CEFs, average discounts to NAV are,
in many cases, still wider than historical averages,
which is part of the reason I still believe there are many
compelling opportunities for investors to take advantage
of in the secondary market for CEFs. However, I do
believe investors need to pick their spots more carefully
and focus on categories where not only are the average
discounts to NAV wider than historical averages but
also the fundamentals and valuations of the underlying
asset classes remain compelling. Two categories which
not only continue to have wider-than-average discounts
to NAV, along with underlying asset classes that I
believe are currently compelling, include: U.S. Equity
CEFs and Senior Loan CEFs. In fact, according to
Morningstar, the average U.S. General Equity CEF was
trading at a 12.52% discount to NAV and the average
Senior Loan CEF was at average discount to NAV of
6.80% as of 3/31/2016.

Authored by:
Jeff Margolin
Senior Vice President, ClosedEnd Fund Analyst
First Trust

Game Plan for Rest of 2016
After a difficult year for many categories of the CEF
marketplace in 2015 (with the clear exception of
municipal CEFs), it was encouraging to see many
categories bounce back during the first quarter of 2016.
As I discussed in my CEF commentary piece at the
beginning
of
the
year,
found
here
http://www.ftportfolios.com/Commentary/Insights/2016/1
/27/forth-quarter-2015, I believe investors should make
U.S. Equity CEFs, Non-Levered Municipal CEFs and
Senior Loan CEFs the core components of a diversified
CEF portfolio. Based on our Economic Team’s macro
view of continued “Plow Horse” (as they describe it)
U.S. economic growth, higher U.S. equity prices and a
slow rise in both short- and long-term interest rates,
there are four key themes I believe investors should
focus on for the remainder of 2016 as it relates to
investing in CEFs.
The four themes include:
1. Focus on U.S. Equity Income CEFs.
2. Focus on Shorter-Duration Fixed-Income CEFs.
3. Lighten up on Long-Duration, Leveraged FixedIncome CEFs.
4. Increase exposure to Non-leveraged CEFs and CEFs
that have locked in some or all of their leverage cost.
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Q&A ETF

Thought Leadership, Exchange-Traded Funds
March 2016
Q&A: Municipal bonds unplugged
Dodd: The municipal market is quite diverse. Can you
give us an overview of the market?
Ashton & Blair: Yes, the municipal market is extremely
diverse. It is estimated that the market includes more
than 50,000 issuers with greater than one million
individual securities. Overall, the muni market contains
two types of bonds: revenue and general obligation (GO)
bonds. Using the 46,000+ issues in the Barclays Capital
Municipal Bond Index as the proxy for the market,
revenue bond issues comprise roughly 71% of the total
outstanding debt. The remaining ~29% of the market is
made up of general obligation issues.
Generally, revenue bond issues are backed by dedicated
cash flows from specific projects, including toll roads,
airports, hospitals, mass transit or utility fees—such as
water, sewer or public power.
By contrast, GO bonds are typically backed by the full
faith and credit of the issuing locality—usually states,
counties, cities or school systems. Principal and interest
is usually paid back in the form of payments from the
entity’s general fund. In some cases, payments to
bondholders must be appropriated by the governing
body.
Investors seeking access to a potentially attractive
investment opportunity with municipal bonds may
consider
our
Deutsche
X-trackers
Municipal
Infrastructure Revenue Bond ETF (RVNU).
Dodd: What are some of the key advantages that
municipal bonds can offer investors over other fixedincome alternatives?
Ashton & Blair: Municipal bonds may provide relatively
low volatility, lower correlations vs. equities and attractive
after-tax total returns when compared to other fixedincome asset classes. Additionally, municipal bonds

have relatively high credit quality and low historical
default rates in comparison to some taxable alternatives.
Lastly, most long-maturity municipal bonds are offered
with an optional 10-year call structure, which provides a
lower duration profile compared to the typical bullet
structures found in other long-term fixed income
securities.
Dodd: 2015 saw a number of notable credit events in the
muni space. What are your default rate and overall risk
expectations in the muni market?
Ashton & Blair: There was indeed some credit volatility
in the municipal market in 2015. Notable issues which
experienced credit rating downgrades include general
obligation and appropriation bonds of the following: the
Chicago Board of Education, the city of Chicago, the
state of Illinois and the state of New Jersey. The primary
reasons for the downgrades were unfunded pension
liabilities and structural budget gaps. Additionally, various
types of debt issued by Puerto Rico entities were also
downgraded in 2015 due to continuing economic and
fiscal stress on the island. On a positive note, the states
of California and Michigan received credit rating
upgrades during the year.

Authored by:
Dodd Kittsley
Head of ETF Strategy
Deutsche Asset & Wealth
Management

For 2016, the two primary credit themes in the municipal
market are unfunded pension liabilities and low oil prices.
The unfunded liabilities will primarily negatively impact
GO and appropriation bond issuers. Low oil prices
negatively impact states where oil production is a higherthan-average percentage of the state’s economy—
including Alaska, Texas and Louisiana. However, low oil
prices can help some revenue bond issuers—namely
airports and toll roads. Our general market outlook for
municipal credit is stable, and we expect the default rate
in the municipal market to remain low.
However, there are some high-profile names which are
experiencing significant fiscal stress as a result of budget
gaps and liquidity concerns.
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Q&A ETF

Dodd: What’s special about the segment of municipal revenue bonds
that focuses on infrastructure issues? Why target this segment?
Ashton & Blair: We believe that infrastructure investment in the United
States remains a compelling investment opportunity. The American
Society of Civil Engineers (ASCE) released a 2013 Report Card for
American Infrastructure with an overall grade of D+. The ASCE
estimates that $3.6 trillion needs to be invested in infrastructure by
2020, much of which will be issued in the municipal bond market.
Revenue bond issues constitute a very large portion of the
infrastructure market, including many essential purpose issuers. Many
of these issuers demonstrate the following positive features:
1.Pension and other post-employment benefit (OPEB) expense is
generally not a significant portion of operating budget
2.Independent management team
3.Rate setting autonomy is typical
4.Diversified customer base
5.Relatively inelastic demand for services

loss).
Dodd: Besides its focus on revenue infrastructure bonds, how is
RVNU positioned from a credit quality, maturity and yield perspective
relative to the broader market?
Ashton & Blair: RVNU’s investment objective includes bonds from
infrastructure revenue issuers. Therefore, compared to the general
market, the average maturity and duration is longer, the exposure to
lower credit quality (A-ratings) is higher, and therefore, the yield
potential is likely to be higher. In general, the holdings have a high
degree of liquidity relative to many securities in the overall municipal
market. All securities held carry an investment-grade rating.

Dodd: In addition to being portfolio managers for RVNU, your team
was also instrumental in the development of its index. Can you take
us through the rationale of the index design?
Ashton & Blair: When developing RVNU, we wanted to construct an
index that would capture the segments of the municipal bond market
that we have historically found to be attractive. Specifically, we
wanted to create a product that would focus on long maturities, bonds
with the high-coupon callable structure we prefer and issues in the
lower tiers of the investment-grade universe (A- and BBB-rated
issues).
Additionally, we wanted the index (and subsequently, the fund) to
focus on the largest, most liquid bonds from the largest, most liquid
issuers in the municipal market. Therefore, all of the bonds in the
index were originally issued with at least $40 million in size, and a
large majority of the index is comprised of individual securities that
were originally issued with $100 million or more in size. These are
deals sold by many of our market’s largest, most well-known issuers.
One of the hallmarks of the index is its unique “research overlay”,
which ensures that only the infrastructure revenue bond issues that
are paid using dedicated cash flows are included in the index. The
index administrator, Solactive, researches each new issue to verify
that the principal and interest being paid is sourced from dedicated
cash flows and not the full faith and credit or appropriation of a
municipality.
Dodd: What advantages does the ETF wrapper deliver to investors
seeking access to municipal bonds?
Ashton & Blair: The ETF wrapper provides many potential
advantages to investors seeking access to municipal bonds:
1.Increased liquidity
2.Transparency of index constituents and fund holdings
3.Relatively low expense ratios (ordinary brokerage commissions
apply)
4.Tax-efficiency through in-kind creation and redemptions
5.Diversification (of course, diversification cannot protect against

Dodd: RVNU holds a longer duration portfolio. Shouldn’t investors be
concerned if interest rates rise? Ashton & Blair: Not necessarily. Yield
curves can shift in many different ways, including steepeners,
flatteners and parallel shifts. If the tax-exempt yield curve shifts in a
parallel fashion, then longer-duration bonds would underperform.
However, our CIO view currently expects the yield curve to flatten,
with short-term rates rising and long-term rates remaining relatively
unchanged. If this occurs, then intermediate-to-long duration holdings
could outperform shorter maturities.
Dodd: Municipal bonds were among the best-performing asset
classes over the past two years. What is your outlook for 2016, and
what are some of the risks?
Ashton & Blair: The Deutsche Asset Management (Deutsche AM)
CIO View continues to call for “lower for longer” so that global
inflation, growth and interest rates should remain fairly subdued.
Given this straightforward macroeconomic picture, we believe
municipal bonds should perform relatively well in 2016. Specifically,
we expect short-term rates to climb as investors begin to position
themselves in advance of a hike (or two) by the U.S. Federal Reserve
Board (Fed). However, we expect long-term rates to remain relatively
neutral, thanks in part to global growth and inflation forecasts, as well
as continued inflows to municipal bond funds. This flattening of the
yield curve should result in intermediate-to-longer maturities
performing well this year.
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ETF Commentary

Sprott Gold Report: April 2016
First quarter performance of precious metals and precious-metal
equities caught many investors by surprise. After a four-year
correction from September 2011 highs, spot gold posted its strongest
quarterly performance in 30 years, rising 16.1% (from a year-end 2015
level of $1,061.42 to a 3/31/16 close of $1,232.71). Themes we have
communicated during recent quarters appear to have crystalized with
a growing number of investors. We have suggested the bearish thesis
for gold rests on four expectations in the process of being disproven: i)
protracted U.S. dollar strength, ii) significant Fed tightening, iii) escape
velocity U.S. economic performance, and iv.) incremental gains in
U.S. equities. So far in 2016, the U.S. dollar has encountered
significant headwinds, the Fed has abruptly reversed telegraphing of
2016 rate increases, Q1 GDP growth estimates have collapsed
towards zero, and the S&P 500 Index remains near levels first
reached in December 2014.
Bullish gold sentiment has rested on expectations that unprecedented
central bank liquidity would eventually back central banks “into a
corner.” The gold thesis suggests excessive debt levels require
consistent credit creation to maintain elevated financial asset prices.
While global central banks have grown their balance sheets by over
$10 trillion since the Global Financial Crisis, indeed providing
significant support to financial asset prices, the move to zero (and now
negative) interest rate regimes has also had cumulative negative
impact on various aspects of the global economy, which are now
coming into focus. Reflecting classic Austrian economic doctrine,
artificially depressed interest rates have distorted economic decisionmaking, demand for capital and especially the motivation for savings.
In a worst case scenario, ZIRP (Zero Interest-Rate Policy) and NIRP
(Negative Interest Rate Policy) have fostered trillions-of-dollars-worth
of malinvestment—capital allocations destined to prove uneconomic.
At the very least, ZIRP and NIRP have distorted the temporal
preference for money, such that economic growth has been
“borrowing from the future” for quite some time. As gold bulls have
long predicted, the Fed and other central banks may now find
themselves in the awkward positon in which global economies are
addicted to incremental liquidity in order to function, but cumulative
impact of poor capital allocation in prior years rends the simulative
impact of further stimulus insufficient to remain economic status quo.
We have long suggested that the Fed’s final tapering of QE3 in
October 2014 lit the fuse on a global deflationary spiral, the intensity of
which we believe received significant boost from the FOMC’s (Federal
Open Market Committee) decision to raise rates in December 2015.
However, the resultant and immediate uptick in financial stress, by
almost any domestic or global measure, has quickly led the Fed to
retract previously telegraphed expectations for multiple rate increases
during 2016. We attribute gold’s recent strength to growing investor
recognition, still at the margin, that the Fed and other global central
banks have reached the conundrum in which further liquidity
measures are necessary, to keep both financial asset prices and
economic growth from declining, but the economically corrosive
effects of these policies are becoming hard to ignore (penalty on
savers, financial repression, compression of economic returns).
We submit two observations about recent developments in the
monetary and central bank arena, which may pose significant positive
implications for future gold prices. First, market reactions to global

April 2016
central bank policy-decisions in recent months suggest central banks
may be losing their effectiveness in channeling monetary stimulus
directly into financial assets. The 1/29/16 Bank of Japan adoption of
negative interest rates (-0.10% deposit rate for financial institutions at
the BOJ) was clearly designed to facilitate yen weakness and
domestic inflation. Somewhat counter-intuitively, the yen has
strengthened some 10% (versus the U.S. dollar) since BOJ Governor
Kuroda’s decision to espouse negative rates. Similarly, the ECB’s
adoption of a panoply of easing policy tools on 3/10/16 weakened the
euro for all of about thirty minutes, before a stunning 3.7% intra-day
reversal to the upside, which has left the euro stronger still against the
U.S. dollar ever since. We would suggest that at least with respect to
the BOJ and ECB, faith in the effectiveness of monetary policy may be
hitting an inflexion point. While the Fed continues to enjoy the
confidence of consensus, we would observe that an increase in
conflicting communication in recent weeks suggests even the Fed’s
credibility may be increasingly “under the microscope” in coming
periods.
Finally, while our investment thesis for gold has never centered on
CPI-type inflation (to us, monetary inflation is far more relevant to the
gold thesis), we recognize that no investment cue for gold has a
stronger pedigree than inflation in the prices of goods and services,
especially in the United States. By our way of thinking, a gold
investment-decision should have little to do with the price of
hedonically-adjusted-hot-dogs-in-Houston, but we recognize we may
be in the minority in this regard. Importantly, we would suggest that if
central banks are losing their ability to channel monetary inflation
(already extant in the financial system through many years of QE)
directly into financial assets, we are quite certain existing monetary
inflation will soon be seeking a new resting place, quite possibly
toward the CPI-type inflation favored by consensus for gold
investment.
Along these lines, Deutsche Bank presents in Figure 11 , above,
several measures of inflation which are trending distinctly in the
upwards direction. Most notably, we would highlight that on the very
morning of the Fed’s highly dovish March FOMC statement (3/10/16),
the BLS (Bureau of Labor Statistics) reported a 2.3% year-over-year
gain in U.S. CPI (ex food and energy), the highest reading in some
eight years. That such an incremental increase has accrued following
an extended period of commodity-price collapse is fairly provocative.
Could a perfect storm for higher gold prices be in the process of
unfolding? Time will tell!
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Are Expense Ratios a Dependable Predictor of Returns for
Large Cap US Equity ETFs?
March 16, 2016
In 2010, Morningstar published a study which argued
that expense ratios are “the most dependable predictor
of performance” for mutual funds.1 This study included
roughly 5 years of mutual fund performance data, based
upon which the authors recommended that investors
focus on the cheapest 40% of mutual funds as a starting
point in the due diligence process. While some have
sought to apply similar heuristics to ETFs, the evidence
presented below pertaining to US large cap equity ETFs
calls into question the sensibility of this application. Over
the past 5 years (as of 2/29/16), the cheapest large cap
US equity ETFs have tended to underperform ETFs with
higher expense ratios, with significantly fewer funds
producing excess returns versus their respective S&P
benchmarks.2

Authored by:
Ryan O. Issakainen, CFA
Senior Vice President
First Trust

Chart 1 sorts US large cap blend ETFs into three groups
by expense ratio. Group #1 includes ETFs with expense
ratios below 0.20%, Group #2 includes ETFs with
expense ratios between 0.20% and 0.39%, and Group
#3 includes ETFs with expense ratios greater than or
equal to 0.40%. As of 2/29/16, the average 5-year total
return for Group #1 and Group #2, were both 9.76%,
compared to 10.10% for Group #3. Interestingly, while
only 7% of Group #1, and 18% of Group #2,
outperformed the S&P 500 Index, 37% of Group #3
achieved this feat.
Results for the US large cap growth category, as seen in
Chart 2, also tended to favor ETFs with higher expense
ratios. Group #1 produced the lowest 5-year average
annual total return at 11.00%, with zero ETFs
outperforming the S&P 500 Growth Index. Group #2
produced a 5-year average annual total return of
11.44%, with 25% of constituent ETFs outperforming the
S&P 500 Growth Index. Group #3 produced a 5-year
average annual total return of 11.82%, with 60% of
constituent ETFs outperforming the S&P 500 Growth
Index.
Similar results were generated by US large cap value
ETFs. (See Chart 3 on the following page). Group #1
produced the lowest 5-year average annual total return
at 9.12%. Group #2 fared better, posting a 5-year
average annual total returns of 9.58%. Once again,
Group #3 produced the highest average total return at
10.02%. Interestingly, the majority of large cap value
ETFs from each group outperformed the S&P 500 Value
Index over the past 5 years. Even still, group #1
produced the lowest percentage of outperforming ETFs
at 75%, compared to 77% of group #2, and 86% of
group #3.

Low fees have been a cornerstone of ETF investing for
over three decades, and we believe fee comparisons
should remain an important part of the due diligence
process. However, investors should recognize that the
range of expense ratios between ETFs tends to be
much smaller than traditional mutual funds. In 2015,
95% of the US Large Cap equity ETF universe had
expense ratios that would have been among the
cheapest 40% of traditional large cap US equity openend mutual funds – the group suggested by the
Morningstar study as a starting point.3 Hence, expense
ratio comparisons between ETFs within a category like
large cap US equities should not be the starting point in
the due diligence process, in our opinion, but should
instead follow a more comprehensive analysis of the
underlying strategies employed by these ETFs.
Admittedly, this process may be more complex than
simply using expense ratios to winnow down a category
of ETFs. However, it may also provide opportunities for
financial advisors to potentially add significant value by
selecting ETFs that may be best-suited to meet their
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1 “How Expense Ratios and Star Ratings Predict Success”, Morningstar, 8/9/2010.
2Data obtained from Morningstar Direct. Including all ETFs from Large Cap Blend, Large
Cap Value, and Large Cap Growth categories, with at least 5 years of performance history
on 2/29/16 (80 ETFs). This necessarily excludes ETFs that existed on 2/28/11, but have
since become obsolete (23 ETFs). While many of these ETFs would have been included
in group #3, poor performance does not appear to be the primary cause of their
obsolescence, in our opinion. For the ETFs that would have been included in group #3 that
accumulated at least 2 years of operating history (14 of 19 ETFs), 2 of 3 (67%) large cap
value ETFs outperformed the S&P 500 Value Index in the 2 years prior to closing, 3 of 5
(60%) large cap growth ETFs outperformed the S&P 500 Growth Index in the 2 years prior
to closing, and 1 of 6 (16.7%) outperformed the S&P 500 Index in the 2 years prior to
closing.
3 Morningstar Direct

clients’ goals and objectives.
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Attractive MLP Valuations Are an Opportunity for LongTerm Investors
March 2016
Master limited partnerships (MLPs) have faced a challenging market
environment amid low oil prices and concerns over distribution cuts.
But for investors confident in the long-term case for MLPs—namely,
predictable cash flows of midstream energy businesses and the
continued need for investment in energy infrastructure—we believe
current valuations present a compelling opportunity to build allocations
for the long run.

The cash flow multiple (EV/EBITDA) of MLPs relative to stocks has
declined to levels last seen in the mid-2000s, before U.S. shale
transformed the energy market. Some narrowing of this valuation gap
is warranted due to slower growth expectations. However, the shale
revolution isn’t dead—it will simply take more time to play out. We
believe the need for midstream energy infrastructure will remain an
important growth driver for companies in the years to come as
commodity markets rebalance.
Actively Managed Midstream Energy and MLP Portfolios
The need for active management has never been greater, in our view,
as volatility drives a widening dispersion of returns for midstream
energy securities. The MLP market saw its first midstream distribution
cut in late 2015 and we expect to see more as firms manage through
the current downcycle. Our approach—which is driven by rigorous
bottom-up fundamental analysis of balance sheets, liquidity, cash
flows and other key factors—allows us to stay ahead of evolving
market conditions.
As an institutional active manager, Cohen & Steers may also
participate in private investments of public equity, or PIPEs. In a PIPE
transaction, we can help develop offering terms and purchase equity
at a discount to market prices. PIPE transactions are growing
increasingly important as access to alternative sources of capital
becomes a differentiating factor for MLP returns. PIPEs are also a
potential source for active managers to add value, as seen in Exhibit
3.

The sizeable premiums for MLPs that appeared at the outset of
the shale revolution have disappeared.

An experienced team can uncover significant opportunities across
business models, management teams and security structures,
especially with a total-return approach. Our investment strategy is
constructed to optimize the balance between distributions and capital
appreciation in pursuit of total return. The Cohen & Steers Global
Infrastructure and MLP team combines over 40 years of experience
investing in MLPs and related midstream energy companies. MLPs
and related midstream energy investments have been a core
component of the Cohen & Steers Global Listed Infrastructure strategy
since 2005. As of December 31, 2015, the team managed $4.7 billion
in listed infrastructure and MLPs across all Cohen & Steers strategies.
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Global Long/Short Team Perspectives: Watching Stock
Prices Is Not Always the Best Way to Assess the U.S
Economy
April 6, 2016
The American economist Paul Samuelson famously
noted that the stock market has “predicted nine out of
the last five recessions! And its mistakes were
beauties.”
With the major equity indices suffering peak-to-trough
declines of nearly 20% from last summer through
February, how should investors consider the latest
bear move in the context of what is known about the
economy?
U.S. recession fears have ebbed in recent weeks and
this is a critical development. Bear markets have been
much shallower and shorter when they have not
coincided with recessions. According to Ned Davis
Research, since 1968, cyclical U.S. bear markets not
associated with recessions have lasted an average of
seven months with average declines of 19%—or about
the magnitude of the past year’s correction. If my
forecast that a U.S. recession is highly unlikely in 2016
proves correct, the near-term prospects for equities
should be brighter.
Another reason why this non-recession judgment is
critical relates to earnings. The U.S. has witnessed an

earnings recession in the past year and this is the gist
of the bear argument. After all, how can equities
advance if earnings are not growing? Addressing this
starts with understanding the cause of the earnings
slowdown, which in my view amounts to weakness
across global manufacturing including energy and
commodities, sluggish economies overseas (such as
China, Brazil) and the strong U.S. dollar. Fortuitously
and through all of this, the U.S. consumer has
performed just fine.
This economic setting of weakness abroad but
respectable U.S. activity has happened before.
The chart below highlights the performance of the
MSCI ACWI since 1988, with the gray shaded areas
representing OECD-defined periods of global
economic slowdown. The three circles highlighted in
green are periods when the weakness was
predominantly overseas and did not notably impact the
U.S. economy. In those instances, the “global
recession” excluded the U.S. and posed less of a
threat to equities. In fact, the magnitude of those three
prior declines appears much in line with the decline of
the past year.
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Another Bear Market Rally or the Start of the Next Bull?
March 30, 2016
The global equity rally that emerged forcefully in midFebruary has been decried by some as the unnatural
outcome of short covering and excessive bearishness.

much longer than anticipated, as global GDP finally
improves through the latter half of 2016.

Of course, this may be true. But most major bottoms in
equities start in such a fashion that the upturn in
corporate fundamentals is rarely visible at turning
points. To be fair, there has been progress on many
issues that unsettled investors in January including
greater clarity regarding euro zone monetary policy,
Chinese currency stability and the Fed’s pace of future
rate hikes.
But investors remain deeply skeptical, with many
convinced that the U.S. economy stands on the
precipice of recession. This conclusion starts with the
global recession that is evident across many
manufacturing industries, of which energy and
commodities are the most notable. The U.S. economy
has remained resilient through much of this, partly
because the U.S. consumer is benefiting from healthy
employment markets and the substantial drop in oil
prices.
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But now, the question on the mind of many is
whether the manufacturing sector will pull the U.S.
consumer into recession or, having bottomed, will
the sector recover along with the major economies
into 2017?
Part of the answer may lie in the latest regional PMI
releases, which have been striking. The PMIs, or
Purchasing Manager Indices, are coincident reflections
of what is happening across U.S. manufacturing. And in
March, these releases witnessed meaningful upside
surprise. In my experience, the biggest surprises for
these releases tend to occur at inflection points.
As the charts below highlight, the Empire State
Manufacturing Survey, the Philly Fed Business Outlook
Survey and the Richmond Fed Survey have all moved
back into expansion territory.
On April 1, we will get more insight into the state of
economic activity with the release of the U.S. payroll
reports, the ISM Index and the Global PMI reports. If
these highlight further upside momentum, I believe
investors should give the U.S. equity market the benefit
of the doubt. In other words, this bull move could last
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Valuations Reflect Prospective Growth
March 2016
U.S. REITs are trading near the midpoint of their five-year
historical range relative to their underlying property assets
(upper chart) and cash flows (lower chart). We believe this is
appropriate considering the steady growth of the U.S. economy,
modest new supply and still historically low financing costs. For
investors looking to boost their income and broaden their
diversification, we believe REITs represent an attractive
opportunity.
The Added Value of Active Portfolio Management
We believe that investing in U.S. REITs with an experienced active
manager offers several important advantages over passively
managed investments such as exchange-traded funds (ETFs). Here
are a few reasons why:
Different REITs are better suited for different phases of an
economic cycle. Certain REITs may be more or less cyclical than
others, depending largely on the duration of their leases, which can

range from a single day (hotels) to a decade or more (hospitals). An
active manager can adjust a portfolio’s allocation depending on their
economic outlook in an effort to enhance absolute returns over full
market cycles.
Flexibility among market capitalizations. ETFs are typically
weighted by market cap, meaning that large-cap REITs will dominate
the portfolio’s holdings. By contrast, an active manager can increase
allocations to select small-cap REITs that may offer greater growth
potential.
Finding opportunities through fundamental company analysis.
An active manager may conduct extensive research of each
company, evaluating its management team, its acquisition and
development strategy, the quality of its properties, and the strength
of its balance sheet, using these inputs to assess the stock’s value
relative to its peers.
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The India Fund, Inc. (IFN)
April 2016
How was your recent chat with Rajan?
Our Asian Fixed Income colleagues met Reserve Bank
of India governor Raghuram Rajan last month. Despite
reports of tensions between Rajan and Finance Minister
Arun Jaitley, our chat with the head of the central bank
did not reveal any disagreements over policy. Rajan
was supportive of Jaitley’s latest budget as one that
would allow a moderation in inflation while assisting
with productivity improvements in agriculture. He was
also positive about the progress of reforms at the state
level, as well as plans to convert the liabilities of
struggling power companies into bonds issued by state
governments. He expressed confidence in banking
reforms and expects to see significant progress in this
area after ordering the state banks to clean up their
balance sheets. These two key figures of reform are, at
least to the outside world, presenting a united front.
What does the latest rate cut tell us?
The central bank reduced its key interest rate by 25
basis points to 6.5 percent earlier this month in a move
that had been widely expected. The focus of the cut is
banking system liquidity. Rajan spoke in March of his
concerns over tight liquidity despite previous moves to
loosen monetary policy. He pledged to study the
problem and to act decisively. The subsequent interest
rate move – part of a new package of measures –
shows he was serious. The rate cut also suggests
Rajan feels comfortable he can relax monetary
conditions without stoking inflation. He has staked his
reputation on bringing down inflation for good – a big
deal in a country where not so long ago prices rose at
double-digit rates. A structural decline in inflation,
helped by reforms to ease supply-side bottlenecks, has
positive implications for domestic bonds (yields will
grind lower) and equities (the cost of capital falls).
But will lower rates mean banks will lend more?
Financial conditions are tight and have been for a while.
Recent cuts in policy rates have not always translated
into cheaper borrowing costs. That’s why, in addition to
the latest rate cut following this month’s meeting of the
RBI’s Monetary Policy Committee, there were a number
of related initiatives to help facilitate the transmission of
monetary policy into the real economy. However, the
capacity for banks, particularly public sector banks, to
lend is limited because of asset quality issues. That’s
why we avoid the state-owned banks, preferring to
invest in private lenders that are better run and taking
market share. The good news is that the central bank,
the government and lenders have banking sector
reform in their sights.

What are your thoughts on the new budget?
Finance Minister Jaitley needs to balance spending to
support growth while reassuring investors that the
government remains committed to deficit goals. So
spending is up, but still in check. There was no trimming
of corporate tax and silence on the goods and services
tax – a pillar of the reform agenda blocked by political
opponents of Prime Minister Narendra Modi. A fat part
of the US$289 billion in projected spending will go on
rural infrastructure, agriculture and social programs.
More will be doled out via direct benefit transfers that
will, for example, help farmers buy fertilizer.
Spending on roads and railways also remains a priority.
Some artful shifting of planned capital expenditure to
so-called ‘public sector undertakings’ – which are off the
government’s balance sheet – will keep down headline
costs. Divestment, however, is off the table. There was
a new legal framework announced for dispute resolution
and re-negotiations on public private partnerships
(PPP), although no word on the actual mechanics of
debt recovery, insolvency and bankruptcy.
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How expensive are Indian equities compared to
other markets?
India isn’t cheap compared to other Asian markets, in
part because it has been a rare bright spot in a region
that has suffered unfairly at the hands of investors who
have
dumped
emerging
markets
assets
indiscriminately. The MSCI India Index is trading at
around 22.4 times earnings, which compares to some
13.5 times for the MSCI Asia Pacific ex-Japan
benchmark.
As
for
individual
markets,
the
corresponding index for the Philippines trades at some
20.9 times earnings, Indonesia at around 18.3 times,
while Chinese equities are trading at just 10.1 times.
High valuations can be a problem – while we may like a
company, its share price can pose an obstacle to
buying or, if we are already invested, to accumulating a
bigger stake.
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•

AllianceBernstein Closed-End Funds Announce Distribution Rates – March 28

•

BMO Asset Management Inc. Announces Cash Distributions for BMO Exchange Traded Funds – March 18

•

Brompton Funds Declare Distributions – March 18

•

Dreyfus Closed-End Funds Declare Distributions – March 30

•

First Asset Closed-End Funds - March Distributions – March 21

•

First Trust Dividend and Income Fund Declares Quarterly Distribution of $0.17 Per Share – April 11

•

Goldman Sachs Asset Management MLP Closed-End Funds Announce Release of New Monthly Metrics Report – April 12

•

Guggenheim Investments Declares Equity Exchange Traded Funds Quarterly Distributions – March 18

•

Horizons announces March 2016 distributions for certain ETFs – March 21

•

John Hancock Closed-End Funds Declare Monthly Distributions – April 1

•

MainStay DefinedTerm Municipal Opportunities Fund Declares Monthly Dividend Distributions for the Months of April, May
and June – April 1

•

MFS Announces Closed-End Fund Distributions – April 1

•

MFS Releases Closed-End Fund Income Distribution Sources for Certain Funds – March 21

•

Two Nuveen National Municipal Closed-End Funds Declare Post-Merger Distributions – April 11

•

Eight Nuveen National Municipal Closed-End Funds Declare Pre-Merger Distributions – March 29

•

Tekla Healthcare Investors Paid Distribution – March 31

•

Tierra XP™ Latin America Real Estate ETF Declares March 2016 Cash Distribution – March 28

•

U.S. Housing Recovery Fund Announces Monthly Cash Distribution – March 18

UPCOMING COMPLIMENTARY WEBINAR
How to Play the Value Comeback Using
Dividend ETFs
Date | Time: Tuesday, May 17 | 11AM ET
This webinar has been submitted for 1.0 CIMA/CPWA Credit.
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CEFs & Global ETFs Webinar Transcripts

Not All Share Buybacks are Created Equal
Tuesday, March 29, 2016 | 11:00 AM ET

Ted:
Thank you, Nicolas. It's a pleasure to join you and the Capital Link Forum here. And
what we wanted to accomplish was to give an overview on what we think is series of
subjects that are getting more and more attention in the press. We've had buyback
articles in all the major media. They're the subject of interviews on the financial media.
What we wanted to do today was to talk a little bit about diving down a few more layers
within the buyback area. So I'm going to be running through this presentation, not all
buyback. Buybacks are created equal and I will tell you when I go to the next page and
you can hit the Next Slide button and we can be looking at the same things.

Featured Presenter
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TrimTabs Asset Management

So let me start a little bit with a discussion about TrimTabs Asset Management on page
2 of your presentation. TrimTabs Asset Management is actually a spinout from
TrimTabs Investment Research which is an institutional research provider since 1990. It
was started by Charles Biderman who also founded the Asset Management firm where I
work. In 1990, Charles started following mutual fund flows in a very interesting way. I
was a user of that information a while ago.
And then Charles added more and more features to the information that they were
gathering, things like M&A activity, offerings, dividend payments, and then buybacks.
About five years ago, this research resulted in an approach to the buyback general area
that encouraged Charles to form TrimTabs Asset Management, and now we have a
family of ETFs that focus on a couple of factors that we think will help investors find
some investment alpha. We built a very experienced investment team and we are
committed to growing in this space.
To go to the next slide, we won't go through all of the biographies but just to tell you that
after getting my academic training in economics and an MBA in finance, I've been a
portfolio manager ever since. I also had roles as Director of Research, Director of Equity
Strategy at Citibank, Chief Investment Officer and Chief Executive Officer in various
firms. I'm a CFA member of the Institute of Chartered Financial Analysts, New York
Society of Security Analysts, and the Market Technicians Association.
You can see the bios of Charles Biderman and Alan Rubenfeld who is on the firm about
four, five months ago as Director of Sales, and are going back in the ETFs space, and
he's very experienced professional having worked on both the sell side and now on the
buy side.
So if you go to slide 4, this is how we enter the discussion about are all buybacks equal?
First -- and you may have seen this article, a reference to this, a research report that
Deutsche Bank did in an article in Behrens [Phonetic] a few weeks ago. Basically, the
research submits some evidence that event at the time of an announcement of buyback,
there is a return that's associated with it that's better than the market, which is shown in
Figure 1. And then Figure 2, buybacks tend to outperform the market when they have
already been announced. So you can actually participate in that.
Here's a question that we would raise however is that we don’t think that all the
buybacks are equal. And if you go to the next slide, slide 5, here's what we think is one
of the central problems in trying to find good quality companies that not only have
buybacks but are growing companies. And the problem is and I've seen this over the
years is that the reports that corporations give the quarterly earnings season and some
companies aren’t different calendar basis, but whenever they report, there's a
tremendous amount of discretion that management has towards recognizing revenues,
costs, expenses and their balance sheet items with assets and liabilities.
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Interestingly enough, in the current issue of the Financial Analysts
Journal, there is a piece entitled "The Misrepresentation of Earnings,"
and it's the product of a research effort by the authors to survey 400
CFO. Basically, the CFOs say, "Deal with our product cautiously."
They think that one in five reports is a misrepresentation of what's
going on in the corporation because, well, the discretion that
managements have. It's material because it could be as much as 10
cents on every dollar.
Now, what they suggest in that article is a way to protect oneself from
just the ordinary earnings reports that are coming out in the earnings
season and all the excitement that we have, did they beat by a penny
or not, is that CFOs themselves say watch cash flow because if these
accounting reports don’t line up with the growth of cash flow, then you
should be suspicious. And if left to only one thing to look at, the CFOs
would look at cash flow.
So that's what we have found, the research, over the years have
found to be a way to improve the odds that you have a good quality
company. It's not foolproof. Nothing is really foolproof, but it improves
your odds when you look at cash flow.
If you go to the next slide, slide 6, what we're looking for are highquality companies that are growing and in particular are very
transparent. So they're not using too many of these accounting
gimmicks. And even when they're tempted to, the real story will fall out
of the cash flow statement. Cash flow statements are relative new
phenomena. We've had double entry accounting for the income profit
statement and the balance sheet going on, believe it or not, 500 years
of accounting history. But casual statements have only been around
for the last 20, 25 years, but they are a way to measure what's really
critical. At the end of the day, a growing company has to have more
cash in the bank than not. It's a very straightforward issue. So we
think that cash flow gets us there.
We're also looking at the quality of the balance sheet. Then we'll talk a
little bit more about why we think the balance sheet is such an
important part of the discussion about buybacks. And then finally,
since we are shareholders of these stocks, we're kind of selfish and
we want more of the pie if we can get it. So we like when the share
count actually goes down. We also make a distinction between
buyback announcements and actual share count reduction.
We think that's an important distinction to always keep in mind that
even though there might be a flurry of activity around the buyback
announcement, what really counts is are the shares actually declining
because companies can announce a buyback and not carry through
on it. It's fairly common. And then secondly, they can offer more stock
for a variety of reasons executive compensation so that offsets the
benefit of the buyback program.
So really what we're looking
at is share count, a decline in share count.
Now, if you go to the next page, page 7, slide 7, this is our process.
We start with the Russell 3000 universe which covers 98, now 99% of
investable US stock market. We calculate, we have a quantitative
approach which calculates the growth in free cash flow. Let me define
free cash flow. It's cash flow minus capital expenditures that are
needed to sustain the business. Now, it's not just cash that it counts,

but it's cash after they sustain the business through their required
capital expenditures. So that's what the word free means. It's available
after they take care of their growth.
Then we calculate the shares outstanding. Again, we make the
distinction. We don’t look at buyback announcements. We only look at
the results, our shares rising or falling. And then finally, we look at the
qualities of balance sheet. We look at actually the ratio of assets to
liabilities as a measure of the balance sheet's strength. So we're
looking at 3000 stocks. We score each of those stocks. It's an
intensive, quantitative process but we actually can do it in two minutes
based on our coding. And we end up with a composite score of those
three factors for each stock.
The next page talks about what we do with those scores. We have a
rank for each stock in the universe. I should say that we also at this
stage eliminate stocks that can't meet our trading requirements. We
know the size of our funds. We know what kind of trading volume is in
each security. We measure that constantly, and we have a cutoff for
stocks that would be too much of the trading volume if we invested in
them. So that actually brings it down to 1,500 companies after we do
that. And then it's a very simple process where we compare the low
scoring stocks that are still in the portfolio and their candidates to the
stocks that have the highest scoring, have the highest composite
score that are in the portfolio.
Now, we use an active approach to managing funds and so we have
the discretion to monitor some further factors like what the sector
weighting results are, and then very importantly what tax
consequences are. So we can be very careful about the tax incidents
that we create when we do our transactions in the portfolio. The
portfolio right now has about the one that we're managing with the
strategy has 100 stocks in it. The average position is exactly 1.000
and the median, the typical is 1.004. So it's basically equal weighted.
It's equal weighted at the time of the transactions. We take the
proceeds and then equally weight them. And over time, we have about
1%, give or take, of few small basis points either side of it.
The ending portfolio is measured by Morningstar on the right-hand
side of slide 8. It shows that they place us a little bit below large, a
little bit above medium. So we're kind of in the mid area and a little bit
on the growth side, which makes sense since we're looking at free
cash flow growth. Now, that portfolio, if you turn to slide 9, would be a
candidate to how would you use this fund which is the adviser shares,
TrimTabs Float Shrink portfolio, New York stock exchange listed
symbol TTFS, and in honor of the start of Dancing with the Stars we'll
call it Tango, Tango, Foxtrot, Samba is the symbol.
We think this is an alternative to mid cap mutual funds. That's where
Morningstar places us on in terms of its correlation. And one of the
reasons it does that is that since we have 100 stocks with 1%, even
though we have representation of companies that are very large, for
example, Altria [Phonetic] is in the portfolio and Apple is in the
portfolio, but they are only at 1% weight. And when you have an equal
weighted portfolio, it tends to correlate more closely with mid cap and
that's what Morningstar did after they crunched all the numbers.
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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 2016 Webinars
May 17 – How to Play the Value Comeback Using Dividend ETFs
Featured: ALPS

June 7 – Managing Retirement Income in a Low-Yield Environment
Featured: WBI Investments

Past 2015-2016 Webinars
March 29 – Not All Share Buybacks are Created Equal
Featured: TrimTabs Asset Management

February 23 – The Case for Commercial Mortgage Backed Securities
Featured: Principal Real Estate Investors

February 9 – Implications of Volatility for Closed-End Fund Leverage
Featured: Fitch Ratings
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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 2015 Webinars
January 12– 2016 ETF Landscape: Current Trends and Opportunities
Roundtable Discussion
Featured: ALPS, BATS, Fidelity Investments, JP Morgan Asset Mgmt.,
Morningstar, and State Street Global Advisors

December 9 – The Case For Multi-Sector Credit Investing
Featured: Stone Harbor

December 1 – International Stocks with Sustainable Dividend Yields
Featured: MSCI

October 28 – Ireland – Europe’s bright spot continues to shine
Featured: The New Ireland Fund, Inc.

October 14 – Recent Market Dislocation Offers Current Value in CEF Space
Featured: Aberdeen Asset Mgmt, BlackRock, Calamos Investments, Deutsche
Asset & Wealth Mgmt, First Trust and Wells Fargo

September 29 – Attractive Yield through Global Thematic Investing
Featured: Clough Capital
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Content Contributors

Media Partner:

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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