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Closed-End Funds Report

The Month in Closed-End Funds: September 2016
PERFORMANCE
For the seventh consecutive month both equity CEFs and fixed income
CEFs on average witnessed plus-side performance on a NAV basis
(+0.95% and +0.09%, respectively). Also for the seventh month in a row
equity CEFs posted a positive return on a market basis (+0.68%).
However, fixed income CEFs (-0.36%) posted their first negative marketbased return in ten months. The NYSE Amex Composite Price Only
Index (+2.54%) posted the strongest return of the U.S. broad-based
indices for the month of September, followed by the NASDAQ
Composite Price Only Index (+1.89%). However, a couple of the major
U.S. broad-based indices posted returns slightly in the red. The Dow
Jones Industrial Average Price Only Index (-0.50%) and the S&P 500
Composite Price Only Index (-0.12%) were the relative laggards for
September. The global markets posted comparable returns after the
European Central Bank, the Bank of Japan (although it did make some
policy tweaks), and the U.S. central bank held interest rates pat for the
month. The FTSE 100 Price Only Index rose 0.91% and the Xetra DAX
Total Return Index gained 0.13%, while the Shanghai Composite Price
Only Index declined 2.50% and the Nikkei 225 Average Yen Price Only
Index dropped 0.50% for September.
With a weaker-than-expected nonfarm-payrolls report, equities started
out the month of September on a cautious note as many investors
believed the new job numbers weren’t strong enough for the Federal
Reserve to raise interest rates in September, but they weren’t weak
enough to raise concerns over the U.S. economy or future corporate
earnings. The Department of Labor reported the U.S. had added
151,000 jobs for August, below the consensus-expected 180,000. This
Goldilocks interpretation of the jobs report helped offset a disappointing
August ISM nonmanufacturing index, which came in at 49.4, signaling
contraction. A jump in crude oil futures helped push energy issues higher
after Russian President Vladimir Putin called for OPEC to cap
production.
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For the seventh month in a row equity closed-end
funds (CEFs) and fixed income CEFs witnessed
plus-side performance on average, rising 0.95%
and 0.09%, respectively, on a net-asset-value
(NAV) basis for September.
For September only 21% of all CEFs traded at a
premium to their NAV, with 12% of equity funds
and 28% of fixed income funds trading in
premium territory. Thomson Reuters Lipper’s
national muni bond CEFs macro-group witnessed
the largest narrowing of discounts for the month—
96 basis points (bps) to 0.67%.
Energy MLP CEFs’ strong performance (+4.20%)
pushed the domestic equity CEFs macro-group
(+1.22%) to the top of the equity universe for the
first month in three.
A weakening dollar and relatively strong monthly
performance from Emerging Markets Debt CEFs
(+1.11%) during the month sent the World Income
CEFs macro-classification (+1.10%) to the top of
the fixed income universe for the first month in
three.
For the second month in three all Lipper municipal
debt CEF classifications posted returns in the red,
with California Municipal Debt CEFs (-0.80%)
posting the worst decline of the group.

Nonetheless, hawkish statements from Fed officials in the following
week, ahead of the September FOMC meeting, led to one of the worst
one-day slides since the “Brexit” vote, reigniting Wall Street’s fears of an
end to easy money. The Dow logged a nearly 400-point one-day decline
on rate-hike fears and a steep decline in crude-oil futures. Despite a
strong rally in Apple after the successful release of its iPhone 7 the
following week, weak oil prices and anxiety ahead of the Bank of Japan’s
and the U.S. Fed’s scheduled policy meetings pressured stocks and
pushed the U.S. dollar higher. In addition, financials were hit hard as
Deutsche Bank (DB) shares suffered big declines when the U.S. Justice
Department levied a $14-billion fine to settle claims for DB’s involvement
in selling complex structured mortgage bonds during the 2008 financial
crisis.
Stocks rallied again after the Fed announced its intention to keep interest
rates unchanged and the BOJ introduced a new monetary policy keeping
its deposit rate at negative 0.1%. The BOJ added a yield curve control
policy that is supposed to create a steeper yield curve, which should
motivate banks to lend. The NASDAQ hit an all-time closing high as
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rising oil prices also lifted investor sentiment, with the dollar
continuing to weaken and with the American Petroleum
Institute’s reporting a weekly decline in crude supplies.

CLOSED-END FUNDS LAB

Despite conflicting views from Saudi Arabia that the thenupcoming Algerian oil producers’ meeting was merely
consultative, which initially weighed on the Fed-induced
rally, at month-end U.S. stocks got a shot in the arm as
OPEC reached an understanding to limit its output, pushing
oil prices higher, and as DB’s stock price gained some
ground when a high-ranking official at the Department of
Justice said banks can lower penalties by cooperating with
authorities.
During the month Treasury yields of less than ten years
declined between 2 and 6 bps, with the one-month yield
witnessing the largest decline, 6 bps to 0.20%. At the long
end of the curve Treasury yields rose, with yields on the
20-year and 30-year Treasuries witnessing the largest gain,
rising 9 bps each to 1.99% and 2.32%, respectively, for
September.
For September the dollar weakened against the euro (0.83%) and the yen (-2.14%), but it gained against the
pound (+0.89%). Commodities prices were up for the
month, with near-month gold prices rising 0.49% to close
September at $1,313.30/ounce. Front-month crude oil
prices rose 7.92% to close the month at $48.24/ barrel.
For the month 56% of all CEFs posted NAV-based returns
in the black, with 70% of equity CEFs and only 45% of
fixed income CEFs chalking up returns in the plus column.
Strong returns from energy-related issues helped catapult
Lipper’s domestic equity CEFs macro-group (+1.22%) to
the top of the leader board for the first month in four,
followed by world equity CEFs (+0.95%) and mixed-asset
CEFs (+0.02%).

April 2013

The rebound in energy stocks during the month helped
keep Lipper’s Energy MLP CEFs classification (+4.20%) at
the top of the domestic equity charts for the second
consecutive month. It was followed by Natural Resources
CEFs (+3.50%) and Utility CEFs (+1.71%). Four equity
CEF classifications posted a negative return for the month,
with Real Estate CEFs (-0.51%) and Income & Preferred
Stock CEFs (-0.34%) posting the worst returns in the equity
universe. For the remaining equity classifications returns
ranged from minus 0.18% (Value CEFs) to 1.62% (Pacific
ex-Japan CEFs).
Three of the five top-performing individual equity CEFs
were housed in Lipper’s Energy MLP CEFs classification.
However, at the top of the charts for the second month in a
row RENN Fund, Inc. (RCG, housed in the Global CEFs
classification) rose 10.46% on a NAV basis and traded at a
24.85% discount on September 30. It was followed by
Tortoise Pipeline & Energy Fund, Inc. (TTP, housed in

…your link with the Global Investment Community

3

Closed-End Funds Report

The Natural Resources CEFs classification), rising 8.76% and
traded at a 10.67% discount at month-end; Kayne Anderson
Midstream/Energy Fund, Inc. (KMF), posting an 8.65% return
and traded at an 8.13% discount at month-end; Salient
Midstream & MLP Fund (SMM), gaining 8.38% and traded at an
11.64% discount on September 30; and Kayne Anderson
Energy Total Return Fund, Inc. (KYE), rising 8.16% and traded
at an 8.79% discount at month-end.
For the month the dispersion of performance in individual equity
CEFs—ranging from minus 3.79% to positive 10.46%—was
narrower than August’s spread and more positively skewed. The
20 top-performing equity CEFs posted returns at or above 3.71%,
while the 20 lagging equity CEFs were at or below minus 1.17%.
Seventy-eight CEFs in the equity universe posted negative returns
for the month. The two worst performing funds were housed in the
World Equity CEFs macro-classification: Mexico Fund, Inc.
(MXF) was at the bottom of the pile, shedding 3.79% of its Augustclosing NAV price and traded at an 11.48% discount at the end of
September. Thai Fund, Inc. (TTF) posted the next poorest return
in the equity universe, declining 3.05%. TTF traded at a 14.17%
discount on September 30.
Ahead of the Fed’s September FOMC meeting the ten-year
Treasury yield rose to an intra-month closing high of 1.73% on
September 13, but after the Fed indicated it would leave rates
unchanged maturities greater than seven years witnessed
increases between 2 bps and 9 bps, with the ten-year Treasury
yield rising just 2 bps for the month to 1.60%. For the seventh
consecutive month domestic taxable bond CEFs (+0.89%)
witnessed a plus-side return on average, while municipal bond
CEFs (-0.68%) witnessed a negative return for the second month
in three. Rising to the top of the macro-classification for the first
month in three World Income CEFs (+1.10%) posted a plus-side
return on average—helped by Emerging Market Debt CEFs
(+1.11%) and Global Income CEFs (+1.09%).
With most pundits believing the Fed wouldn’t raise rates in
September and with an equity risk-on approach during much of
the month, the domestic fixed income CEFs macro-group stayed
in positive territory. Once again all classifications in the group
posted returns in the black, with Loan Participation CEFs
(+1.19%) posting the strongest return, followed closely by High
Yield CEFs (Leveraged) (+0.94%). With investors becoming more
risk-seeking in the month, it wasn’t too surprising to once again
see Corporate Debt BBB-Rated CEFs (+0.40%) as the relative
laggard of the group, bettered slightly by Corporate Debt BBBRated CEFs (Leveraged) (+0.41%).
For the second month in three all Lipper municipal debt CEF
classifications posted returns in the red. General & Insured
Municipal Debt CEFs (-0.41%) and High Yield Municipal Debt

CEFs (-0.42%) mitigated losses better than the other
classifications in the subgroup, while California Municipal Debt
CEFs (-0.80%) was the cellar dweller. National municipal debt
CEFs (-0.62%) mitigated losses better than their single-state
municipal debt CEFs counterparts (-0.76%).
\Three of the five top-performing individual CEFs in the fixed
income universe were housed in Lipper’s domestic taxable fixed
income CEFs macro-group. At the top of the group was Western
Asset Income Fund (PAI, housed in the Corporate Debt BBBRated CEFs classification), returning 3.25% and traded at a
2.81% premium on September 30. PAI was followed by PIMCO
Dynamic Credit and Mortgage Income Fund (PCI, warehoused
in the Global Income CEFs classification), returning 2.95% and
traded at a 6.12% discount at month-end; PIMCO High Income
Fund (PHK, housed in the General Bond CEFs classification),
tacking 2.64% onto its August month-end value and traded at a
48.70% premium on September 30; PIMCO Corporate & Income
Opportunity Fund (PTY, also housed in the General Bond CEFs
classification), returning 2.55% and traded at a 7.25% premium at
month-end; and Morgan Stanley Emerging Markets Domestic
Debt Fund, Inc. (EDD, housed in the Emerging Markets Debt
CEFs classification), posting a 2.55% return and traded at an
11.37% discount on September 30.
For the remaining funds in the fixed income CEFs universe
monthly NAV-basis performance ranged from minus 1.23% for
BlackRock Muni-Yield California Fund, Inc. (MYC, housed in
Lipper’s California Municipal Debt CEFs classification), trading at
a 2.32% premium on September 30, to 2.52% for Stone Harbor
Emerging Markets Total Income Fund (EDI, housed in Lipper’s
Emerging Markets Debt CEFs classification), trading at a 4.96%
discount at month-end. The 20 top-performing fixed income CEFs
posted returns at or above
while the 20 lagging CEFs were
April1.69%,
2013
at or below minus 0.98%. A total of 183 fixed income CEFs
witnessed negative NAV-based performance for September.
PREMIUM AND DISCOUNT BEHAVIOR
For September the median discount of all CEFs narrowed 19 bps
to 5.34%—still better than the 12-month moving average discount
(7.41%). Equity CEFs’ median discount narrowed 25 bps to
8.76%, while fixed income CEFs’ median discount remained at
3.52%. National municipal debt CEFs’ median discount witnessed
the largest narrowing of discounts in the CEFs universe, 96 bps to
0.67%, while the High Yield CEFs classification witnessed the
largest widening of discounts—52 bps to 7.62%.
For the month 40% of all funds’ discounts or premiums improved,
while 55% worsened. In particular, 37% of equity funds and 41%
of fixed income funds saw their individual discounts narrow,
premiums widen, or premiums replace discounts. The number of
funds traded at premiums on September 30 (114) was six less
than on August 31.
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CEF EVENTS AND CORPORATE ACTIONS
IPOs
RiverNorth Capital Management, LLC, a boutique investment
management firm specializing in opportunistic strategies,
announced the launch of RiverNorth Marketplace Lending
Corporation (NASDAQ: RMPLX), a registered 1940 Act closedend interval fund dedicated to the rapidly growing marketplace
lending (“online lending”) asset class. The fund will invest in a
diverse mix of marketplace lending sectors, including unsecured
consumer, small business, and specialty finance loan segments.
The fund’s investment objective is to seek a high level of current
income.
RIGHTS, REPURCHASES, TENDER OFFERS
Cornerstone Strategic Value Fund, Inc. (CLM) announced that
it fixed the close of business on September 23, 2016, as the
record date for determination of shareholders entitled to
participate in the fund’s one-for-three rights offering. Each
shareholder will receive one nontransferable right for each share
of the fund held as of the record date. For every three rights a
shareholder receives he or she will be entitled (but not required) to
purchase one new share of the fund at a subscription price equal
to the greater of (i) 107% of NAV per share as calculated at the
close of trading on the expiration date of the offering or (ii) 90% of
the market price per share at such time. Fractional shares will not
be issued. In addition to the shares offered in the primary
subscription, the fund may offer a 100% overallotment to
oversubscribing shareholders. Shareholders who fully subscribe
in the primary offering will have the option to oversubscribe for
additional shares to the extent available. Shares will be issued
within the 15-day period immediately following the record date of
the fund’s October 2016 monthly distribution to shareholders.
Cornerstone Total Return Fund, Inc. (CRF) announced that the
subscription period for its rights offering to holders of the fund’s
common shares will commence shortly after the record date. The
fund is issuing to its shareholders nontransferable rights entitling
the holders to subscribe for an aggregate of 2,598,120 common
shares. Each shareholder is to be issued one right for each whole
share owned on the record date, September 23, 2016. The rights
entitle shareholders to acquire one share for each three rights
held. The subscription period commenced shortly after the record
date and will expire on Friday, October 21, 2016, unless
extended. The actual subscription price per share, as determined
on the expiration date, will be the greater of (i) 107% of the NAV
per share as calculated at the close of trading on the expiration
date or (ii) 90% of the market price per share at such time.
The board of directors of Virtus Total Return Fund (DCA)
announced it has approved a tender offer for up to 40% of the
fund’s outstanding shares at a price equal to 99% of its NAV per
share as of the close of regular trading on the New York Stock
Exchange on the date the tender offer expires. The tender offer is
expected to commence on or about February 15, 2017.

MERGERS AND REORGANIZATIONS
Nuveen announced that shareholders of three California municipal
debt CEFs have approved plans to merge the funds. Nuveen
California Dividend Advantage Municipal Fund 2 (NVX) and
Nuveen California Dividend Advantage Municipal Fund 3
(NZH) will be merged into Nuveen California Dividend
Advantage Municipal Fund (NAC), which will be renamed
Nuveen California Quality Municipal Income Fund. Subject to the
satisfaction of certain customary closing conditions, the
reorganization is expected to close prior to the opening of the New
York Stock Exchange on November 7, 2016.
The boards of directors of Virtus Total Return Fund (DCA), The
Zweig Fund (NYSE: ZF), and The Zweig Total Return Fund
(NYSE: ZTR) announced proposed actions as a result of a
comprehensive assessment of each fund and its competitive
positioning in the current market environment. Subject to
shareholder approval, DCA will reorganize and effect a merger
with ZF by acquiring ZF’s assets and assuming its liabilities in
exchange for shares of DCA. The combined fund will retain DCA’s
name, its investment strategy, and Duff & Phelps Investment
Management and Newfleet Asset Management as subadvisors.
The combined fund will also establish a tender offer program
consistent with the previously announced ZF program, consisting
of two tender offers (one unconditional and one conditional), each
up to 5% of shares. The combined fund’s quarterly distribution will
also be raised to a level that approximates 10% of its NAV upon
completion of the reorganization.
However, on September 27, 2016, the boards of DCA and ZF
announced that the proposed reorganization of ZF into DCA has
been deferred to assess whether any changes to the original
proposal are needed. The special shareholder meetings of DCA
and ZF scheduled for November 18, 2016, thus have been
cancelled, and the funds will notify shareholders about the timing
of the special shareholder meetings and any proposed changes to
the reorganization plan.
The Zweig Total Return Fund, Inc. began trading under its new
name, Virtus Global Dividend & Income Fund Inc., effective
September 27, 2016. The fund will continue to trade on the New
York Stock Exchange under its current ticker symbol: ZTR.
Nuveen Investments announced that shareholders of Nuveen
Global Equity Income Fund (JGV) have approved the fund’s
merger with and into open-end Nuveen NWQ Global Equity
Income Fund. As part of this merger JGV shareholders will
receive Class A shares of NWQ as previously announced.
The merger is currently scheduled to become effective prior to the
opening of the market on Monday, October 17, 2016 (subject to
satisfaction of certain closing conditions). To facilitate the merger
all shares of JGV will cease trading on the New York Stock
Exchange as of market close on October 10, 2016. On Monday,
October 17, former JGV shareholders will hold shares of Nuveen
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NWQ Global Equity Income Fund.
JPMorgan China Region Fund, Inc. (JFC) announced that,
following discussions between its board and the board of Korea
Equity Fund, Inc. (KEF), the boards had mutually agreed to
suspend discussions announced on July 19, 2016, concerning a
potential merger. The discussions were suspended based on the
mutual conclusion that the shareholder approval and appraisal
requirements of the Maryland Business Combination Act created
significant uncertainties concerning the successful consummation
of the contemplated transaction. The board of JFC will continue to
consider alternatives to the merger, including seeking other
merger partners, that are in the best interest of the fund and its
shareholders.
OTHER
Aberdeen Chile Fund, Inc. (CH) announced that its board of
directors concluded that it is in the best interest of shareholders to
suspend the fund’s managed distribution policy following its
distribution paid on September 28, 2016. The fund will continue to
make distributions of net investment income and net realized
capital gains as required to maintain its “regulated investment
company” qualification under the Internal Revenue Code of 1986
and to avoid imposition of the excise tax. In determining to

suspend the policy the board noted that the level of unrealized
gains available in the fund to support the policy has declined, and
a greater portion of recent distributions consist of return of capital.
CH traded at a 13.40% discount on September 30, 2016.
John Hancock Tax-Advantaged Dividend Income Fund (HTD)
announced that its board of trustees voted to approve adoption of
a managed distribution plan. Under the plan the fund will make
monthly distributions of an amount equal to $0.1380 per share, an
increase of 14.0% over the previous monthly distribution of
$0.1210 per share. This amount will be paid monthly until further
notice. The advisor believes the plan may enhance shareholder
value and potentially decrease the discount between the market
price and the NAV of the fund’s common shares. On September
30, 2016, HTD traded at a 6.40% discount.

© 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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Average of Average of Average of
Average of Average of Average of Average of
Average of
1Mo Nav
1 Mo Mkt September
1 Mo P/D
YTD NAV
YTD Mkt
YTD P/D
August P/D
Change
Change
P/D
Change
Change
Change
Change

Lipper Classification
California Municipal Debt Funds

-1.19%

-0.77%

3.12%

2.67%

0.45%

2.22%

7.10%

4.67%

Convertible Securities Funds

-0.06%

-0.45%

-7.89%

-7.55%

-0.35%

2.65%

8.23%

4.73%

Core Funds

-0.74%

-1.35%

-9.23%

-8.16%

-1.07%

0.40%

1.19%

0.78%

Corporate BBB-Rated Debt
Funds(Leveraged)

-0.12%

-1.39%

-7.69%

-6.49%

-1.20%

5.82%

8.50%

2.26%

Corporate Debt Funds BBB-Rated

-0.61%

-0.74%

-1.79%

-1.64%

-0.14%

4.87%

9.18%

3.84%

Developed Market Funds

1.12%

0.36%

-12.72%

-12.04%

-0.68%

1.70%

0.67%

-0.84%

Emerging Markets Funds

-0.41%

-0.73%

-12.61%

-12.30%

-0.32%

11.90%

11.49%

-0.45%

Emerging Mrkts Hard Currency Debt Funds

-0.06%

-1.01%

-8.01%

-7.12%

-0.89%

10.55%

18.46%

6.11%

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

3.83%

4.07%

-4.62%

-4.77%

0.15%

16.94%

19.62%

2.58%

-1.15%

-0.95%

-0.79%

-0.99%

0.20%

2.57%

6.92%

4.01%

General & Insured Muni Fds (Unleveraged)

-0.71%

-1.40%

1.12%

1.80%

-0.68%

2.42%

5.35%

2.80%

General Bond Funds

-0.10%

-1.51%

-2.55%

-1.21%

-1.34%

4.05%

10.06%

4.86%

Global Funds

0.14%

-0.36%

-9.99%

-9.65%

-0.34%

0.75%

5.22%

3.50%

Global Income Funds

0.40%

-1.36%

-4.98%

-3.19%

-1.78%

4.60%

9.58%

4.49%

Growth Funds

-0.51%

0.70%

-11.30%

-17.85%

0.30%

4.01%

-5.90%

-3.10%

High Yield Funds

0.15%

-0.10%

-7.02%

-6.82%

-0.20%

6.34%

9.56%

2.52%

High Yield Funds (Leveraged)

0.13%

-0.71%

-5.83%

-5.00%

-0.83%

8.81%

12.34%

2.84%

High Yield Municipal Debt Funds

-0.85%

-0.85%

1.00%

1.04%

-0.04%

2.56%

6.90%

3.95%

Income & Preferred Stock Funds

-1.04%

-2.21%

-3.92%

-2.83%

-1.08%

3.67%

8.67%

4.07%

Intermediate Municipal Debt Funds

-0.78%

-0.69%

-1.39%

-1.48%

0.09%

2.01%

4.13%

1.97%

Loan Participation Funds

0.69%

1.29%

-6.43%

-6.60%

0.71%

5.91%

9.77%

3.03%

Natural Resources Funds

3.06%

3.91%

-7.15%

-7.94%

0.79%

18.55%

23.70%

4.98%

New Jersey Municipal Debt Funds

-1.02%

-2.00%

-1.86%

-0.88%

-0.99%

3.10%

10.40%

6.48%

New York Municipal Debt Funds

-1.08%

-0.82%

0.23%

-0.02%

0.25%

2.25%

6.58%

4.04%

Options Arbitrage/Opt Strategies Funds

-0.33%

-0.99%

-1.69%

-1.11%

-0.58%

-1.58%

0.22%

2.62%

Other States Municipal Debt Funds

-1.13%

-1.52%

-0.92%

-0.51%

-0.40%

2.39%

7.50%

4.53%

Pacific Ex Japan Funds

1.61%

1.97%

-11.94%

-12.26%

0.32%

12.25%

14.22%

1.52%

Pennsylvania Municipal Debt Funds

-1.10%

-1.87%

-6.18%

-4.27%

-0.66%

2.26%

8.63%

5.30%

Real Estate Funds

-1.55%

-2.38%

-8.71%

-8.61%

-0.10%

3.70%

11.03%

2.64%

Sector Equity Funds

0.77%

0.68%

-5.21%

-4.47%

-0.73%

8.97%

12.91%

2.85%

U.S. Mortgage Funds

0.13%

-0.96%

-4.88%

-3.26%

-1.26%

-0.01%

3.11%

3.49%

Utility Funds

0.84%

0.67%

-5.44%

-5.26%

-0.17%

10.39%

14.38%

3.43%

Value Funds

-0.73%

-1.34%

-9.79%

-9.21%

-0.57%

4.79%

8.24%

3.00%
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Top 5 Performing CEFs
1-Month NAV
Change

Rank

10.5%

1

XTTPX

8.8%

2

XKMFX

8.6%

3

XSMMX

8.4%

4

Energy MLP Funds

XKYEX

8.2%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
NAV Change

Rank

ASA Gold & Prec Met Ltd

Sector Equity Funds

91.4%

1

Tortoise Pipelne & Enrgy

Natural Resources Funds

XTTPX

42.5%

2

Aberdeen Latin America

Emerging Markets Funds

XLAQX

39.8%

3

Kayne Anderson Mstr/Engy

Energy MLP Funds

XKMFX

36.6%

4

Kayne Anderson Enrgy TR

Energy MLP Funds

XKYEX

34.8%

5

Fund Name

Category

Ticker
Symbol

1-Month
Market Change

Rank

Firsthand Technology Val

Sector Equity Funds

XSVCX

11.5%

1

Kayne Anderson Mstr/Engy

Energy MLP Funds

XKMFX

9.8%

2

Salient Midstream & MLP

Energy MLP Funds

XSMMX

8.8%

3

ASA Gold & Prec Met Ltd

Sector Equity Funds

8.5%

4

Fiduciary/Clay MLP Opp

Energy MLP Funds

XFMOX

8.2%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
Market Change

Rank

ASA Gold & Prec Met Ltd

Sector Equity Funds

106.7%

1

Tortoise Pipelne & Enrgy

Natural Resources Funds

46.0%

2

RENN Fund

Global Funds

41.1%

3

Tortoise Energy Indpndce

Natural Resources Funds

40.8%

4

Global Self Storage

Real Estate Funds

40.3%

5

Fund Name

Category

Ticker
Symbol

1-Month P/D
Change

Rank

Fiduciary/Clay MLP Opp

Energy MLP Funds

XFMOX

5.4%

1

Gabelli Conv & Inc Secs

Convertible Securities Funds

XGCVX

4.8%

2

First Trust MLP Ener&Inc

Energy MLP Funds

XFEIX

4.7%

3

GAMCO NR Gld & Inc Tr

Sector Equity Funds

XGNTX

4.6%

4

First Tr Energy Inc & Gr

Natural Resources Funds

XFENX

4.5%

5

Fund Name

Category

Ticker
Symbol

Year-to-Date
P/D Change

Rank

PIMCO Gl StksPLUS & Inc

Options Arbitrage/Opt Strategies Funds

XPGPX

38.7%

1

PIMCO High Income

General Bond Funds

XPHKX

27.7%

2

Nuveen Minnesota Mun Inc

Other States Municipal Debt Funds

XMNSX

18.7%

3

RENN Fund

Global Funds

16.7%

4

PIMCO Strat Income

Global Income Funds

16.4%

5

Fund Name

Category

RENN Fund

Global Funds

Tortoise Pipelne & Enrgy

Natural Resources Funds

Kayne Anderson Mstr/Engy

Energy MLP Funds

Salient Midstream & MLP

Energy MLP Funds

Kayne Anderson Enrgy TR

…your link with the Global Investment Community
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XTTPX
XNDPX

XRCSX
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Global ETF and ETP Monthly Overview

Global ETF and ETP asset growth as at end of September 2016
At the end of September 2016, the Global ETF industry had 4,736 ETFs, with 9,921 listings, assets of US$3,238 Bn, from 251 providers on 63
exchanges. At the end of September 2016, the Global ETF/ETP industry had 6,526 ETFs/ETPs, with 12,386 listings, assets of US$3,408 Bn,
from 284 providers on 65 exchanges.

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
2,740
1,041

2010
2,471
3,611
1,313

2011
3,017
4,331
1,355

2012
3,319
4,704
1,754

2013
3,584
5,075
2,254

2014
3,956
5,546
2,643

2015 Sep-16
4,422 4,736
6,140 6,526
2,870 3,238

146

218

319

426

603

857

774

1,158

1,478

1,526

1,949

2,398

2,784

2,993

3,408

Summary for ETFs/ETPs: Global
ETFGI, the leading independent research and consultancy firm on trends in
the global ETF/ETP ecosystem, today reported assets invested in
ETFs/ETPs listed globally reached a new record high US$3.408 trillion at
the end of Q3 2016. Net flows gathered by ETFs/ETPs in September were
strong with US$25.19 Bn of net new assets gathered during the month
marking the 32nd consecutive month of net inflows, according to preliminary
data from ETFGI’s September 2016 global ETF and ETP industry insights
report.
Record levels of assets were also reached at the end of Q3 for ETFs/ETPs
listed in the United States at US$2.415 trillion, in Europe at US$566.74 Bn,
and in Asia Pacific ex-Japan at US$131.88 Bn.
At the end of Q3 2016, the Global ETF/ETP industry had 6,526 ETFs/ETPs,
with 12,386 listings, assets of US$3.408 trillion, from 284 providers listed on
65 exchanges in 53 countries.
“Although there was a rally after the FOMC's vote to leave interest rates
unchanged in September, the S&P 500 ended the month flat and the SJIA
with a moderate decline of 0.4%. Developed markets ex-US and Emerging
markets were up 1.5% and 1.2%, respectively" according to Deborah Fuhr,
co-founder and managing partner at ETFGI.

In September 2016, ETFs/ETPs gathered net inflows of US$25.19 Bn.
Equity ETFs/ETPs gathered the largest net inflows with US$13.91 Bn,
followed by fixed income ETFs/ETPs with US$7.76 Bn, and commodity
ETFs/ETPs with US$2.12 Bn.
YTD through end of Q3 2016, ETFs/ETPs have seen net inflows of
US$238.12 Bn which is down slightly from the US$251.67 Bn gathered at
this point in 2015. Fixed income ETFs/ETPs have gathered the largest net
inflows YTD with US$100.67 Bn which is a record level of YTD NNA
significantly above the prior YTD record of US$64.14 Bn set in 2015,
followed by equity ETFs/ETPs with US$85.55 Bn, and commodity
ETFs/ETPs with US$36.55 Bn which is a record level of YTD NNA
significantly above the prior YTD record of US$17.12 Bn set in 2012.
iShares gathered the largest net ETF/ETP inflows in September with
US$9.15 Bn, followed by Nomura AM with US$3.96 Bn and Vanguard with
US$3.14 Bn net inflows.
YTD, iShares gathered the largest net ETF/ETP inflows with US$88.43 Bn,
followed by Vanguard with US$63.46 Bn and SPDR ETFs with US$22.60
Bn net inflows.

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

Asset
class

US

1,932 $2,415.8 70.9%

Equity

Europe

2,219

$566.7 16.6%

# ETFs/
ETPs

Assets
(US$ Bn)

Assets
(US$ Bn)

%
total

$2,515.3 73.8%

ETF

4,736 $3,238.3

Fixed Income

938

$607.4 17.8%

ETP

1,790

681

$157.9

4.6%

Total

6,526 $3,408.5 100.0%

Japan

177

$169.7

5.0%

Asia Pacific
(ex-Japan)

929

$131.9

3.9%

Active

293

$40.3

1.2%

Canada

442

$81.8

2.4%

Leveraged

383

$40.3

1.2%

781

$37.5

1.1%

Inverse

207

$17.6

0.5%

Others

428

$29.7

0.9%

46

$5.1

0.2%

Total

# ETFs/
ETPs

3,596

Commodities

Middle East
and Africa
Latin
America

Asset
class

%
total

Total

6,526

$3,408.5 100.0%

$170.2

95.0%
5.0%

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.

6,526 $3,408.5 100.0%

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.

SAVE THE DATE
2016 AGENDA
PRESENTATION
ARCHIVES
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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 $25,187 Mn in
September. Year to date, net inflows stand at $238,117 Mn. At this
point last year there were net inflows of $251,573 Mn.

Actively managed products saw net inflows of $574 Mn in
September, bringing year to date net inflows to $3,858 Mn, which is
less than the net inflows of $8,567 Mn over the same period last year.

Equity ETFs/ETPs saw net inflows of $13,912 Mn in September,
bringing year to date net inflows to $85,547 Mn, which is less than
the net inflows of $156,554 Mn over the same period last year.

Products tracking alternative indices experienced net inflows of $41
Mn in September, reducing year to date net outflows to $2,245 Mn,
which is less than the same period last year which saw net outflows
of $385 Mn.

Fixed income ETFs and ETPs experienced net inflows of $7,758 Mn
in September, growing year to date net inflows to $100,672 Mn,
which is greater than the same period last year which saw net inflows
of $64,119 Mn.
Commodity ETFs/ETPs accumulated net inflows of $2,125 Mn in
September. Year to date, net inflows are at $36,546 Mn, compared to
net inflows of $3,112 Mn over the same period last year.

Currency products saw net outflows of $12 Mn in September. Year to
date, net outflows are at $142 Mn, compared to net inflows of $320
Mn over the same period last year.
Products holding more than one asset class saw net outflows of $82
Mn in September, bringing year to date net outflows to $563 Mn,
which is less than the net inflows of $45 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
457 ETFs/ETPs have
greater than US$1 Bn
in assets, while 2,000
have greater than
US$100 Mn in assets
and
2,659
have
greater than US$50
Mn in assets. The 457
ETFs/ETPs
with
greater than US$1 Bn
in assets hold a
combined
total
of
US$2,784
Bn,
or
81.8%,
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
Nikkei 225 Index
MSCI EAFE Index
TOPIX Index
CRSP US Total Market Index
S&P Mid Cap 400 Index
NASDAQ 100 Index
MSCI US REIT Index
Russell 1000 Value Index
Russell 1000 Growth Index
Russell 2000 Index
MSCI Japan Index
MSCI World Index
CRSP US Large Cap Value
Index
NASDAQ Dividend Achievers
Select Index
CRSP US Large Cap Growth
Index
S&P US 600 Small Cap Index
DAX Index
S&P Preferred Stock Index
Russell 1000 Index

Assets
(US$ Mn)
Sep-16
390,850
81,369
72,661
64,946
64,753
48,130
44,197
34,934
31,753
31,226
30,762
26,105
23,433

NNA
NNA
(US$ Mn) (US$ Mn)
Sep-16 YTD 2016
4
20,220
4,578
15,072
(3,267)
(5,787)
4,924
11,312
(2)
2,951
353
1,019
(1,115)
(5,663)
2
4,425
1,129
1,911
84
(2,167)
478
(543)
(530)
(9,045)
499
2,269

23,025

5

2,607

22,245

2

1,373

21,923

291

91

21,482
18,890
17,762
17,127

483
(609)
236
243

2,002
(4,555)
3,209
378

Name
TOPIX Index
Nikkei 225 Index
Russell 1000 Value Index
S&P Oil & Gas Exploration &
Production Select Industry Index
Tel Aviv 25 Index
MSCI EAFE IMI Index USD
MSCI World Index
S&P US 600 Small Cap Index
Russell 2000 Index
MSCI Hong Kong Index
Dow Jones Dividend 100 Index
S&P Mid Cap 400 Index
Russell Mid Cap Value Index
S&P Biotechnology Select Industry
Index
CRSP US Large Cap Growth Index
Russell 2000 Value Index
JPX-Nikkei Index 400
Russell 1000 Index
S&P Preferred Stock Index
CRSP US Small Cap Value Index

Assets
NNA
NNA
(US$ Mn) (US$ Mn) (US$ Mn)
Sep-16
Sep-16 YTD 2016
64,946
4,924
11,312
81,369
4,578
15,072
31,753
1,129
1,911
2,393

585

188

1,881
12,949
23,433
21,482
30,762
2,101
4,655
48,130
8,213

522
501
499
483
478
400
364
353
301

1,739
3,158
2,269
2,002
(543)
(464)
1,129
1,019
634

2,646

297

607

21,923
7,072
4,964
17,127
17,762
8,250

291
280
272
243
236
222

91
352
1,488
378
3,209
1,770

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

378

58.6%

ETF

524

81.2%

# ETFs/ETPs

% total

US

193

29.9%

Equity

Asia Pacific (ex-Japan)

167

25.9%

Fixed income

95

14.7%

ETP

121

18.8%

Europe

143

22.2%

Active

65

10.1%

Total

645

100.0%

Canada

72

11.2%

Leveraged

35

5.4%

Middle East and Africa

60

9.3%

Inverse

21

3.3%

Japan

8

1.2%

Commodities

20

3.1%

Latin America

2

0.3%

Others

31

4.8%

Total

645 100.0%

Total

645 100.0%

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: Closed-End Fund Leverage Dashboard
September 8, 2016
Regulatory Pressures Drive Change
Fitch Ratings expects continued changes in financing
for both taxable and municipal closed-end funds
(CEFs), primarily driven by regulatory pressures. As
regulations pressure banks’ balance sheets, taxable
funds will likely experience increasing costs and
fewer options for bank financing. Fitch has already
observed increasing costs and decreasing availability
of funding in the asset-backed commercial paper
(ABCP) market. ABCP leverage utilized by CEFs has
decreased by roughly 60% ($1.7 billion) since 2H14,

much of which has been replaced by syndicated
credit facilities.

Authored by:
Brian Knudsen
+1 6465824904

Fitch expects these declines to continue as
remaining ABCP facilities mature and funds have
difficulties negotiating extensions of the borrowings.
Looking forward, banks and other participants could
potentially share or shift risk using methods such as
syndication of CEF lending facilities or funding of
CEF lending via SPVs.

Chelsea Nguyen
+1 6465824917

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

Fitch Rates VMTP Shares Issued by Nuveen Closed-End Funds – September 1

•

Fitch Affirms Neuberger Berman High Yield Strategies Fund Notes and Preferred Shares – September 1

•

Fitch Rates MRPS Issued by Two Kayne Anderson Managed Closed-End Funds – September 7

•

Fitch Takes Various Rating Actions on Nuveen Muni CEF Preferred Shares on Reorganization – September 12

•

Fitch Rates MRPS Issued by Center Coast MLP & Infrastructure Fund 'A' – September 22

•

Fitch Rates VMTP Shares Issued by Nuveen Closed-End Fund – October 3

•

Fitch Rates TPS Shares to be Issued by Nuveen Closed-End Fund – October 5

•

Fitch Affirms Note Programs of 7 UBS/Banco Popular Puerto Rico Funds – October 11

•

Fitch Affirms Notes Issued by 12 UBS Puerto Rico Closed-End Funds – October 11

•

Fitch Affirms Notes Issued by 11 Santander Puerto Rico Closed-End Funds – October 11

…your link with the Global Investment Community
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ETF Commentary

Another golden rule: gold miners ≠ gold
September 2016
Summary
• Unlike gold, historically gold miners have served as
ineffective hedges against tail event risk and large
market drawdowns.
• Gold miners offer inefficient sources of portfolio
diversification by further adding equity factor exposure.
Historically, they increased volatility and reduced returns
relative to gold.
• Cost cutting measures like debt and capital expenditure
reduction have boosted gold mining companies’
earnings in the short term but at the expense of long
term profitability.
Year-to-date gold mining stocks have surged, with the
Philadelphia Stock Exchange Gold & Silver Index (“gold
miners”) up over 110% as of September 23rd, setting off
a new “gold rush” in the eyes of investors. From their
perspective holding gold mining equities is the same as
(if not better than) an investment in gold itself. This,
however, is a misconception and overlooks many
deficiencies in holding gold miners as a proxy for gold
within portfolio allocations.

Gold miners look like gold but act like equity
While gold miners are valid investments, they are an
investment in equity not gold. Investors should view gold
miners as distinct from gold allocations within portfolios
in order to benefit from gold’s unique investment and risk
management characteristics.
Gold miners are a poor proxy for gold allocations
because they depend on industry competition and
company specific factors beyond the gold price. Their
valuation is dependent on profitability, operational costs,
financial health, and other company specific risks while
industry outlook and growth prospects dictate investor
sentiment. Many of these factors move independent of
fundamental drivers for the gold market, but come into
play for equity investors.

Authored by:
Maxwell Gold
Director – Investment Strategy
ETF Securities

Additionally, mining companies historically have
undergone activities which have limited shareholder
participation in the gold price. Activities including gold
hedging programs, cost cutting measures, high debt
financing, disadvantageous mergers & acquisitions, and
dividend cuts (a key rationale to hold equity investments)
have contributed to their underperformance to gold.
Gold miners are not effective risk hedges
A critical investment benefit offered by gold is its role as
a hedge against market turmoil and systemic risk. In this
capacity gold has a proven track record with an average
return of 7% during market drawdowns of more than
10% in the S&P 500 since 1987 (Table 1).

Gold miners have long been viewed as a viable
substitute for gold by US investors. This is partly linked
to historical restrictions of physical gold ownership in the
US and limited accessibility to the market for noninstitutions. In recent years, however, markets have
witnessed a visible separation in the performance
between the price of gold and broad gold mining indices
(Exhibit 1).
This dislocation is reflective of the challenges facing gold
miners since the 2008 financial crisis separate from the
price of gold. It underpins a critical theme that gold
miners, while indirectly linked to gold through production,
are not a pure play on gold.

Turning to gold miners, however, their ability to hedge
against large equity pullbacks is less enticing. The
Philadelphia Stock Exchange Gold & Silver Index, a

…your link with the Global Investment Community

15

ETF Commentary

broad gold mining equity index, on average has posted a total return
of -7.2%, offering limited downside protection against an average 21.1% drop in US equities.

expansion through cost reductions – most notably capital
expenditures and debt - while a stronger gold price environment this
year further boosted gold miner’s profitability

Of the 14 observations evaluated, gold has posted positive returns
nearly 80% of the time while the gold miner index had positive returns
only 29% of the time. Additionally gold has been the relative
outperformer versus gold miners and beat the index 12 out of 14
periods of heightened US equity market volatility. Gold’s
outperformance in the majority of these periods was by a
considerable return differential (14.2% on average).
It appears that gold miners have not acted as effective risk hedges in
most periods compared to gold over three decades. During these
market periods, gold miners have behaved more in line with equities
and lacking gold’s historic downside protection qualities.
Gold miners are inefficient sources of portfolio diversification
Another key portfolio benefit of gold lies in its diversification
capabilities. Gold historically has a zero correlation to US equities and
0.1 correlation to global equities from 01/01/93 to 08/31/16, making it
a true diversifier against equity risk. Gold miners historically are highly
correlated to the price of gold (0.7) over this same time period, yet
lack the same diversification properties for portfolio allocations
inherent to gold. By evaluating simple stock/bond portfolios, the
inefficiency of using gold miners as a proxy for gold exposure
becomes clear.
As highlighted in Exhibit 2, a diversified stock/bond portfolio when
allocated 10% to gold and gold miners respectively, sees the portfolio
with gold yield a higher annualized total return (6.6% vs 6.3%)and
considerably lower annualized volatility (8.0% vs 9.5%) compared to
the portfolio with gold miners. Gold’s efficiency within a portfolio
context is also reflected with its higher Sharpe ratio of 0.49 versus
0.38 for a portfolio utilizing gold miners. A key driver behind these
results lies in gold miners’ higher correlation to equity and overall
volatility (38%) since 1993 relative to volatility of gold (16%) as well as
US and global equities, 14% and 15% respectively.

In response to declining gold prices in recent years, capital
expenditure has been curtailed extensively – 21% drop over the prior
year. While declining capital expenditures translate into lower costs,
thereby improving short term profitability this year, it comes at the
expense to longer term growth prospects by not investing in new
technology, mine exploration, and existing production (Exhibit 3).
Another cost which miners have aggressively sought to reduce has
been their excessive debt loads. This has been achieved by selling
non-performing assets, rejecting future capital expenditure, reducing
their workforce and cutting dividends.
While reducing their debt has improved current operating margins and
cash flow, it may come at the expense of future profitability. Heading
into 2017, gold will likely reflect further deterioration in global
economic or political uncertainty quicker than gold miners.

Looking at another figure, risk contribution, highlights how much of
total portfolio risk, as measured by volatility, is driven by a particular
investment. For a 10% allocation to gold in a diversified portfolio, gold
contributes less than its share to total portfolio risk (6.7%) while a
10% allocation to gold miners contributes an outsized 26.0% to total
portfolio risk (more than 2x its asset allocation) making it an inefficient
diversifier.
Gold miners’ higher risk contribution is a direct result of its key drivers
(or factors) being rooted in equity risk with movements closely linked
to the market and economic cycle. Gold, however, stands as a stark
contrast as its factors are rooted in drivers not easily replicable in
other investments. Gold’s factors emanate from its diversified sources
of supply and both cyclical and countercyclical sources of demand.
Investment Outlook
Despite gold’s stellar performance this year, returning 26% as of
September 23rd, gold miners’ have clearly outperformed, with broad
index returns ranging from 80-100% over the same time frame. A key
driver behind gold miners’ strong performance has been profit margin

…your link with the Global Investment Community

16

ETF Commentary

Precious Metals Monitor --- September 2016
October 3, 2016
Wake me up when September ends
Markets entered September with a renewed expectation
that the Federal Reserve would continue its interest rate
tightening cycle. This expectation was quickly shattered
as a significantly weaker US jobs number for August
came out in the first week of the month. Further
accommodative measures came from Japan this month,
as the Bank of Japan declared a target rate for 10-year
Japanese Government Bonds instead of any set quantity
of bonds purchases. Continued global monetary easing
coupled with weak economic data and rising rhetoric
from the US presidential election campaign trail saw
elevated volatility in equity markets. The CBOE S&P 500
Volatility Index (VIX) rose to 18 on September 14th, the
highest level in 2016 since Brexit, and shook markets
from a relatively quiet quarter. This benefited precious
metals as investors became more risk averse and
extended purchases of gold and silver. Palladium
outperformed the entire metals complex, as it quietly
rose 7% in September driven by stronger imports and
auto sales in China, while investors still remain absent
palladium in the recent rally.
Outlook: the unintended consequences of QE
Quantitative easing (QE), has led to two primary
benefits: liquidity and confidence. QE has also led to
distortions in the investment world, with bond yields
falling into negative territory for the first time in history.
Opinions on monetary policy are deeply polarizing: with
some investors rushing to safe havens signifying
concern over monetary policy effectiveness at a time
when equity markets are achieving all-time-highs.
Monetary policy has also contributed to inequality and
the consequent rise of political populism as has been
witnessed in party polling in the developed world. We
believe that the rise of populist parties, elected or not, is
a powerful catalyst for reform. We expect economic
stimulus to shift solely from monetary policy to include

fiscal policy with the end result being increased spending
prompting higher inflation. The eventual unwinding of
quantitative easing is likely to lead to volatility in
markets. The longer loose monetary policy continues,
the more volatile an unwinding is likely to be as it
increases investor perception that central banks are
losing confidence in their ability to deliver on their
mandate. Based on this outlook, we see potential
benefits for investors to utilize precious metals as core
risk management tools and hedges against episodic
volatility among financial markets stemming from these
unintended consequences of QE.
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Key Drivers
• Gold rose slightly in September (+0.5%) to
$1315.9/ounce as investors navigated a tumultuous
month of monetary policy announcements and mixed
economic data.
• Daily volume in gold front month contracts averaged
$25.4 billion for the month with a peak of $41.3 billion on
September 6th, where the gold price rose 2% to
$1350/ounce on the day.
• Weak August US jobs report figures of 151,00,
compared to the 275,000 in July acted as a catalyst for
the gold price in September and drove down
expectations of an interest rate hike by the Federal
Reserve (Fed). Confirmation of no action by the Fed
came on September 21st which spurred gold trading.
Investment flows
• Global physically backed gold exchanged trade funds
(ETFs) saw net inflows continue in September totalling
11.0 metric tonnes (t), but at a slowing pace compared
to August’s inflows of 13.7t and July’s 55t inflow.
• Cumulative gold holdings in ETFs rose 1% in
September to a total of 2,032t, the highest level since
June 2013. Overall, gold ETF demand slowed this month
in favor of risk assets.
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• Year to date, the gold stock has risen 39% as investors have added
570t of gold through ETFs for the 5th consecutive month. To date,
2016 has seen the largest annual inflow to gold ETFs since 2009
which had net inflows of 652t.
Sentiment & Positioning
• Net positioning in gold futures contracts rose to 255,177 contracts
from 231,594 in August, as investor sentiment continues to remain
largely positive and at multi-year highs.
• Long positions in gold extended to 282,151 contracts near the year
to date high of 285,895 in June. Investors increased their long
positions this month after two consecutive months of reductions.
• Short positions in gold dropped to 26,974 contracts in September as
investors continue to remain bullish on gold. These short positions,
however, still remain well below the 103,272 level seen at the start of
2016.
Outlook
• We believe rising populism and accommodative monetary policies
may push inflationary pressures extend the current negative real rate
environment, potentially to gold’s benefit.
• Expected strong monsoon rainfalls in India, a key consumer market
for gold, may increase local incomes and spur strong jewelry and
retail investment demand along with seasonal festivals later this year.
• Heading into 2017, gold will likely reflect further deterioration in
global economic or political uncertainty quicker than gold mining
equities. Unlike gold, historically gold miners have served as
ineffective hedges against tail event risk and large market
drawdowns.

Key Drivers
• Silver jumped in September (+2.8%) to $19.2/ounce outperforming
gold for the month. This brought its year to date performance to
38.5% at the close of the third quarter.
• Volumes in futures trading in silver fell considerably from the month
prior, averaging $5.9 billion in September. Similar to gold, silver saw a
surge in trading activity on September 6th, following a weak US jobs
report for August.
• The gold/silver ratio fell in September to 68 from 70 in the prior
month, after reaching a 2 year low of 66.5 in July. The ratio remains
down 11% year to date.
Investment Flows
• Global physically backed silver ETFs saw net inflows continue in
September totalling 193 metric tonnes (t), down from 361 tonnes last
month as a rising price slowed pace of buying.
• Cumulative silver holdings in ETFs rose a steady 1% in September
to a total of 20,924t, an all-time high as investors continue to seek
silver against mixed economic data.
• Year to date, silver stock has risen 11% for a total of 2,067t of added
silver through ETFs. September marks the 8th consecutive month of
ETF inflows to silver with January 2016 remaining the only month this
year with net outflows.
Sentiment & Positioning
• Net positioning in silver futures increased slightly in September to
76,691 from 72,498 contracts the month prior. Sentiment for silver still
remains strong among futures trading which has shifted from net short
in August 2015 to elevated net long levels today
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.• Long positions in silver extended to 97,185 contracts this month as
silver continued to match gold’s surge in investor interest this year.
• Investors reduced their short positions in silver as short contracts
dropped to 20,494 contracts in September; still above the 2016
average of 15,242 contracts.
Outlook
• With a correlation of over 80% to gold, silver may continue to benefit
from riding gold’s coat-tails, but should continue making larger
movements (in both directions).
• Industrial demand appears to have recovered as trading in silver
powder (used in many applications such as photovoltaic solar panels)
has seen strong increases in the US and Japan, two of the largest
silver powder exporters.
• Silver has been in a supply deficit for 3 straight years and is likely to
go into a fourth year of deficit in 2016. 2011 was also a supply deficit
year and in 2012 the surplus was negligible.

Key Drivers
• Platinum continued its downtrend in September, falling to
$1027.4/ounce for the month of September from $1052.1/ounce at the
close of August.
• Volume in platinum front month futures contracts nearly doubled
averaging $1.1 billion in September, up from average trading volumes
of $678 million in the month prior.
• Platinum’s discount relative to gold dropped to 0.77 in September
where it was previously at 0.80 at the end of August. Platinum
continues to trade at its highest ever discount to gold in 2016 and is
only the 4th period in the last four decades a discount has persisted.
Investment Flows
• Global physically backed platinum ETFs continued to see net
outflows in September of 0.4 metric tonnes (t) for the fifth consecutive
month as ETF investors still remain on the sidelines of platinum’s YTD
rally.
• Cumulative platinum holdings in ETFs ended September with a total
of 70.3t, down 1% from the prior month but still at stable levels since
the start of the year.
• In 2016, platinum stock has fallen 5% with year to date outflows of
4.1 tonnes despite continued rise in price and rising net sentiment
among investors in futures markets.
Sentiment & Positioning
• Net positioning in platinum futures pulled back in September to
21,179 contracts driven by a reduction in long investors, but net
positioning remains well above the levels at the start of the year.
• Long positions in platinum fell over 10,000 contracts to 31,325 in
September from 41,517 contracts in August, and now is line with the
2016 average level of long contracts.
• Investors extended their short positions only slightly in platinum
during September to 10,146. Overall short positioning remains range
bound in 2016 among platinum investors.
Outlook
• We believe platinum may continue to benefit from positive spill-overs
of gold and silver’s respective year to date advances in an extended
negative real interest rate and range bound dollar environment.
• Among platinum’s diverse sources of demand, European and
Chinese consumers remain the core drivers. Continuing rising
incomes and a growing middle class could continue to benefit
platinum jewelry demand in China. Tighter emission standards and
strong auto sales may add further support to platinum demand in
Europe.
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Key Drivers
• Palladium was the stand out performer of precious metals complex
this month. It saw a 7.1% jump to $720.7/ounce in September and
has quietly gained 20.2% in the third quarter and outperforming gold
on the year..
• Volume in palladium front month futures contracts averaged $225
million in trading volume down from the average $374 million in the
month prior.
• Palladium has benefited in recent months from continued demand
from China, whose palladium imports increased 13% for August year
over year. Additionally, Chinese auto sales increased 26% in August
year over year which should continue to serve as a boon for palladium
demand.
Investment Flows
• Global physically backed palladium ETFs saw net outflows in
September of 1.1 metric tonnes (t) for the 3rd consecutive month.
• Cumulative palladium holdings in ETFs fell 2% in September
bringing total ETF stock to 64t.
• Year to date, palladium stock has fallen 13% (with 9t in net
redemptions). ETF flows still have not participated in the strong price
rally in palladium so far this year, as they remain a small source of
annual palladium demand. This may change should palladium‘s rally
continue through the end of 2016.
Sentiment & Positioning
• Investor sentiment in palladium remains elevated as net positioning
in palladium futures ended September at 13,769 contracts, 40%
higher than the year prior.
• Long positions in palladium fell slightly this month to 16,413
contracts, despite a strong price increase this month.
• Short positioning in palladium rose this month to 2,644 from 2,243 in
August but still remains well below shorts at the start of the year.
Additionally investors have reduced their shorts in palladium by 60%
since September 2015 which saw short contracts totalling 6,133.
Outlook
• Recovery in base metals has helped palladium in recent months and
may begin to stabilize the market. Palladium demand will likely be tied
closely to China’s economy, specifically auto sales. While concerns
around a hard landing have been diminished, continued growth in
China will be a key catalyst.
• Palladium, like platinum, has been in a supply deficit for the past four
years and another deficit may be on track in 2016. Although large
above ground stocks persist, further supply off-take resulting from
South African wage negotiations may see the price rally continue.
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Sprott Gold Report: September 2016
During the summer months, precious metals consolidated sharp gains
of June and early July in a constructive sideways pattern. Between
June 30 and September 13, spot gold was basically unchanged,
declining 0.3% (from $1,322.20 to $1,319.01), while spot silver gained
0.8% (from $18.72 to $18.87). The U.S. dollar was similarly flat, with
the U.S. Dollar Index (DXY) declining 0.5% (from 96.14 to 95.63).
Given relative calm in precious-metal and U.S. dollar markets, it is
interesting to note that 10-year Treasury yields jumped 18% over the
same span (from 1.47% to 1.73%).
It is still too early to know exactly which fundamentals are driving this
mini “tantrum” in global rates. Are rising yields signaling incipient
inflation? Do they portend stronger global growth? Do higher yields
foreshadow an important inflection point in global central-bank
policies? Or does the existence of $13 trillion in negative-yielding
sovereign bonds simply signal the bond market is in need of a healthy
correction? Perhaps most ominously, what if recent yield-upticks are
signaling the beginning of the end for the epic 35-year bull run for
bonds?
Answers to these questions will shape prospects for the preciousmetal complex in coming quarters. As always, gold prices will be
impacted by a wide array of monetary, economic, political and
fundamental variables. However, we would like to highlight a helpful
framework for how investors might assimilate the full range of
investing inputs in shaping their gold allocations. In essence, some
factors affecting gold prices are short-term in nature, and others are
extremely long-term. Examples of short-term factors might be
handicapping of individual FOMC meetings or U.S. employment
reports. Examples of long-term factors might include such seminal
variables as aggregate valuation of global financial assets and even
the evolving composition of the global monetary system. As short-term
noise affects gold prices on a daily or weekly basis, we believe it is
important to remain focused on the longer-term variables underpinning
the gold investment thesis. Along these lines, we would suggest that
the current juncture represents a textbook example of an instance in
which short-term considerations in gold markets may have temporarily
distracted consensus from far more important long-term fundamentals.
Specifically, asset markets seem to be reacting in early September to
two potential shifts in global central bank policies. First, the European
Central Bank (ECB) and the Bank of Japan (BOJ) have sent mixed
signals in recent weeks as to whether the end of the road may have
been reached in fruitful easing of monetary policy. Second, FOMC
members have, for the umpteenth time during the past six years,
begun to jawbone higher the probabilities for rate hikes at imminent
Federal Open Market Committee (FOMC) meetings. The combination
of these factors, at least for the time being, has caused a hiatus in the
bond market’s relentless march toward negative (nominal and real)
rates.
While it is certainly possible that the Fed chooses to raise rates at
either the September or December FOMC meeting, we believe
markets are significantly overestimating the lasting significance of
such a move. After all, the Federal Reserve (Fed) December 2015

September 2016
rate hike was its first since June 2006 (nine-and-a-half years).
Immediate upticks in virtually every measure of financial stress caused
Fed Vice-Chairmen Stanley Fischer and William Dudley to backtrack
in early-February from the Fed’s telegraphed plans for four 2016 rate
hikes. Probabilities for a December 2016 hike still hover at only 50%.
Our reading of the five Fed Governors (permanent FOMC voters) is
overwhelmingly dovish, most recently underlined by Lael Brainard’s
market-moving speech on 9/12/16. St. Louis Fed President James
Bullard (2016 FOMC voter) has even dropped out of submitting
forecasts to the Fed’s dot plot (citing insufficient visibility) and currently
maintains that only one additional rate increase will be appropriate
between now and December 2017!
During the next few years, we view the probabilities of an extended
Fed tightening cycle as extremely remote. In the meantime, whenever
short-term handicapping of imminent FOMC moves provides
downward pressure on the gold price (as may have been the case
since gold’s 7/6/16 intraday high of $1,375.45), we would view such
trading as providing a fortuitous buying opportunity for both gold and
gold shares. Between June 2004 and June 2006, the Greenspan Fed
raised rates at 17 consecutive FOMC meetings (more than quintupling
fed funds from 1% to 5.25%) and spot gold rose 73% over the interim.
We don’t think the Fed’s current pace of a quarter-point increase
every year or so presents much challenge to firm gold prices.
Outside Fed handicapping, there are other fundamentals which can
provide short-term buying opportunities while gold’s long-term
investment thesis remains intact. U.S. economic data releases are a
prime example. Since our gold investment thesis is based on the
irretrievable mismatch between claims on future output (debt) and
productive output in the U.S. Gross Domestic Product (GDP), we
would argue we are far past the point at which individual economic
statistics hold much bearing on gold’s investment relevance. With
$64.2 trillion in total-credit-market-debt sitting atop an $18.2 trillion
economy, no amount of GDP growth, by itself, can ever rebalance the
U.S. financial system. Even if GDP were to post eight straight quarters
of 10% growth, this would only increase GDP to $22.0 trillion, a level
of output no more capable of servicing $64.2 trillion in total debt than
$18.2 trillion. Of course, should ratios of the past 15 years hold even
remotely true, an aggregate increase of $4 trillion in GDP would
require at least an additional $20 trillion in fresh credit, vaulting total
credit towards $85 trillion.
While there may be an occasional bright spot in individual U.S.
economic releases, we would argue that the pattern of U.S. economic
performance has become sufficiently weak for such an extended
period that gold investors should look past short-term noise in
assessing investment cues. Why has the U.S. economy been unable
to generate a single year of 3% real-GDP-growth since 2005? Why did
the U.S. economy, after seven years of unprecedented monetary
stimulus, post in Q2 2016 nominal GDP growth of only 2.4%, which,
outside the financial crisis and a 2.1% print in Q4 2001, was the
lowest nominal growth since 1961? Why are productivity and labor
participation rates mired at 40-year lows? Despite gaping yield
premiums to other sovereign bonds, why are foreign investors selling

…your link with the Global Investment Community

22

ETF Commentary

Treasuries at an unprecedented rate?
In our October communication, we will be presenting a comprehensive
update on the critical factors, some many years and even decades in
the making, which we believe are finally coming together to support
significantly higher gold prices in coming periods. For the time being,
we would like to review our three litmus tests for gold’s ongoing
portfolio relevance. As short-term traders react to evolving prospects
for an FOMC rate hike, an individual policy decision from the BOJ, or
an outlying non-farm payroll report, we would suggest gold investors
remain focused on assessing whether any important components of
the overriding gold investment thesis have truly changed.
The most powerful litmus test for gold’s ongoing relevance is an
assessment of whether the U.S. financial system could endure
normalization of interest rate structures. Should the Fed raise fed
funds to 3%-to-4%, or should 10-year Treasury yields trade back to
6%-to-8%, without significant negative impact to the U.S. financial
system, we would concede constructive progress might have been
achieved in rebalancing U.S. financial markets. We view prospects for
either of these developments as quite remote. In such an
environment, gold remains a mandatory portfolio asset.

SPROTT ETFs
Sprott ETFs provide investors with access to innovative and unique
indexes that seek to outperform passive market cap-weighted
offerings. Each Index is designed using specific factors that matter™
for a particular strategy. These customized factors are selected
because
they have historically shown correlation to stock
performance.
Each Index:
• Seeks to outperform purely passive representations of the gold and
silver mining industry
• Uses transparent, rules-based methodology designed to overweight
gold stocks with attractive investment merits relative to the other
stocks in the index
• The stock selection and index weighting criteria were co-developed
by Sprott Asset Management, a leading, long-time gold sector
investor, and Zacks Index Services

Second, gold will remain a productive portfolio-diversifying asset until
the process of debt rationalization is allowed to proceed in the United
States. Since 2000, the Fed has now interceded to forestall this
rebalancing process on at least three prominent occasions. To us,
eventual normalization of the relationship between claims on future
output and productive output itself will return ratios such as debt-toGDP and Household Net Worth (HHNW)-to-GDP to historically
sustainable levels, say below 200% and 350% respectively. Because
these ratios at prevailing GDP levels would imply (respectively) $20
trillion and $30 trillion in either debt defaults or depreciation of financial
asset prices, we are quite certain the Fed will do everything in its
power to postpone this rebalancing. Given implications for declining
intrinsic value of U.S. financial assets, as well as ongoing Fed efforts
to debase outstanding obligations, gold remains a mandatory portfolio
asset.
Third, should the U.S. economy ever be able to resume GDP growth
between 3%-to-4%, with a net national savings rate in the 8%-to-10%
range (now roughly 1%), there would no longer be a need for the $2.0
trillion-or-so in annual U.S. nonfinancial credit growth now necessary
to service debt and drive consumption. In such an environment, U.S.
securities markets would be replete with opportunities for true capital
formation, and gold would hold limited investment utility. Next month,
we look forward to sharing our expanded thoughts on gold’s
strengthening long-term investment fundamentals.
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OPEC Philosophy Shift Solidifies Case for Oil Recovery
October 2016
On September 28, 2016, the Organization of the
Petroleum Exporting Countries (OPEC) announced
plans to establish a production target to help
stabilize the global oil market. While the ongoing
recovery in oil fundamentals does not hinge on
OPEC, we believe supply cuts would accelerate the
rebalancing process, supporting our base case for
higher oil prices over the next two years.
Highlights
• In our view, the move signals that OPEC (and, more
specifically, Saudi Arabia) wants higher oil prices and
lower volatility and that it is ready to take meaningful
action.
• Important details must still be negotiated before
OPEC’s next meeting on November 30th, but if it
agrees to cut production, it would be the first time in
eight years the group lowered output.
• We believe a formal agreement would substantially
reduce the risk of sub-$40 oil in the near-to-medium
term.
• The announcement strengthens our conviction in our
recovery roadmap for oil at $50 by end of 2016 and $60
by end of 2017.
Welcome Back, OPEC
As an outcome of an “extraordinary” meeting of the 14
OPEC members in Algiers on September 28th, the
group announced it would collectively intervene to help
stabilize the global oil market by limiting supply. Its new
production target of 32.5–33.0 million barrels per day
(bpd) implies a potential reduction in total OPEC crude
supply by about 800,000 bpd.
The deal must be formally approved at OPEC’s next
meeting in Vienna on November 30th, giving members
two months to negotiate the details. For example: Will
there be quotas for individual countries? How will the
deal be enforced? And will there be special allowances
for countries like Nigeria, Libya and Iran, which lost
production due to civil unrest, sabotage and sanctions?
If OPEC enacts the high end of the quota, it would be
more of a freeze than a cut after factoring in seasonal
slowdowns and special allowances. However, the
important point, in our view, is that OPEC (and Saudi
Arabia in particular) wants to resume the role of active
management of oil prices—and that the cartel is ready
to do something meaningful.
Reduced Downside Risk to Oil Prices
If OPEC follows through, we believe it would set a solid
floor for oil in the $40–45 range, as it would show there
is some semblance of a cartel again. However, it is still
possible that nothing happens, leaving Saudi Arabia to

act on its own. Either way, we expect the fundamental
recovery in oil to continue.
Our rebalancing roadmap points to a supply deficit
emerging as early as the end of 2016 and widening
over the next two years. A successful deal could
accelerate the rebalancing process, likely increasing
our conviction for crude oil at $50 by year-end 2016 and
$60 by year-end 2017.
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Economic Benefits
If OPEC is able to reach a framework for production
cuts, we believe it could help to stabilize global energy
markets and lead to a slower, more deliberate rise in oil
prices. This would likely be a positive for struggling
energy-producing countries and for global growth
overall. At $50–55 a barrel, we estimate that oil would
be high enough for the energy sector not to be a drag
on growth, yet low enough to give consumers a benefit
from cheap gasoline at the pump.
Portfolio Perspectives
Commodities. Following the announcement, we
increased our weighting in petroleum, which includes
crude and refined products such as gasoline and
heating oil. We expect further oil-price volatility leading
up to the Vienna meeting. We are also watching the
supply response from U.S. producers, as higher oil
prices could cause more supply to come online, which
could exert downward pressure on prices in the near
term. However, this would not put a dent in our longterm recovery thesis. More broadly, we believe an
OPEC agreement could help lift prices across the
commodity universe based on the potential economic
knock-on effects.
Master Limited Partnerships (MLPs). As we said
earlier this year, we have conviction that the global oil
market is in the process of shifting into undersupply and
that North America will gain market share as a global
energy supply source. We expect this to benefit
midstream energy fundamentals as commodity prices
rise, volumes grow and the supply/demand for pipelines
improves. To the extent that OPEC follows through, it
could pull forward the rebalancing process, meaning
that fundamentals for midstream energy and MLPs
should improve faster. We believe midstream energy
represents an attractive investment opportunity in this
environment, offering a high current yield and resumed
distribution growth in the medium term.
Natural Resource Equities. Regardless of whether
OPEC cuts production or not, we believe North
American producers will be the first to grow production
globally.
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Alternatives Update - 3rd Quarter 2016
In the third quarter, Alternative Investments (“Alternatives”) were a
mixed bag with regards to performance (Figure 1). Six of eleven
categories had positive returns with the remaining five posting
negative returns. The strongest performing categories were primarily
focused in the credit markets and the higher equity beta related
strategies (hedged equity, event driven). Tangible assets
(commodities and real estate) along with short bias equity funds
ended sharply in the red, a strong reversal from the 2nd quarter
performance. The Managed Futures category continued its malaise
as rates remained very low and sustained trends absent. Short bias
strategies, which had been one of the top performers earlier in the
year, suffered as equity markets rallied, volatility fell and the U.S.
markets shrugged off international rumblings with aplomb. Framed
another way, the rank order of 3rd quarter returns was very closely
aligned with rank order correlation of hedge fund categories to the
S&P 500 Index (Figure 2); the higher the correlation, the higher the
returns. Managed futures, commodities, and global macro have
historically shown low correlations to stocks and bonds. Based upon
monthly correlations over the past two years, that relationship is
seemingly intact. Other Alternatives categories, while having higher
correlations with equities, generally do so with considerably less
volatility (Figure 3).

October 18, 2016
(FOMC) continued its interest rate game of thimblerig. In their latest
minutes, despite acknowledging that the case for rate increases had
“strengthened”, the FOMC offered that it would wait for “further
evidence of continued progress toward its objectives”. Ignoring that
the majority of previously outlined objectives had been met, the
FOMC found yet another way to put off rate hikes and maintained its
direction of little or no action this year or the first half of 2017.This
continued dovish tone seems to be positive for equities and other risk
assets. The CBOE Skew Index (Figure 9), which is an option based
indicator of the likelihood of outlier events, ended flat for the quarter
and declined from intra-quarter highs in August.

Risk seeking investing was in full “go mode” in the 3rd quarter with
many risk indicators continuing to retreat from their peaks in the first
quarter of 2016 and/or stabilizing at relatively low levels for the year.
Risk assets performed reasonably well, credit spreads (Figure
4/Figure 5) were well behaved, and developed markets equity
volatility moved to the lower end of their trading ranges (Figure 6).
A September spike in forward and realized volatility (as measured by
the option forward curve and spot equity market movements – Figure
7) was transitory as the domestic equity market quickly recovered
and volatility collapsed in on itself once again. Increased signaling of
a “hard” Brexit, a plummeting British pound, and the rapidly declining
fortunes of Germany’s two largest banks (Deutsche Bank and
Commerzbank) flashed across the headlines,but neither the US
capital markets,nor the global capital markets seemed overly
concerned. Not unexpectedly, the perma-bulls point to the quick
recovery in risk assets as sunny skies ahead; the doomsayers point
to the same quick recovery as the calm before the storm; and the
macro traders opine about the negative long-term effects of the
central bank put and likely waning effect of QE. For the larger
investing community, it seems to be about waiting for the next
Central Bank move both here and abroad.
Sentiment (the overall attitude of investors and their willingness to
risk capital) can be measured, or more accurately inferred, in many
ways, though they are rarely unanimous in their message. The 2nd
quarter ended with domestic equity sentiment generally having a
positive tone.The ratio of New Highs to New Lows for the NYSE
remained elevated and for the NASDAQ, continued its upside move
(Figure 8).Despite reasonable economic data, low unemployment
and signs of wage growth, the Federal Open Market committee
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For the quarter-to-date, traditional “Risk Off” assets considerably
underperformed traditional “Risk On” assets (Figure 10). Year-to-date
“Risk Off” assets hold a slight lead in total return but the switch
seems to have flipped in the 3rd quarter to the “Risk On” position.
There are plenty of places to look for distractions globally, both
positive and negative. We continue to emphasize that Alternatives
have historically provided significant diversification benefits when
paired with a portfolio of traditional assets, in addition to both
competitive absolute returns and attractive risk-adjusted returns,
although diversification doesn't guarantee a profit or protect against a
loss.
Please Note: Alternative investments may employ complex strategies, have unique
investment and risk characteristics that may not be suitable for all investors.
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Indonesia by Numbers
Indonesia: Going for growth
September 2016
With a population of over 250 million, Indonesia’s growth
potential is undeniable. President Joko Widodo, or Jokowi as he
is more widely known, has been pushing for reforms in the
Southeast Asian archipelago. The country is making steady
progress. It has vowed to improve infrastructure and open
opportunities to foreign investors, which should bode well for
its long-term prospects.

Government reforms
Since taking office in October 2014, President Jokowi, who does not
come from the traditional ruling elite, has gradually won over
opposition members in parliament. This has helped him push through
reforms.

Solid fundamentals
While global growth has slowed in recent years, Indonesia remains
one of the few bright spots with annual GDP growth of around 6%
projected for the next five years.

His approval rating has improved to 67% from 41% in June 2015,
a sign that reforms are gaining traction.*.
High savings rate
A high savings rate provides a cushion against an uptick in
household debt following a recent credit boom.

These reforms include fuel subsidy cuts, infrastructure investments,
opening the local economy to foreign participation and reducing red
tape.
Bridging the infrastructure gap
Infrastructure is the focus of President Jokowi’s structural reforms, as
it could provide the foundation for long-term growth and attract
foreign investors. For example, a mass transit railway for Jakarta is
under construction.
Indonesia currently ranks just 62nd in terms of infrastructure
competitiveness.

Attractive return on equity (ROE)
Indonesia’s best-run companies have solid balance sheets. They
have stayed lean and preserved margins amid a recent fall in
consumer demand.
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Rising connectivity
Smartphone penetration in Indonesia is among the lowest in the
region, but this is expected to reach 87% in 2019*.

Booming consumption
Indonesia’s median disposable income will reach US$11,300 per
household by 2030, up from US$6,300 in 2014. Meanwhile, the
country’s middle class will expand from 17.3 million households in
2014 to around 20 million households by 2030, which will create
an important source of spending.

Banking on growth
Access to banking services lags behind the rest of Asia, presenting
plenty of room for growth. Hence the sector has been experiencing
rapid expansion.
On the right track

Indonesia jumped to fifth in the 2016 global retail index, up from
12th in 2015, according to management consulting firm AT Kearney.
The government’s five-year e-commerce road map with revised
regulations also encourages growth in the online retail sector.
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•

Aberdeen Israel Fund, Inc. Announces Dividend – September 12

•

BMO Asset Management Inc. Announces Cash Distributions for BMO Exchange Traded Funds – September 20

•

Cornerstone Strategic Value Fund Inc. (CLM) Announces $0.28 Monthly Dividend – October 8

•

Cushing® Renaissance Fund Announces Quarterly Distribution – August 26

•

Dividend and Income Fund Declares Quarterly Dividend – September 1

•

First Trust Advisors L.P. Announces Distributions for Exchange-Traded Funds – September 20

•

Guggenheim Investments Announces September 2016 Closed-End Fund Distributions – September 1

•

Guggenheim Investments Exchange Traded Funds Declare Monthly Distributions – August 31

•

Horizons Announces September 2016 Distributions for Certain ETFs – September 21

•

Invesco Closed-End Funds Declare Dividends – September 1

•

Legg Mason Partners Fund Advisor, LLC Announces Distributions for the Months of October and November 2016 –
September 15

•

Mackenzie Investments Announces Distributions for its Maximum Diversification Exchange Traded Funds (MKC, MUS) –
September 20

•

MFS Releases Closed-End Fund Income Distribution Sources for Certain Funds – August 29

•

Two Nuveen Municipal Closed-End Funds Declare First Post-Merger Monthly Distributions – September 16

•

Nuveen Closed-End Funds Declare Distributions – September 1

•

Nine Nuveen Municipal Closed-End Funds Declare Pre-Merger Distributions – August 30

•

Pioneer Investments Declares Monthly Distributions for Closed-End Funds – September 2

•

Resource Credit Income Fund (RCIAX) Announces Quarterly Distribution – October 14

•

Resource Real Estate Diversified Income Fund (RREDX) Announces Quarterly Distribution – October 14

•

Royce Closed-End Funds 3Q16 Distributions – September 2
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Business Development Companies (BDCs) High current income in a yield-starved world
Tuesday, September 27, 2016 | 10:00 AM ET
Aaron:
Thank you very much and thank you to everyone who's participating today. As he said,
my name is Aaron Peck. I'm the Chief Investment Officer and Chief Financial Officer for
Monroe Capital Corporation. I'm joined by Alex Condrell, our Director of Investor
Relations. On page 1, you'll see a disclaimer. Please do review the disclaimer at your
leisure, and we'll move on to the presentation starting on page 2. I thought it would
make sense since I'm sure not everyone who's listening today has a lot of experience
with business development companies, I thought it made sense maybe to start by
explaining a little bit about what a BDC is and what it does and how it came to exist, and
then we can get into a little bit more about Monroe and how we can provide yield
opportunities for investors.

Featured Presenter
Aaron D. Peck
Chief Investment Officer and Chief
Financial Officer
Monroe Capital Corporation
Managing Director
Monroe Capital LLC

Business development companies were created by the US Congress back in 1980 as a
way to spur investment in the private equity and debt markets for small businesses. So
they are regulated under the Investment Company Act of 1940 and the SEC is also
involved in regulating BDCs. They're effectively publicly-traded closed-end funds. They
have slightly different rules in other closed-end funds but they are indeed publicly-traded
closed end funds. Similarly, they're tax advantaged in that BDCs pay very little corporate
level taxation. Most of the earnings are passed through the investors in the form of
dividends and distributions much like how REITs pay dividends to their investors.
We do have to pay out at least 90% of our taxable income to investors in order to
maintain our RIC status. The other benefit to investors of the BDCs being structured as
RIC companies is they do have an asset coverage test. It's a little bit different than the
typical closed-end fund asset coverage test in that it allows BDCs to have slightly more
leverage than a standard closed-end fund. But we are limited to do 200% asset
coverage which means BDC can't have more than one-to-one times debt to equity on a
regulatory basis or as we like to say one turn of leverage.
Moving on to page 3, what are some of the benefits that BDCs can provide to investors?
Well, the primary benefit is they can provide retail investors with access to high-yielding
private market investments that are historically only available to large institutional
investors. So the type of investment that we make in Monroe Capital Corporation are the
sorts of investments that we also make on behalf of large pension and endowment
funds in smart institutional investors. So we believe we provided retail investors access
to the same quality investment opportunities that are typically reserved only for
institutional investors. Of course, you get a benefit because those institutional investors
have to sign up for long-term lock-ups of their capital whereas BDC investors can buy
and sell their stock every day on an exchange, so there is the ability to get liquidity in
your investment.
What I always have said about BDCs which I think is true here is that a BDC provides
investors access to an illiquidity premium so additional yield by the fact the BDCs make
illiquid investments but you do it in a liquid fashion and that you have the ability to buy
and sell that stock every day. So you get the benefit of the illiquidity premium in our
investments but not the lock-up associated with illiquidity that most investors typically
are subject to. As we said, it's a flow through vehicle, so there's meaningful dividend
income that's paid to investors. There's no entity-level tax. We have all the publicly
reported information available in the SEC so you can get access to everything that's in
the portfolio. You get full transparency of their asset that we hold on a quarterly basis.
There are diversification requirements so the portfolio will have to be diversified and it
always is. As we said, the SEC puts leverage limitations which reduces your total risk in
terms of leverage risk.
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So how is this done for shareholders over a long period of time? If you
look at page 4, this is not for Monroe in particular. This is the whole
BDC industry. How do the returns in the BDC space, how do they
match up against other investments? And you'll see it's very favorable.
The only investment vehicle over the last ten years that has shown
higher returns than BDCs in the ones that we've shown here are
MLPs. So the returns available in the BDC market have been
consistent over a long period of time. They've averaged a very nice
annual return of close to 10%, and it fairs very favorably when
compared to other asset classes.
Turning to page 5, it talks about the discount. So a lot of closed-end
fund investors are hesitant to get involved in BDCs or other closedend funds because they worry that these funds tend to trade at large
discounts, and I think that's true of a lot of closed-end funds but it's not
really true when it applies to BDCs. Over a ten-year period, BDCs -and I'm sorry, I think there's a typo in here. I think the blue bar should
be the BDCs, but in any respect, BDCs have not traded at large
discounts. They've traded at fairly narrow discounts when compared
to things like REITs or world stock index or covered call. BDCs have
traded at much smaller discounts. So you should feel comfortable that
over a long period of time there shouldn’t be on average large
discounts associated where BDCs trade. Certainly, certain BDCs
might trade at large discounts. Monroe right now is trading in a small
premium. We'll talk a little bit more about that as we get through and
talk about Monroe in particular.
So turning to Monroe, page 6, we have an overview of why you might
consider an investment in Monroe Capital Corporation. As we sit here
today, we're trading at a cash dividend yield of approximately 9%.
We're paying a 35 cent per share quarterly dividend. We've paid a
dividend every quarter since we went public in October of 2012, and
we raised our dividend once about a year and a half ago. We've
covered our dividend very well. For the last nine quarters, we've
covered our dividend. In other words, we've generated more adjusted
net investment income than we have paid out in dividend which would
give you some comfort that the dividend is well covered and not at
high risk of being cut in the near term.
We are just trading at a small premium to NAV. There are a lot of
investors who have said to me, "Why would I buy your stock when
you're trading at a premium when there are so many stocks trading at
a discount?" And the answer is if you're thinking about BDCs and
discounts, I just warn people that price is what you pay and value is
what you get. So sometimes it makes sense to look at more than just
worth something just trading on a discount or premium basis. It makes
more sense to understand why something is trading at a discount or
why it's trading at a premium. As we go through some slides, I'll show
you the universe of BDCs and I think you'll get a pretty good picture as
to why some BDCs are trading at large discounts. I'll let you decide
whether you think they should or shouldn’t they
Ninety-three percent of our portfolio is in secured loans. This is a core
differentiator. A lot of BDCs out there invest in predominantly second
lien and in a large way mezzanine loans. When they invest in
mezzanine loans, they're investing in unsecured loans. What does
that mean? That means these loans are typically lower in the capital
stack. They typically sit behind banks. They don’t have a claim on the
assets. That, by its very nature, is riskier especially going into what
could be sort of late innings of the economic cycle. So we've always

been focused on secured lending. Seventy-five percent of what we do
is first lien secured.
We're very careful about our exposures. We've never been investors
in any material way, in oil and gas, especially in the exploration of
production space. Listen, if someone is looking for an energy loan
based on exploration of production companies, there's probably ten
really smart energy lenders sitting in Texas that have passed on that
loan if it's making its way to Chicago to my desk. So what I possibly
know about that loan that those energy investors didn't know that
makes it a good investment? The interest is probably nothing which is
why we've always stayed away from the space. The other reason
we've stayed away from the space is frankly that's a binary risk. You
can get everything right about a company in the oil sector but get oil
price wrong and lose all your money. We don’t make binary bets and
you don’t invest in us for us to make a bet like that. if you want to
express a view on oil prices, there's a lot better ways and cheaper
ways to do that than buying a BDC. So we think it's a bad space for
BDCs to be involved in and we don’t do it.
A little about our manager, so Monroe Capital Corporation is our BDC.
It's our only publicly-traded investment opportunity today but Monroe
is a manager that manages a number of other funds. We're $3.3
billion asset under management firm. $350 million or so are in this
BDC, Monroe Capital Corporation traded MRCC ticker. Our manager
has been around since 2004 and we've won a lot of awards over the
years. We've focused on companies that generate between $3 and
$30 million of EBITDA, and we believe we're one of the leaders in that
space, one of the most prolific and most successful investors in the
lower end of the middle market.
So how do we do it? Turning to page 7, this is, in my opinion, our true
special sauce or our key differentiator. What makes Monroe different
from some of the other BDC managers out there? And we think the
key differentiator is our origination engine. So what does that mean,
origination engine? Well, when you talk to BDC managers, everyone
will talk about the fact that they have proprietary origination, but what
does that really mean? For a lot of BDCs, their origination efforts
consist of a group of folks sitting on the phones somewhere in an
office between Park Avenue and 5th Avenue, and they call private
equity firms and ask them for access to their next deal. If they're
successful and have good relationships, that private equity firm will tell
JP Morgan or Goldman Sachs or Morgan Stanley or Wells Fargo,
when we do our next syndication we're going to do first lien and
second lien structure and we'd like that BDC to get a nice allocation
on the second lien.
Is that truly proprietary? I'm not so sure. While it's true that BDC that
has those relationships can get access to more of a loan than maybe
other folks who will get a smaller allocation of that loan, ultimately, in
most cases, I'll have the same opportunity to buy that loan as those
BDCs do. So is that truly proprietary? I'm not sure that it is. What does
proprietary deal sourcing mean to us?
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Get More out of Your Gold Allocation
Tuesday, October 11, 2016 | 11:00 AM ET

Edward:
Thank you. Well, good morning everyone. My name is Ed Coyne, and I’m the Executive
Vice President and Head of National Sales for Sprott Asset Management. With me
today is Trey Reik, our Senior Portfolio Manager and Gold Strategist at Sprott Asset
Management.

Featured Presenters

We’re going to cover a few topics today. First, we’d like to talk a bit about gold as an
asset, as an investment vehicle. Second, we’d like to talk about gold equities. And then
third, I’m going to highlight a few different ways you can access both gold and gold
equities and how to get more out of your gold allocation. At this time, I’d like to turn over
to Trey to talk about the gold market.
Trey:
Thanks, Ed. This is Trey Reik, Senior Portfolio Manager at Sprott. I’m going to talk for
about 20 minutes on gold, generally, and sort of where we are in the gold trade since
gold has sort of reemerged on the front page, given its move through a mid-year and
now sort of an interesting correction. The question is, where are we with that, Ed? Is
there more to follow? And is gold still a necessary portfolio diversifier?

Edward Coyne
Executive Vice President,
National Sales
Sprott Asset Management USA

Trey Reik
Precious Metals Market Strategist
Sprott Asset Management USA

I’ve been involved in gold only accounts and investments for about 15 years. Over that
time, I’d learned some interesting things about gold as an asset and as a concept, which
I always like to share when I started. A lot of gold presentations are pretty directional
and there’s usually a point of view that is central. What I’d like to do today is sort of the
opposite and set up a framework for how each of you and all of your clients can think
about gold with no particular requirement that you reach a certain conclusion.
In the 15 years I’ve been doing this, the three things that I always marvel that I’ve
learned is number one, in thousands of presentations, I’ve never once convinced
anyone to buy a gold, whether it’s a group of trustees or a high net worth family office.
Gold is a decision that really has to come from the financial adviser and the client. It’s
not something you sell. So I don’t expect to sell gold today but I do expect to keep some
information so that those decisions can be made by you.
Number two, I’ve never seen an asset class about which people have stronger opinions,
usually held surprisingly strong conviction frequently unburdened by a tremendous
command of relevant facts. So golds, just one of those things, everybody has an opinion
on but frequently, understanding of the true gold market is few and far between. And
then number three, there’s no other asset class, I think, that has more divergent,
sometimes simultaneously investment queues for its ownership. So some people view
gold as an inflation hedge; simple and true number of other people view gold as a
deflation hedge.
Some people see gold as a risk on trade just as many see it as a risk off asset. And
even in times of stress, which we seem to be having our first share of these days,
maybe favor gold as a safe harbor destination, but just as many still favor the U.S.
dollar. And because gold’s strongest correlation over time is its inverse correlation of the
dollar, that can actually put pressure on gold.
The reason I always start with slide 2 page 2 in the investment packet that we’ve sent
around is to try to give some context to gold’s move over the past 16 years to try to
assess what it is that’s been going on and what’s likely to happen in the future. On page
2 of the slides that we distributed, we list the annual performances of gold and the
world’s nine prominent Fiat currencies since the turn of the millennium.
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In U.S. dollar terms, gold is up 13 in the past 16 years including a
pretty nice year-to-date start this year. And in an average of the nine
Fiat currencies, gold is actually up 14 to 16 years, dating back to
2001. You might say, “What’s your point, Trey?” The answer is in each
of those years, we’ve had a myriad of different monetary in financial
conditions. In this time period, we’ve had two deflation scares; really
2002, the infamous Bernanke printing press speech. And more
recently in sort of 2009, we’ve had inflationary periods when oil hit
147. We’ve had mostly an environment of falling short rates but we did
have a period between June of ’04 and June of ’06 where
Greenspan’s Fed raised rates at 17 consecutive FOMC meetings. Just
imagine that today, by the way, quintupling the Fed funds rate from
1% to 5.25%. And during that time span, believe it or not, gold rose
73%. We have a slide on that a little bit later. And we’ve had sort of
two or three roundtrips and stocks and commodities and long rates
have been mostly falling but there have also been periods where long
rates have been rising.
So the point is if all of these different conditions have been [0:07:16]
[Indiscernible] during this past 16-year period, why is it that gold goes
up so frequently? And my answer is that -- and I think rather than
trying to link it to knee-jerk reactions, inflations, Fed rate decisions, it
really has to do with the fact that there’s about 280 trillion of global
financial assets in the world. And I would posit that that stock of global
financial assets has become far too large given the productive
underlying output, underpinning those assets. I guess that’s just the
worthy way of saying asset prices are very high.
But my thesis in putting gold together in terms of its performance since
2000 and as well as a productive portfolio diversifying asset is that in
each of the past 16 years, try to picture as a thought experiment, say
one-tenth of 1% of what I affectionally referred to is the crappy paper
pile tries to get into something a little bit more legitimate outside the
financial system, something that can’t default or be printed, something
that has no counterparty risks.
If one-tenth of 1% of 280 trillion tries to get into a stock of gold which,
trust me right now is, after Central Banks and jewelry, probably
something like 2.6 trillion that will obviously put an upward pressure on
that for a smaller stock of investible gold. My view about the gold
pieces is not Armageddon or Catastrophe Metal or Weimar Republic
inflammation. It’s really just about that rate of migration in an annual
period going from one-tenth of 1% from the financial asset pile to gold,
to something like one half of 1% because one half of 280 trillion, one
half of 1% of 280 trillion is about a trillion four. And that trillion four isn’t
going to get into an investible stock. The sides of which is 2.6, very
easily.
My point in all of this is just we try to ascertain where we are in the
gold thesis. It’s important to recognize that there’s this overarching
migration, which has been going on for a decade and a half, which is
unlikely to end anytime soon. And the reason I think that’s likely is
page 3. If people ask me, “What’s the most important gold slide?” I
would tell them this is really the only one that matters. This is the
relationship between debt and GDP in the U.S. Why is that
relationship important? Well, because debt is claims on future output,
and GDP is output itself, productive output. And over the last 100
years, that relationship has basically stayed between 140% and 170%
except for two black swan events. The first was depression and the
second was Alan Greenspan and Ben and Janet.

And then the first example, which was the denominator event, GDP
fell 50% in the depression. The debt remained constant. We saw this
ratio explode to 287%. FDR had devalued the dollar 41%, outlaw
private ownership of gold for reasons other than adornment for what
turned out to be almost half a century, 41 years. In today’s example,
which is all enumerator event, we’re piling tens and tens of trillions of
what I would call malinvested or nonproductive credit on top of a
relatively stable GDP.
I guess I would ask the euphemistic question. When you look at this
relationship, if we assume that it’s important, has anything gotten
better? You hear a lot today about deleveraging but in fact, we
continue to add more credit at almost every level of the U.S. and
global system. We have total credit since 2007 up about 16 trillion.
The Fed’s balance sheet has expanded from 900 billion to 4.5 trillion.
The balance sheets of the top 5 Central Banks in the world are up
about 12 trillion since 2007. And McKinsey estimates the total global
debts up somewhere in the mid-60s, say 65 trillion.
In fact, when one tries to estimate whether or not a gold has run its
course in terms of its productive nature in a portfolio, we would
suggest that until this, U.S. credit market debt to GDP ratio gets down
to something like 170%. Gold’s role is pretty relevant. By the way, that
would imply about 20 trillion in defaults, which is something we think is
very likely over the next course of several years. But each time we get
close to a junction where debt starts to default, the Fed raises to the
rescue with QE programs.
So we would view QE as much more related to the Fed’s estimation of
stress in the credit system rather than employment figures and the
like. On the next page, we try to group in the top page 4 sort of
fundamentals that no one would argue. Gold really doesn’t get the
benefit of the doubt very often. I always like to say most investors sort
of secretly hate gold because they’re more committed to other things
in their portfolio and to just express some enthusiasm for gold sort of
themes that you’re [0:12:34] [Indiscernible] the rest of your portfolio
where things that you own or your $4 million Nantucket mortgage.
But these six things that are at the top of the page would be very hard
to argue. I think most people would agree global financial asset prices
are extended. Correlations between asset classes are clearly on the
rise. A lot of fund of funds that I followed for years are
underperforming because of those arising correlations so far this year.
Liquidity appears increasingly challenged on not a bond guy, but
apparently, especially in fixed income markets. Global credit stress is
growing.
We’ve had sort of leapfrog period so far in 2016 where credit stress
exploded. Right now, it seems to be somewhat undercontrolled but I
think generally, credit stress is a growing concern. And global rates -and we used to be able to just talk about real but now even nominal or
collapsing through negative territories. So depending on whose
estimation you use, somewhere between 10 and 13 trillion of Global
Sovereign Credit is obviously negative yielding, which puts gold in a
better comparative framework as a high-grade capital storing asset.
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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 2015-2016 Webinars
October 25 – Current Use of Leverage and Implications of Rising Rates for
U.S. Closed-End Funds
Featured: Fitch Ratings

October 11 – Get More out of Your Gold Allocation
Featured: Sprott Asset Management

September 27 – Business Development Companies (BDCs) - High current
income in a yield-starved world
Featured: Monroe Capital

August 16 – GICS Sector Expansion: Spotlight on Real Estate
Featured: Cohen & Steers

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

…your link with the Global Investment Community

34

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
May 17 – How to Play the Value Comeback Using Dividend ETFs
Featured: ALPS

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

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
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