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As interest rates steadily dropped to historical lows in the post-financial crisis 
environment, investors gravitated towards closed-end funds (CEF) in search of 
higher yields.  For nearly five years prior to mid-2013, the strong demand for yield 
has driven certain CEF prices to full and premium valuations over the underlying 
assets in the funds, or the net asset value (NAV).  Since 2014, CEF valuations 
and investor sentiment have reversed course due to the Federal Reserve ending 
quantitative easing and now preparing to raise interest rates for the first time in 
nine years.  A noticeably heightened investor aversion to corporate credit risk, 
combined with the Federal Reserve’s recent actions, has led to negative 
sentiment towards closed-end funds.  

  *Source: Investment Company Institute© 
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Investment Opportunity 
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So, what do closed-end funds offer in this environment?  Despite present 
difficulties facing the CEF market, well-managed CEFs now have wider 
discounts, higher yields, and stand primed to earn attractive returns over the 
long-term as discounts narrow.  Here, in the space between short-term 
headwinds and long-term value, is where investors can most effectively allocate 
capital as the discount spread constricts over time.  Over the last 25 years, 
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“PreserverPartners 
does not blindly 
assume any CEF 
investment trading at 
an attractive discount 
will lead to outsized 
returns…” 
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closed-end funds have traded at nearly a 4% average discount to NAV (see chart 
below).  According to BlackRock, by the end of Q3 2015, the average CEF 
discount had grown to from 7.1% to 9.8% since Q2 2015.  By December 1, 2015, 
while the average discount had improved to 8.9%, still only 9.3% of the CEFs 
listed on Morningstar traded at a premium to its NAV, while 49.4% traded at a 
discount of 10% or greater.  The average spread on discounts to NAV hasn’t 
been this wide since the financial crisis.  Prolonged poor sentiment towards 
CEFs and widening discounts seem to suggest that certain CEFs with higher 
quality assets and lower risk-profiles are undervalued.  Ultimately, we believe 
that there are several closed-end funds that have existing opportunities for share 
price appreciation over a longer time horizon while paying attractive income.  
 
Conclusion 
Before the current dislocation, in only three periods since 1990 has the average 
discount to NAV dropped below 10%.  While this is worth noting, as closed-end 
funds typically revert towards the mean given a long enough time span (see 
chart below), PreserverPartners does not blindly assume any CEF investment 
trading at an attractive discount will lead to outsized returns as the market turns 
towards its next cycle.  However, our diligent and disciplined research process 
seeks to find CEFs that have strong managers, generate attractive income, and 
invest in lower-risk assets without excessive use of leverage.  We believe this 
process will lead to identifying underappreciated opportunities that currently 
exist in specific funds. 
 

Source: Invesco Ltd. 
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Risks:  
 
As with all investments, there are certain risks that one assumes when investing in closed-end funds.  Below 
is a list of general risks that are associated with closed-ends funds.  Please note that not all of the risks 
associated with CEFs are listed and not all of the risks stated below pertain to all CEFs. 
 
Market Risk:  Exposure to factors that may influence the direction of market swings, which have the 
potential to increase or decrease the market value of a security.   
 
Valuation Risk:  Shares of a closed-end fund may trade above (premium) or below (discount) the NAV of the 
fund.  If the fund is either too highly overvalued or too undervalued, this will either dilute earnings or 
compound losses.  
 
Interest Rate Risk:  In general, fixed income securities have an inverse relationship with interest rates.  In 
the case that interest rates rise, the value of a bond will decrease.  Investments with longer terms to maturity 
are more susceptible to interest rate risk than short-term investments.  
 
Credit Risk:  The risk of failed interest payment from one or more investment within a fund.  The lower the 
credit rating, the higher the interest payment.  Investments with lower grade credit ratings have a higher 
chance of default than investment grade securities.  
 
Performance Risk:  Past performance is not indicative of future performance.  It is important to perform 
thorough due diligence on a fund before investing.         
 
Active Management Risk:  Managers have the potential to make bad investment decisions or read the 
market incorrectly.  Actively managed funds in general, trade more frequently than those that are passively 
managed, which can lead to higher transaction fees.  It is important to review the prospectus of the closed-
end fund before making any investment decision.   
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Important Disclosures:  This communication is for informational purposes only and does not constitute an offer to sell or solicitation to purchase an investment, nor is it intended to 
provide investment advice.  Any such solicitation must be made only through the delivery of a private offering memorandum and the execution of the subscription document.  All 
prospective investors should carefully review the offering memorandum, including the description of the risk factors, investment objectives, charges, and expenses therein before making an 
investment.  There can be no assurance that any estimated or targeted returns contained in this communication will be realized or that actual results will not be materially lower than those 
estimated or targeted.  An investment in the fund is subject to risk, including the possible loss of principal amount invested.  Past performance is not indicative of future results. 
 


