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In High-Rate Environment, Don’t Replace Individual 
Bonds With Bond Funds 
Friday, July 21, 2023  
 

Chuck Jaffe, in this episode of The NAVigator podcast interviewed Mark Asaro, director of 

investments at Noble Wealth Management. Read the Q&A below as Mark says investors should 

not think that a traditional open-end mutual fund is a good replacement for individual bonds. 

Without a maturity date, bond funds don't have the pull toward par of an individual bond. 

Closed-end funds, however, are immune to dilution from cash flows into the fund, thereby 

providing a stable yield that investors can bank on, making them a better portfolio mix 

with individual bonds. Asaro notes that closed-end bond funds work best when the yield curve is 

upward sloping – as opposed to today's heavy inversion – but notes that there are 

selective opportunities looking strong now, notably in funds which buy municipal 

bonds. 

 

Mark Asaro 

The podcast can be found on AICA’s website by clicking here: https://aicalliance.org/alliance-

content/pod-cast/ 

 

CHUCK JAFFE: I’m talking with Mark Asaro, director of investments at Noble Wealth 

Management, about mixing closed-end bond funds with individual bonds in today’s higher-

rate environment, welcome to The NAVigator. This is the NAVigator, where we talk about 

all-weather activating investing and plotting a course to financial success with the help of 

closed-end funds. The NAVigator’s brought to you by the Active Investment Company 

https://www.mynoblewealth.com/
https://aicalliance.org/alliance-content/pod-cast/
https://aicalliance.org/alliance-content/pod-cast/
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Alliance, a unique industry organization that represents all facets of the closed-end fund 

industry, from users and investors to fund sponsors and creators. If you’re looking for 

excellence beyond indexing, The NAVigator’s going to point you in the right direction. And 

today we’re looking at ways that investors might rethink their closed-end positioning based 

on current market conditions with Mark Asaro, director of investments at Noble Wealth 

Management, which you can learn all about online at MyNobleWealth.com. And if you want 

to learn more about closed-end funds, interval funds, and business-development companies 

in general, well, you can check out AICAlliance.org, the website for the Active Investment 

Company Alliance. Mark Asaro, welcome back to The NAVigator. 

MARK ASARO: Thanks for having me back, Chuck. 

CHUCK JAFFE: When last you were on, well, you were talking about using closed-end funds 

as a paycheck replacement system for investors, but that was in May of 2021, and back then 

the short-term interest rate was 0.13%. Heck, the long-term rate was just over 2%. So 

obviously things have changed, fixed income in some respects has been fixed. One of the 

things I know you believe is that if somebody has individual bonds and they want to be 

changing them in market conditions, a bond fund is not necessarily the right replacement for 

individual bonds. So explain why a closed-end fund working in conjunction with bonds is 

what you want to have right now. 

MARK ASARO: A lot of advisors and a lot of investors get this wrong, where they are thinking 

that, oh, since a stock fund is a good replacement for picking individual stocks, a bond fund 

is a good replacement then for picking individual bonds. And up until just a few years ago, it 

was very difficult for even the average investor to buy individual bonds, they would have to 

call Fidelity, call Schwab, call their bond trading desk, and then that person would go and 

source the bond. Today you can be purchasing bonds just like you would a stock, where 

you’re entering a CUSIP instead of a ticker and hitting a little button to buy. So there is a lot 

more technology improvement on the bond side, however people still have this anxiety or 

this stress or this final frontier and not knowing of buying individual bonds, and so they just 

don’t like doing it. And I’ve run into many, many investors, many, many advisors who just 

refuse to buy individual bonds so they buy a bond fund. The problem with a bond fund is 

there is no maturity date, and so without that maturity date you don’t have the pull towards 

par that you would get on an individual bond. A closed-end fund, most of them do not have a 
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maturity date, although there are some kind of closed-end fund 2.0 where you have the 10-

year term or the 12-year term and so you do get that pull to par, but for the most part closed-

end funds do not have a maturity date either, however they are immune to cash flows into 

and out of the fund which will eventually dilute you down. Because if interest rates from 

today, let’s call it we’re at 5%, go back to 2%, as the interest rates fall your bond price is going 

to go up, right? And so new money is going to flow into these mutual funds that own bonds, 

those mutual funds are going to go buy new bonds at the new rate of 2%, and so you as the 

bond fund shareholder are going to get diluted down to that new yield. There is no locking 

in of that yield like you would in a closed-end fund or in an individual bond. 

CHUCK JAFFE: It’s important for people to understand this, that if I had to put an emotion for 

you on bond funds generally, you hate bond funds, but you love closed-end bond funds. And 

I point this out because I think for a lot of people they think that the difference between a 

traditional fund, an open-end fund and a closed-end fund, is really about structure, but in 

this case you believe there is significant advantage to holding bonds in closed-end funds and 

there’s significant disadvantage to doing it in the traditional bond fund. 

MARK ASARO: Correct. So cash flows are a huge drag on mutual funds, and that includes ETFs 

and other open-end structures where there’s daily liquidity, and so you’re paying for that 

daily liquidity through lower performance, lower yields, and that’s really self-evident when 

you look across any kind of sponsor, whether it’s PIMCO or BlackRock or Nuveen, you look 

at their open-end funds versus their closed-end funds and you see a fairly stark difference 

even when you account for the leverage. When you’re buying a stock closed-end fund, there 

really is no difference between a stock closed-end fund and a stock fund, that one you can 

kind of chalk up to structure. Whereas a bond mutual fund versus a bond closed-end fund 

are going to have really stark differences because of the lack of cash flows. So a closed-end 

bond fund manager can buy significantly less liquid bonds because they know they don’t 

have to meet redemptions. If they know they don’t have to meet redemptions, they know 

they can keep liquidity at a very, very low minimum, right? And so they can buy very illiquid 

bonds, they can go into other areas of the bond market that a lot of 40 Act open-end mutual 

funds just can’t do it. 

CHUCK JAFFE: In these conditions, how many bonds does somebody have to mix with how 

many closed-end bond funds to be truly diversified on the bond side of their portfolio? 
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MARK ASARO: I think that’s a great question, because it really boils down to the client. For 

the individual bonds, I want to be holding those to maturity. Those are not positions where 

I want to be going six months, a year, two years from now and saying, “Okay, well, this guy’s 

in retirement, we’re sending him $10,000 a month to live off of, I’ll just sell this individual 

bond.” That’s not what I want those individual bonds there for. I want those individual bonds 

there for the income and to hold them to maturity, and so the closed-end piece would really 

be that liquidity function of providing that $10,000 a month. Now ideally, like we talked 

about a few years ago, we really want that paycheck replacement system to be covering all 

expenses. Because if we can get the client to a point where the closed-end bond funds and 

the individual bonds are producing enough income to support their lifestyle throughout 

retirement, then we’re never drawing down that principal and we’re never having to sell 

either of them. So if we’re in that state, then there is kind of ultimate flexibility between 

closed-end bond funds and individual bonds. However, if we’re not being able to meet that 

expense with income and we do need to sell, in other words, drawdown assets over time, 

then I want to have a little bit more in the closed-ends just because I have a little bit better 

liquidity there in terms of exchanged-traded securities and daily liquidity to access that cash. 

It also goes back to the market environment, what’s better right now? Is it closed-end bond 

funds or individual bonds? If your next question is, well, which one is better right now? Then 

I would say right now I’m leaning towards individual bonds, only because I can get 6-6.5, 

even 7+% yield with about 20 years max maturity on investment-grade bonds. In fact, I was 

just looking at a client this morning who had an average yield to worst of about 6.5% with 

9.5 years average to maturity and a BBB+ rated portfolio. And so if I can get 6.5% with BBB+, 

I don’t need to venture into too many closed-end bond funds to make that client’s retirement 

plan work. Now once the interest rate environment turns, one thing I do note is closed-end 

bond funds work best when the interest rate or the yield curve is upwards sloping, and right 

now as you know, it’s heavily inverted, and so the leverage is moving against you. Once we 

see the Fed pivot and start cutting the interest rates, then we’re going to have that headwind 

move to a tailwind, and when that happens you’re going to see these outrageously large 

discounts. Muni closed-ends right now are in the 99th percentile in terms of discounts, going 

back all the way to 1996, that’s a screaming buy opportunity. However, if you look at the 

yields on muni closed-ends, they’re currently right around 3.7-4% tax-free. If I go look at 
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individual Colorado muni bonds, I can get 2-4.6% on an individual bond with no leverage. So 

right now, as I said, it’s favoring the individual bonds, but eventually that headwind on the 

leverage will turn to a tailwind and the yields on those muni closed-ends will jump up higher, 

as well as the discounts closing, providing you a pretty good total return over our two year 

period, I think. 

CHUCK JAFFE: Which brings us to a last question. Here you are saying that you may like 

individual bonds better which explains why the mix, but does that also put pressure on you 

to say, “If I’m going to buy the closed-end fund to make it part of the portfolio and I’m 

competing with those good yields, then I need to get a great discount”? 

MARK ASARO: Absolutely. So the discount today, like I said, is extremely wide. On the taxable 

side though, they’re not wide enough for me to be jumping in there yet. If we do see a 

recession, credit spreads are going to blow out from here and I think NAVs will fall 10-15% 

if that’s the case. Even with these wide discounts on the taxable bond side, I just don’t see 

enough juice there for me to want to jump in on those just yet. On the muni side, you want to 

be ahead of the game, you don’t want to be waiting for the Fed to start cutting rates to start 

jumping into muni closed-ends, you need to work ahead of that and say, “Okay, well, maybe 

six months from today the Fed is going to start to cut rates,” or maybe it’s a year from today, 

but it doesn’t really matter, I know they’re going to do so in the future. And if that’s the case, 

I want to be buying when the discounts are at their widest, which is right now. And so I’ve 

been telling a lot of advisors and a lot of my friend investors to look at muni closed-ends and 

start nibbling in there and start legging in, with a mindset that you’re going to do so over a 

three to six month period. 

CHUCK JAFFE: Mark, really interesting. Great stuff, thanks so much for joining me on The 

NAVigator. Let’s do this again in the not too distant future. 

MARK ASARO: Absolutely, Chuck. Thanks for having me. 

CHUCK JAFFE: The NAVigator is a joint production of the Active Investment Company Alliance 

and Money Life with Chuck Jaffe. And yes, I am Chuck Jaffe, you can check out my show by 

going to MoneyLifeShow.com or by searching for it on your favorite podcast app. To learn 

more about interval funds, closed-end funds, and business-development companies go to 

AICAlliance.org, the website for the Active Investment Company Alliance, on Facebook and 

LinkedIn @AICAlliance. Thanks to my guest, Mark Asaro, director of investments at Noble 
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Wealth Management, which you can learn about online at MyNobleWealth.com. The 

NAVigator podcast is new every Friday, follow along on your favorite podcast app to make 

sure you don’t miss an episode. We look forward to bringing you more closed-end fund talk 

next week, and until then, happy investing everybody. 

Recorded on July 20, 2023    

 

To request a particular topic for The NAVigator podcast please send an email to: 

TheNAVigator@AICalliance.org 

 

Click the link below to go to the home page of Active Investment Company Alliance to learn more: 

https://AICalliance.org/ 

 
Disclosure:  Views and opinions expressed are for informational and educational purposes only as of the 

date of production/writing/speaking and may change without notice at any time based on a multitude of 

factors. Speaker's/presenter's/author's opinions are their own and may not necessarily represent the 

opinions of AICA, its Board, or its staff. Materials may contain “forward-looking” information that is not 

purely historical in nature, such as projections, forecasts, market return estimates, proposed or expected 

portfolio composition, and other items. Listed closed-end funds and business development companies 

trade on exchanges at prices that may be above or below their NAVs. There is no guarantee that an 

investor will be able to sell shares at a price greater than or equal to the purchase price or that a closed-

end fund's discount will narrow. Non-listed closed-end funds and business development companies do not 

offer investors daily liquidity but rather offer liquidity on a monthly, quarterly or semi-annual basis, often 

on a small percentage of shares. Closed-end funds often use leverage, which can increase the fund's 

volatility (i.e., risk). Actual distribution amounts may vary with fund performance and other conditions. 

Past performance is no guarantee of future results. This material is not intended to be a recommendation 

or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment 

strategy, and is not provided in a fiduciary capacity. Shares of closed-end funds are subject to investment 

risks, including the possible loss of principal invested. Closed-end funds frequently trade at a discount to 

their net asset value (NAV).  
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