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Chuck Jaffe, in this episode of The NAVigator podcast interviewed Roxanna Islam, head of
sector and industry research at VettaFi. Read the Q&A below as Roxanna says that cautious
retail investors have been looking for safety and yield, and that while closed-end funds have
traditionally filled that bill, investors in ETFs that buy closed-end funds have been avoiding a lot
of the struggles by turning elsewhere to invest. She believes that could be changing however, as
investors recognize the bargains that closed-end funds represent, particularly in

ETFs of CEFs, where investors get diversification at a reasonable price.

Roxanna Islam

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

content/pod-cast/

The Active Investment Company Alliance’s Roundtable Conference, now in its fifth year,
addresses the latest trends, developments, and investment strategies from quality fund
sponsors. It's Wednesday, November 15th in Manhattan, and it’s a full day of informative
panels, great speakers, valuable networking, and more. AICA is known for combing high-
quality advisor-centric content which encourages meaningful discussions and interaction.
This isn’t a pay-to-speak dog and pony show, AICA invites the names members want to hear
from and strives to facilitate and grow relationships for institutional investors, financial

advisors, service providers, and fund sponsors within the industry. The event is approved
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for seven continuing education credits. Get more information at AICAlliance.org and save

30% on event roundtable registration costs with the code NAVIGATOR30.

CHUCK JAFFE: Roxanna Islam, head of sector and industry research at VettaFi is here, we're
talking about how ETFs that buy closed-end funds have been holding up in this market,
welcome to The NAVigator. This is The NAVigator, where we talk about all-weather active
investing and plotting a course to financial success with the help of closed-end funds. The
NAVigator is brought to you by the Active Investment Company Alliance, a unique industry
organization which 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 it points us in the
direction of Roxanna Islam, head of sector and industry research at VettaFi, and you can learn
more about the firm and its suite of tools that will help make you a better investor at
VettaFi.com. To learn more generally about closed-end funds, interval funds, and business-
development companies go to AlCAlliance.org, the website for the Active Investment
Company Alliance. Roxanna Islam, welcome back to The NAVigator.

ROXANNA ISLAM: It’s good to be back.

CHUCK JAFFE: So these have been the proverbial interesting times for closed-end funds, the
market has been going up but it’s been a market that hasn’t been broadly rallying. Closed-
end funds meanwhile have kind of struggled through this, we’ve seen discounts widening
and the rest, but what investors are looking for is pointing a lot of them to closed-end funds.
Of course if they’'re not that familiar with them, they’re going to turn to fund of funds, or in
this case, ETFs of closed-end funds. How have they been holding up in these conditions and
what are the trends you're seeing generally for ETFs of CEFs?

ROXANNA ISLAM: So first of all, I think the macro environment right now is really important
in how it’s changed the way that people think, because we’re both consumers and investors,
right? So as consumers we’ve experienced months of higher prices on groceries and gas and
other everyday items, and there’s some other factors like higher housing prices and student
loan payments resuming, so there’s just a lot going on that’s been eating away at our savings.

And then as retail investors now, we're maybe also growing a little bit more cautious because
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of the stock market, maybe a possible recession, and so combine that with less money in our
wallets, we might be looking for some safer investments or maybe investments that provide
additional income. So I think a big question is why invest in something like a closed-end fund
when there are technically some safer things out there like fixed income or maybe some of
those dividend investments? Like you said, closed-end fund have had a difficult year to rising
rates, we’ve seen returns suffer, distributions have been cut and discounts have widened, so
it's just been rough all around, but we can hope that this is just a short-term market
fluctuation and some closed-end funds may be better positioned than others to withstand
this environment and maintain those high distributions until returns start improving. But
the question is, which ones? And I think that’s the really difficult thing to predict. That's when
we can start looking at ETFs of closed-end funds, and both passive indexed ETFs and active
ETFs have their advantages in this sort of environment. Passive ETFs, they offer
diversification benefits, and that’s mostly by softening the effects of distribution cuts and
providing a comparatively stable distribution stream through market downturns. And then
when you have active closed-end funds, these also offer higher distributions as many
experienced fund managers may be better at selecting those closed-end funds.

CHUCK JAFFE: There are different flavors of ETFs doing closed-end funds the same way there
are different flavors of closed-end funds. How are you deciding, other than maybe your own
portfolio needs, don’t want to be taxable or something, where you want to go when it comes
to ETFs that are buying CEFs?

ROXANNA ISLAM: There’s not really a specific right answer, I think it depends on the investor.
As Isaid, there’s a place for both active and indexed here in my opinion, and it really depends
on what you're looking for. So there are four ETFs of closed-end funds that focus on taxable
closed-end funds, you have PCEF and YYY, which [inaudible], and then you have FCEF
[inaudible] and CEFS, which are active. So if you look at PCEF, that’s the oldest and largest
ETF of closed-end funds, and so many investors they use this to just replicate the taxable
closed-end fund universe. Distributions here match those of its holdings, so those
distributions have seen some minor variance over the past few months, but because of that
diversification among its 100+ holdings, the annual distribution rate on an absolute basis
has remained pretty stable, it has even seen some increases despite some of its top

constituents cutting those distributions by 20-30%. And then if you look at YYY, which is also
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an index ETF, it focuses a little bit more on income and it has 45 or so holdings, so less than
half of PCEF, this one uses a managed distribution policy, so distributions are more stable,
they’re still diversified but maybe not to the same extent. And if you look at the active ETFs
of closed-end funds, those also have those level distribution payments, so those have
weathered the environment pretty well also. I think the main issue with maybe all of these,
you do have that lackluster total return compared to the broader market that we discussed
earlier, but on the other hand, you do have those high, relatively stable distributions. So if
you believe that the market environment may not last much longer, I think it may be worth
withstanding some of that market volatility and receiving distributions with the hope that
the returns will eventually improve.

CHUCK JAFFE: From that perspective, I would imagine that it would be easier to choose an
ETF of closed-end funds to build a portfolio than it would be to choose a whole bunch of
individual closed-end funds to build my portfolio. And at the same time, I could understand
why somebody might say, “Hey, this is the yield that attracts me. 'm going to go buy that
fund and that other fund.” So when it comes to traditional funds and ETFs, it’s pretty easy,
are you doing it for tax efficiency or are you doing it for other reasons? But when it comes to
closed-end funds versus ETFs of closed-end funds, is somebody gaining other than that sort
of stability and a little bit of softening and maybe some built-in diversification? Is somebody
getting a significant benefit by being in the ETFs as opposed to just trying to do it themselves?
ROXANNA ISLAM: Those are the major benefits, but the big benefit of any ETF is that
[inaudible]. Obviously it is a big risk, if you think are a good stock picker or fund [inaudible],
it may be better to pick your own securities versus using an ETF, because you might be
missing out on some of those higher performing closed-end funds or some of those higher
distributions. But as I said, it’s a tradeoff, you'’re more protected on the downside because of
the diversification, so I think it really depends on the investor and how confident they are in
the environment. I know there’s also people who use these ETFs as core closed-end fund
holdings, and then they pick individual closed-end funds with a tactical approach on top of
that.

CHUCK JAFFE: Yeah, so core and explore. You could do core and explore with closed-end

funds the same way you might do it with traditional funds or ETFs. Interesting, and ETFs of
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closed-end funds are still a relatively new and young development, do you see more offerings
coming down the pike?

ROXANNA ISLAM: Yeah, I think | see more coming down the pipe, especially in the active
space. I think in the passive space, I think PCEF does have a bit of market dominance there. I
definitely see more space in the active arena as we have more experienced fund managers
select some of these closed-end funds and create active products out of them.

CHUCK JAFFE: Roxanna, really interesting stuff. Thank you so much for joining me on The
NAVigator to talk about it.

ROXANNA ISLAM: Yeah. Yeah, it was great, Chuck.

CHUCKJAFFE: The NAVigator is a joint production of the Active Investment Company Alliance
and Money Life with Chuck Jaffe. And yeah, that's me, why don’t you check out my hour-long
weekday show by going to your favorite podcast app or by searching at MoneyLifeShow.com.
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 Roxanna Islam, she’s head of sector and
industry research at VettaFi. She’s on Twitter @Roxanalslam, Vetta Fi is there too @Vetta_Fij,
and they’re online so that you can dig into their research at VettaFi.com. The NAVigator
podcastis new every Friday, be sure not to miss an episode by subscribing or following along
on your favorite podcast app. And if you like this podcast, please leave us a review and tell
your friends, because that stuff really does help. We’ll be back next Friday, until then, happy
investing everybody.

Recorded on October 12, 2023

To request a particular topic for The NAVigator podcast please send an email to:
TheNAVigator@AlCalliance.org

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