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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 and Chuck discuss
the benefits and flaws of applying rules-based investing to closed-
end funds. Roxanna notes that changes in the industry have forced
changes on a rules-guided index of closed-end funds created by
VettaFi, and how that is impacting the holdings and asset

allocation of the fund-of-funds that some investors are using

instead of building their own portfolio of individual closed-end strategies.

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

CHUCK JAFFE: We're talking about the benefits and flaws of rules-based investing in closed-
end funds with Roxanna Islam, head of sector and industry research at VettaFi, 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, which is a unique industry
organization representing the entire closed-end fund business from users and investors to
fund sponsors and creators. If you're looking for excellence beyond indexing, The NAVigator
will point you in the right direction. And today we’re looking at the directions, instructions,
and rules that people follow when they try to set up systems for themselves, we're talking

rules-based investing with Roxanna Islam, head of sector and industry research at VettaFi,
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which is online at VettaFi.com. And if you're looking for more information on closed-end
funds, interval funds, and business-development companies in general, visit AICAlliance.org,
the website for the Active Investment Company Alliance. Roxanna Islam, great to have you
back on The NAVigator.

ROXANNA ISLAM: Yeah, it’s really great to be back, Chuck.

CHUCK JAFFE: | love this topic because for starters closed-end funds for the longest time,
investors are seeking them out now, but it was always a thing that advisors knew about that
investors maybe didn’t. And we’ve seen a lot of changes to closed-end funds and it kind of
makes it that you want to have some more rules, you want to have an understanding, not just
of what closed-end funds do but of what you want to be investing and how you want to be
investing. Any kind of system that you set up that’s going to have rules is also going to have
unintended or maybe even intended consequences, so help us understand a little bit of the
background and what you're seeing and what people should be looking at.

ROXANNA ISLAM: It's a funny issue for closed-end funds, like you mentioned when talking to
investors a lot of them sort of see closed-end funds as these old-school niche investments,
but they’re really just wrappers, the same way an ETF is a wrapper for example. The
investment inside can vary widely depending on what individual closed-end fund you're
looking at, so there’s actually a lot of different opportunities in closed-end funds that
investors may not be aware of, and some of that is where the general market is trending right
now. That’s a lot of these higher risk asset classes, something like early-stage Al companies,
something like tech, something that’s really buzz-worthy. Closed-end funds don’t just have
to hold fixed-income or preferreds, they can hold a variety of different instruments inside.
CHUCK JAFFE: They can a variety of different instruments, does it force you to look at them
differently? I mean, obviously if somebody owns equities versus fixed income, it’s a different
kind of evaluation. But as we’ve seen the evolution, and we’ve seen a lot of new funds and a
lot of funds that are going in directions like equities that weren’t necessarily what closed-
end funds were always doing, does that change how you evaluate them at VettaFi?
ROXANNA ISLAM: Yeah, yeah, it does. So at VettaFi we provide a few closed-end fund indexes
actually which underlie some ETFs of closed-end funds. One of those main ones is PCEF, and
that’s the Invesco Closed-End Fund Income Composite ETF, this one’s pretty interesting

because some closed-end fund investors use it as a core income holding and then they
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tactically select some individual closed-end funds, so you can sort of think of it like the S&P
500 of closed-end funds, but I think there’s a lot to learn just by looking at its holdings. It’s
pretty different from its peers because it acts more as a benchmark for the taxable closed-
end fund universe. So it’s interesting, it doesn’t just focus on those distributions, it instead
tries to weigh premiums and discounts, which naturally tends to follow those higher
distributions. It also has some of those rules based exceptions that we talked about like
liquidity and eliminating higher expense funds, so that’s a lot of the heavy lifting that you
would so as an investor or advisor when you're trying to narrow down your options. So when
you're looking at something like this, it’s interesting because you’ve seen it sort of evolve
over the years, and you know it does tend to do that because this is something that it’s rules-
based but it’s sort of opportunistic, so you do see it change over the years. But between 2023
and 2024, there’s been some significant changes, and we mentioned a little bit about it,
there’s equities, there’s bonds, since I've known this ETF over the past few years, it's mostly
been focused on fixed income. You had maybe about 60 to 70% of fixed income and then
maybe about 20 to 30% equity, that’s changed over the past year, so now it's about almost
50-50, there’s about 45% weight in each of those asset classes. That in itself, it's a little
interesting. So if you dig a little deeper and you look at the actual number of equity versus
fixed-income funds, you know, it’s a little bit surprising because equity funds actually only
increased from 27 to 32 funds in this time period and fixed income decreased from 85 to 74,
so that basically means that equity funds are receiving the higher weight due to either their
net assets or wider discounts, because this fund does weigh by discounts. And broadly,
equities have been trading at wider discounts than taxable fixed income has, so it seems like
that’s been the main reason for that change, but then you also look at some of these newer
funds that have come out in the past five years or so, so you see a lot of these newer
BlackRock funds are now in its top holding, so that’s funds like BIGZ, BMEZ, BSTZ. So these
funds, they do focus on those areas that | touched on earlier that are a little bit more exciting
to investors like technology, healthcare, growth. It's funny, because this is where we're
seeing market interest going, but funds like this have sort of flown under the radar and they
aren’t really receiving the same attention that an ETF of the same type would for example.

CHUCK JAFFE: Since we're talking about rules-based funds and how rules-based investing can

change, et cetera, do we have a situation where you would all think that advisors or
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individuals who buy these funds maybe think they’re getting one thing but five years from
now if they’re holding it long term will be looking at something else? Can you get to where
you're going, “Is this still the same fund I thought I was getting?” Because again, they’re
following rules, at least on the surface, that's what you want them to do.

ROXANNA ISLAM: The main thing driving this rules-based investing I think is diversification.
[ think that’s always king when it comes to ETFs, closed-end funds, or any other type of fund
structure. It's important because there’s not really a clear-cut solution, it doesn’t always
work that way. So for example, if you look at the number of managers, we just mentioned
BlackRock and Nuveen, if you look at this fund of funds, Nuveen, if you look at their taxable
funds they have about 17 funds out there, and there’s only 10 of those in PCEF, so you can
arguably say, “Well, this doesn’t really represent the market, you're not really getting what
you think you’re getting.” But like [ said, you do have to remember that this is always
constantly evolving, it’s rules-based so it is looking for those more opportunistic weightings
out there, and so you might also miss out on some funds that are trading at premiums. For
example, I'll also bring up PDI, that used to be a top holding in this fund, and that has been
trading at a premium for a while, so arguably you can say, “Well, you know, was it the right
time to sell or could you have held onto it for a little bit more of that distribution?” It’s really
hard to say, there’s always exceptions and there’s always going to be issues when you're
looking at rules based methodologies. Even just looking at the S&P 500, people sort of look
at that as the perfect fund, it represents the equity markets, everything’s good there. That in
itself has had some issues lately just with overconcentration, not just with the mega-cap tech
stocks, but now NVIDIA, so there’s always going to be some issues, there’s never going to be
perfect diversification, perfect rules-based investing. But I think you’re going to have to
weigh those pros and cons, and you’re going to have to weigh those against active
management, you're going to have to weigh those against individual security selection and
see what works best for you.

CHUCK JAFFE: And that is an important thing here because what we’re talking about like with
PCEF, you're basically looking at buying a closed-end fund of funds, and on the one hand it’s
rules-based, and on the other hand, if those rules aren’t your rules or if you want more
control or you want to be able to do tax-loss selling and some other things, you might want

to own the individual securities under that circumstance, right?
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ROXANNA ISLAM: Right. Yeah, there’s no right or wrong answer when it comes to investing.
CHUCK JAFFE: Roxanna, the right answer is always to get more information, we appreciate
the information you’ve given us today. Thanks so much for coming back to The NAVigator,
look forward to talking with you again down the line.

ROXANNA ISLAM: Thanks Chuck, I look forward to it too.

CHUCK JAFFE: The NAVigator is ajoint production of the Active Investment Company Alliance
and Money Life with Chuck Jaffe. Yeah, that is me, and I'd love it if you’d check out my show
on your favorite podcast app or by going to MoneyLifeShow.com. To learn more about
interval funds, closed-end funds, and business-development companies check out
AlCAlliance.org, that’s the website for the Active Investment Company Alliance, which is on
Facebook and LinkedIn @AICAlliance. Thanks to my guest, Roxanna Islam, she’s the head of
sector and industry research at VettaFi, and they’'ve got a full suite of tools there for you at
VettaFi.com, and they're on Twitter or X @Vetta_Fi. The NAVigator podcast is new every
Friday, we’d love it if you'd make sure that you're not going to miss an episode by following
along or subscribing on your favorite podcast app. And we’d love to have you leave a review
and tell your friends about us because, well, that stuff really helps. We'll be back next week,

and until then, happy investing everybody.
Recorded on June 21%, 2024

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
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,
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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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