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Equity Covered Call Funds 

With yields low and equity volatility increasing, what 
should investors know about equity option strategies? 
Equity Covered Call Funds are registered closed-end 
funds that invest in equity securities and utilize option 
writing (selling) strategies primarily to enhance current 
income.

The idea for this session was prompted by a research 
piece BlackRock produced at the end of May going into 
the history and potential future for this diverse and 
liquid sector in the CEF equity income arena.  See the 
link to the article at:  http://bit.ly/12shJxm

The following is an excerpt from the June 26th 
webcast hosted by Pristine Advisers, moderated by 
John Cole Scott, EVP and Portfolio Manager and Closed-
End fund Advisors talks to Kyle McClements, Managing 
Director, Equity Derivatives and Option Strategies and 
Jon Diorio, Director of Closed-End Funds at BlackRock 
to discuss Equity Covered Call Funds.

John Cole Scott: Please give us a short overview on 
how the strategy works and what investors should 
expect.

Kyle McClements There’s an underlying portfolio of 

equity.  Sometimes they’re matched to an index or very 
closely tied to an index.  Other times they’re actively 
managed from there.  You seek to monetize some of 
the volatility in the marketplace through the use of 
covered calls, selling calls and stocks that you own in 
the portfolio or on an index thereby foregoing some 
of the upside in exchange for premium income which 
in turn gets paid out to the investor in the form of a 
yield.  At Blackrock, we take a pretty unique approach 
to this process.  All of our funds have actively managed 
underlying equity portfolios. They range from global 
portfolios, US core portfolios to sector funds.  We 
have a whole range of offerings in place.  But what’s 
common to all of them is that they’re actively managed 
on the underlying portfolio.  As a result, we also take a 
different tact on the option overlay portion.  The option 
overlay portion is also actively managed.  It’s done 
almost exclusively with single stock options.

John Cole Scott: Since 2004, there’s been about 31 
billion of covered call IPOs of  the total 110 billion 
raised since 2004 and 98% of those assets from pre-
crisis.  How  has the market changed for the sector pre-
crisis versus the last  four and  a half years?

Jon Diorio: There hasn’t been too many covered 
call funds raised post-crisis. But  what we’ve seen, 
and this is I do not think specific to the closed end 
industry, as  you probably would have seen in your own 
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business, there’s been a massive shift  into the mutual 
fund  space and the closed end space for income 
assets.  There has  definitely been more of a move for 
product within the fixed income space just given  all 
the volatility that we’ve seen since 2008, specifically 
the effect of 2008 had on  people’s portfolios.  And 
certainly one of the things that we look very closely at 
is  discounts for the funds.  

What you’ve seen here is the discount in covered call 
funds, as we talked about  closed end funds not having 
inflows and outflows, given that there hasn’t been 
a  tremendous amount of demand for these funds, 
it stayed at discounts which  certainly for somebody 
who’s looking to buy in a secondary, a positive factor 
given that you’re buying a hundred dollar worth of 
assets for basically less than a hundred dollars or 
pennies on the dollar, if you will.  

Maybe that’s something that you quite possibly can 
see changing.  Obviously  over the last couple of weeks 
we’ve started seeing money flow out of bond funds nd  
looking for a home.  

John Cole Scott:  Can give us a little more detail in the 
tax considerations in the covered call funds, because 
typically a large portion of the dividend is processed as 
return to capital, which can be given a rather bad name 
in the closed end fund world.  We often have to remind 
people that that’s not necessarily return to principle 
from the funds.  It’s just an accounting measure.  

Kyle McClements: That’s a good question but a tricky 
one and it often breeds a large amount of confusion.  
At Blackrock, we’re doing a couple of things to 
ultimately track how we’re making the distributions 
both from a tax standpoint as well as a sustainability 
and feasibility standpoint.  So return to capital first and 
foremost, I want to be clear, is a tax classification.  

When you manage a fund, and over time you get a 
number of different things that are happening, stocks 
are certainly going up and down, you have options, 
some stocks are being called away, some options are 
expiring worthless.  So you have a very diverse set of 
tax situations that are going on.  While return of capital 
often comes into play, from this tax standpoint, is 
where you have perhaps losses taken on the underlying 
stock or even on the option, creating a lack of taxable 
gains to distribute to the investors and thereby creating 
this return to capital.

Conference Replay: 

http://cefnetwork.com/conf/06262013Webcast_
registration.php

Presentation:

http://cefnetwork.com/docs/Equitywebpresen.pdf

Closed-End Fund Advisors is a 24 year old boutique 
RIA firm that specialized in CEF research, trading, and 
investment management (7 portfolio models).  The firm 
publishes a weekly closed-end fund data service with 
over 100 columns of data per fund. For more information, 
please visit, www.cefadvisors.com

For more information on BlackRock’s products and 
services, go to www.blackrock.com

If have an idea for a timely webcast on CEFs which 
might be of interest, please contact Pam O’Brien at 
pobrien@pristineadvisers.com to coordinate.

Investing in Fixed Income Closed 
End Funds

By:  Jerry Paul CFA

Investors in closed end bond funds have 
recently seen the volatility that this sector 
hasn’t experienced in some time.  This 
volatility makes this asset inappropriate for 
many investors, but for others, probably 
readers of this newsletter, represents 
opportunity.  At the time of this writing 

(mid June) we have just experienced a major shift in fixed 
income investor sentiment.  As a result there has been a 
substantial increase in bond CEF discounts and/or 
reductions in premiums.  In my opinion, these periods 
generally represent a major buying opportunity for closed 
end bond funds.  That said such buying needs to remain 
selective.  In addition, I would note that I view bond CEFs 
as a trade, not as a buy and hold asset.

As an institutional fixed income portfolio manager 
I have long used bond CEFs as one measure of retail 
investor sentiment.  In addition, I have opportunistically 
and selectively used them in my institutional and personal 
portfolios.  For the most part over the past 12 months 
bond CEFs have been relatively unattractive.  In the blind 
pursuit of yield investors had bid discounts and premiums 
to unattractive levels.  There have been a few select 
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opportunities involving funds that have interval features 
or have had activist activity; otherwise they should have 
been avoided.

It is important to note that my market view is that 
investors have over reacted to some of the recent 
statements from Federal Reserve members.  My long 
standing view has been that the Federal Reserve will 
maintain interest rates at historically low levels for a more 
extended period than generally believed.  I think we are 
likely in for several more years of low rates.  That does not 
mean rates won’t rise, but not as dramatically as may be 
implied in today’s CEF discounts.  If you don’t share my 
view you may want to be more cautious.  

I am now selectively looking at funds that are at or 
near historically wide discounts.  In some cases, they are 
approaching the spreads that were experienced in late 
2008.  I want dividends that are sustainable (John Cole 
Scott, another contributor, has done useful research in 
this area).  I prefer to have a catalyst such as an interval 
tender or activist involvement, but in selected cases I will 
establish a mean reversion trade.

The risks to getting involved at this time are that 
interest rates may be about to rise significantly and 
rapidly and that bond CEFs continue to experience a 
transition to new owners that require more significant 
discounts to become buyers.  I don’t expect this.  In 
addition, I expect today’s yields and discounts to not 
only attract new buyers, but also more activist activity.  I 
believe today’s discounts mitigate future interest rate risk 
and that the activist’s involvement will as well.

Let me close by reiterating a previous point.  I view 
bond CEFs as a trade, not as a buy and hold asset.  
Should events unfold in a way that calls into question 
my interest rate outlook I will have to reconsider my 
involvement.  On the other hand, to the extent events 
unfold as I expect I will gladly sell my bond CEFs at 

higher prices.

Jerry Paul CFA has over 37 years of institutional 
investment portfolio management experience and 
has been investing in closed end funds for almost 30 
years.  He was recognized as Morningstar’s Fixed Income 
Manager of the Year while managing high yield bond 
funds for Invesco Fund’s Group.  Mr. Paul has created an 
absolute return strategy based primarily on closed end 
bond fund arbitrage.  Effective July 1, 2013 he is joining 
Icon Advisers Fixed Income group to help expand its 
fixed income product capabilities.

Understanding Leverage and 
Closed-end Funds

By Kevin D. Mahn 
President and Chief Investment Officer, Hennion & 
Walsh Asset Management 
Portfolio Manager, SmartTrust® Unit Investment 
Trusts (UITs) 
June 2013

On the heels of the Great Recession 
and market meltdown of 2008 – 
early 2009, investors generally view 
leverage as taboo and an area to try 
and avoid in their investment 
portfolios.  However, in light of the 
current interest rate environment, 
applying leverage appropriately in 

the world of closed-end funds (CEFs) may, in fact, be 
beneficial to certain CEF investment strategies.  To 
better understand this viewpoint, let’s examine the 

When we’re buying closed-end funds, we’re trying to understand whether the market is 
reacting to the guts of the portfolio or what the manager is doing or just risk-on, risk-off. 
I love the sector; hate the sector, closed-end funds trading and carnage all in their own 
right. So we’ve tracked that data point for almost a year, and the taxable bond funds have 
bottomed out in the 40 range, and high for them is the mid-70s, and right now as of Friday’s 
close it’s a 69% correlation figure. So, right now, even though they’ve gotten hit, it’s not 
just because investors are pulling away from what’s going on; it’s more reacting to what’s 
happening in the bond market versus equity funds tend to trade 60 to 80, taxable bond funds 
at 40 to low 70s. 

John Cole Scott, EVP and Portfolio Manager at Closed-End Fund Advisors
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different types and applications of leverage that are 
generally found in CEFs.  

To review, when a given CEF employs leverage, an 
investor in that CEF has investment exposure greater 
than 100% of their investment capital.   CEFs typically 
achieve this leveraged position by either:

•  Borrowing at short-term interest rates through 
such lending vehicles as loans, lines of credit and 
revolving credit agreements; or 

•  Issuing Preferred Shares that pay dividends 
consistent with short-term interest rates

Proceeds from the loans or issuances described above 
are then used to invest back into their associated 
investment strategy with the goal of achieving higher 
longer-term returns when compared against their 
short-term borrowings.   If a “positive carry” can be 
created with leverage, the result could be beneficial to 
shareholders in terms of both returns and distributions.  
If, on the other hand, a “negative carry” situation 
is created by using leverage, the result could be 
detrimental to shareholders.

Most professional investors categorize CEF leverage 
into two buckets; Structural Leverage and Portfolio 
Leverage.  Nuveen Investments distinguishes between 
these two leverage categorizations as follows 
(the combination of which is reported as Effective 
Leverage):

1 Structural leverage - leverage that is a strategic part 
of the fund’s structure and design, intentionally 
used to create additional systematic long-term 
investment exposure. It includes Regulatory 
Leverage. Certain portfolio investments in 
derivatives – which Regulatory Leverage does not 
include – can also be used to create persistent 
leverage for the fund.

2 Portfolio leverage - leverage that results from 
certain portfolio investments in derivatives, when 
those derivative investments are used to position 
the portfolio based on the portfolio manager’s 
investment convictions, and not intended to create 
long-term systematic leverage. An example would 
be using a leveraged derivative investment that 
creates additional exposure to bonds in a certain 
maturity range, because the manager believes 
bonds of those maturities are poised to perform 
well.

Morningstar reports on the two types of CEF 
leverage using the two following ratios (the 

combination is reported as the Total Leverage Ratio):

1 1940 Act Leverage Ratio – includes 1940 Act 
permitted uses of leverage such as preferred 
share issuances and debt instruments.  The ratio 
is calculated as the amount of 1940 Act Leverage 
divided by the sum of 1940 Act Leverage and Net 
Assets. 

2 Non-1940 Act Leverage Ratio – utilization of 
non-1940 Act modern financial instruments 
such as tender option bonds, reverse repurchase 
agreements, securities lending and mortgage dollar 
rolls.  The ratio is calculated as the amount of non-
1940 Act Leverage divided by the sum of non-1940 
Act Leverage and Net Assets. 

According to Nuveen’s CEF Connect website, of 
the 596 CEFs that are currently in the CEF Connect 
database as of May 7, 2013, 377 (i.e. 63%) are currently 
employing leverage while 219 (i.e. 37%) are not 
currently employing leverage.  Broken down by major 
CEF categories of Tax-Free Income, Taxable Income, US 
Equity and Non-US/Other, Fixed Income-oriented CEF 
strategies appear to be the biggest users of leverage 
currently (with Tax-Free Income strategies being the 
most prevalent).  On the flip side, Equity-oriented CEF 
strategies appear to be the least frequent users of 
leverage at present (with Non-US/Other being the least 
prevalent).

Use of Leverage in the CEF Marketplace

CEF Category # CEFs/ % With Levarage # CEFs/ % No Leverage

Tax-Free Income CEFs 176 / 86% 29/ 14%

Taxable Income CEFs 100 / 65% 53 / 35%

U.S. Equity CEFs  67 / 48% 74 / 52%

Non-U.S./Other CEFs  34 / 35% 63 / 65%

Data Source:  CEF Connect, May 7, 2013.  Past 
performance is not an indication of future results. 

Leverage can help to magnify return and loss 
potential within CEF investment strategies, especially 
in environments where interest rates are either rising, 
or falling, dramatically on a relatively short-term basis.  
As a result, in my opinion, it is important to take the 
following factors into consideration when reviewing 
CEFs that employ leverage (in addition to other 
pertinent CEF screening criteria):

•  Current outlook for short-intermediate term 
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interest rates

•  Type and duration of leverage being employed

•  Leverage consistency with other available CEFs 
within each given category

•  Historical impact of leverage on returns and 
distributions

•  Tenure and experience of portfolio manager 
employing leverage

Recognizing the inherent risks associated with 
leverage and with the above factors in mind, it strikes 
me that CEF managers, based upon the type of 
investment strategies that are associated with their 
respective CEFs, find themselves within a potential 
“leverage opportunity of a lifetime” given the 
prevailing, historically low interest rate environment 
in the U.S. and the stated intentions of Federal Reserve 
Chairman Ben Bernanke to keep interest rates at these 
historically low levels at least through the middle of 
2015, but should be mindful of the oncoming rising 
interest rate environment.

Disclosure:  Hennion & Walsh currently has investments 
within several of its SmartTrust® Unit Investment Trusts 
(UITs) consistent with product strategies cited above.

When do you buy a CEF on the 
IPO?

*Based on responses from 168 investors, financial advisors, 
brokers and analysts.

Japan’s ABENOMICS and the 
Implications for Closed-End 
Funds

By Tom Hoffman, International Editor, Global Investor 
Spotlight

Japan has the world’s third largest 
economy; is the world’s fourth largest 
trader and; is the world’s third largest 
export market to China and South 
Korea. As Japan goes, many predict so 
goes the Asian markets as well.

We recently sat down with 
Masayuki Kubota (CFA/CMA), a 

Senior Portfolio Manager with Daiwa SB Investments 
Limited, who manages The Japan Equity Fund (JEQ) 
Mr. Kubota has managed Japanese equity portfolios 
for nearly 25 years.

Masayuki Kubota, Daiwa SB Investments Ltd.

GIS What is your general reaction 
to Japanese Prime Minister 
Shinzo Abe’s economic agenda 
– dubbed ABENOMICS?

Mr. Kubota Japanese policy 
shifted from quasi-socialism to 
capitalism. I expect a bull market 
with Abenomics. As such we have 

increased our weighting of exporters such as automobile 
and domestic demand related names along with names 
in the financial sector. In addition, we have increased the 
beta of the portfolio in preparation for a bull market.

The Japanese have realized a series of mistakes 
committed by the Democratic Party of Japan (DPJ) and 
decided a change to the now ruling LDP party was in 
order. The LDP party subsequently announced the “3 
arrows for growth”. While the economy is recovering, 
the market is discounting this recovery, and I expect the 
market to perform in a similar fashion to the 2005 market 
under PM Koizumi’s administration.

GIS Do you predict ABENOMICS will have any near-
term or far-term impact on JEQ?

Mr. Kubota We believe active investment management 
in Japan will outperform the benchmark for the 
following reasons:
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Among Japanese corporations, winners and losers 
will be clearly divided into two and active managers can 
choose the likely winners.

Expect more M&A activities among Japanese 
corporations. Given this premise, active managers can 
achieve alpha by investing in deep value companies 
(companies with valuations below M&A book value).

Expect mid-small capitalization names to be 
outperformed. JEQ has very strong research capabilities 
and will provide added value.

GIS What are the three things you are most excited 
about JEQ in the near-term?
Mr. Kubota Exaggerated yen strength is coming to an 
end, and will support corporate earnings.

Deflation will also come to an end, pushing corporate 
earnings higher.

There will be stronger domestic demand. As a result of 
both a share price and real estate price recovery, private 
spending as well as Capex will recover.

GIS What is the single best investment fundamental 
for long-term investors in JEQ?
Mr. Kubota This year, the poor economic performance 
of the BRICs will be clear and the EU economy will 
remain stagnant while the recovery in Japan will be an 
important theme in the overall market. Over weighting 
Japan will be vital.

The same fundamentals for JEQ hold true for the Asia 
Tigers Fund (GRR) a team managed closed-end fund by 
Aberdeen Asset Management. 

According to hedge fund manager, Chris DeMuth Jr. 
… GRR trades at a discount of over 5%. The 1-year NAV 
return has been over 14%. The distribution yield is over 
21%. That distribution is almost entirely capital gains.

The GRR portfolio’s top sectors include financials, 
industrials, and technology. This strategy fits perfectly 
with the ABENOMICS notion of investing in infrastructure 
as a part of “Arrow Two”.

DeMuth comments on why GRR. “Because GRR semi-
annually repurchases up to 5% of their outstanding 
shares for those who own 99 shares or less. If you tender 
them into the next buyback for a total gain of around 
$50.37, one can execute this twice a year for a total of 
over $100 for around an 8% yield. Not a lot of dollars, but 
I also pick up coins on the street and it seems to add up 
over time.”

agree.

For the complete article on Japan’s ABENOMICS and 
other international investment  news, please visit 
www.globalinvestorspotlight.com

For more information on The Japan Equity Fund 
(JEQ) go to www.japanequityfund.com and The Asia 
Tigers Fund (GRR) visit, www.aberdeengrr.com

Closed End Fund Conference 
Update

The marketing campaign for Insight and Enlightenment 
into the World of Closed-End Funds is underway 
once again.  The event is taking place on Wednesday, 
November 6th at the Marriott Marquis in Times Square, 
New York City.  It will be a full day of presentations and 
discussions on Closed-End Funds. 

Topics include:
Advice to Investors from the Pros
Alternative Investments and Strategies
CEF Options in Business Development Funds
Current Issues with Municipal CEFs
Discounts and Premiums
Diversification through International CEFs
Emerging Markets Investment Opportunities
Finding the Best Research on CEFs
Income Generators
IPOs: When is the right time?
Master Limited Partnerships (MLPs)

We are delighted to have the following firms join us 
this year so far:
Baring Asset Management
BofA Merril Lynch Global Research
CEFNetwork.com
Closed-End Fund Advisors
Financial Advisors Magazine
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First Trust Advisors
Global Investor Spotlight
Kleinwort Benson International
Morgan Stanley Investment Management
Morgan Stanley Wealth Management
Private Wealth Magazine
Stifel, Nicolaus 
The Mexico Fund, Inc.
The New Ireland Fund, Inc.
UBS Wealth Management Americas

Qualified investors and financial consultants please 
register to attend in person.  There is no fee to attend, 
all delegates are welcome guests of the sponsoring 
Funds.   All others are welcome to participate via 
videocast.   For more information, to speak, sponsor 
or register, please visit http://www.cefnetwork.com/
conf/2013conference.php

7.   FUND PROFILE:  Aberdeen 
Emerging Markets Smaller 
Company Opportunities Fund, 
Inc. (ETF)

Devan Kaloo, Head of Global Emerging 
Market Equities team, speaks about the 
recent fund restructuring, the potential 
benefits of investing in smaller 
companies and the outlook for the 
emerging market equities asset class.

The Fund recently changed its name 
and investment objective. What is 

different about this Fund in comparison to what it 
was before?

The Fund was formerly the Aberdeen Emerging Markets 
Telecommunications and Infrastructure Fund, and as 
of the 15th of March, we got shareholder approval 
to restructure the fund into the Aberdeen Emerging 
Markets Smaller Company Opportunities Fund, Inc. 
Essentially what we are looking to do with this fund is to 
invest in emerging markets smaller companies and we 
certainly believe there are some potential opportunities 
for the fund going forward.

One of the key differences between the fund today 
and what it was is that it’s able to invest in many 
more sectors and many more countries. Previously 
when the fund was the Aberdeen Emerging Markets 
Telecommunications and Infrastructure Fund, we 
invested in about 19-18 countries. Today, that has 
increased to about 23. We have big overweights in 
countries like Hong Kong, Brazil, Malaysia, Kenya, and big 
underweights in countries like China, Korea and Taiwan. 
The fund also has significant exposure to frontier markets 
in particular with around 10%-11% of the portfolio in this 
space.

Since the restructuring, you find that the fund has 
business exposure to the 10 different sectors within 
the index. The fund is skewered towards sectors such 
as consumer staples and I think that gives us potential 
opportunities to be able to access what we believe are 
one of the strongest themes within emerging markets, 
which is domestic consumption.

What are the benefits of smaller companies?

Certainly when you are looking at the emerging markets, 
many of the more domestic orientated businesses are in 
the small to mid-cap space. So I think in that regard, there 
are certainly opportunities for us to choose good stocks 
for plays on that theme. The other feature with regard 
to smaller companies is that they are typically under 
researched, and as a result, given this lack of attention, 
there are potential opportunities with regard to market 
inefficiency and therefore pricing. And there is a universe 
which we believe is continuously growing. In our view, 
there are a number of new companies coming to the fore 
with attractive business  models and looking for capital.
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But of course there are risks to investing in smaller 
companies. Smaller companies tend to  be more 
volatile and are less liquid than larger more established 
companies. As mentioned before, smaller companies 
also tend to be less covered by industry analyst in 
comparison to larger companies, which presents potential 
opportunities, but it also makes it very important 
to ensure proper due diligence and conduct active 
monitoring to keep abreast on company developments.

Devan

What is your outlook for emerging markets?

In the last 6 months or so, emerging markets have 
struggled on the back of concerns about the U.S. and 
the ending of quantitative easing, the slowing down of 
economies such as China and rising interest rates and 
inflation. Such concerns have affected smaller companies 
within emerging markets as well. But the points I would 
like to highlight is that despite this change in sentiment, 
what we have certainly seen across emerging market 
is improving economic growth. So we believe growth 
should be better this year versus last year. And despite 
all the news flow and these headwinds, we believe 
emerging market economies are growing faster than their 
developed market counterparts.

Source: Emerging Advisors Group, Apr 13
*Gross Domestic Product, UK – United Kingdom
Eurozone countries include Austria, Belgium, Cyprus,
Estonia, Finland, France, Germany, Greece, Ireland, Italy,
Luxemburg, Malta, the Netherlands, Portugal, Slovakia,
Slovenia and Spain

Do you think inflation in emerging markets will be an 
issue going forward?

In our view, interest rate cycles in emerging markets 
have probably bottomed as we have seen interest rates 
drop considerably over the last couple of years. On the 
whole, inflation concerns have been largely that of food 
inflation which could feed through into higher inflation 
through the form of wages. But though there has been a 
slight pickup in inflation, as a whole we believe it is largely 
benign and will remain so for the remainder of the year.

Is there reason to be concerned about an easing in 
monetary policy in developed countries?

Quantitative easing has provided the capital which 
has seen financial assets globally, and within emerging 
markets, rise quite strongly. And it’s not just within the 
context of equities, it’s been also emerging market bonds 
and indeed emerging market currencies. So the recent 
concerns that quantitative easing may be coming to an 
end have triggered a sell-off in many of these assets. Our 
view remains the fact that it’s unlikely to see interest rates 
rise significantly in developed markets anytime soon and 
that any unwinding of quantitative easing will be done 
in a gradual manner over a protracted period of time. 
So we believe it is likely that we will see ongoing low 
interest rates and easy monetary policy out to developed 
countries for some time to come, which ultimately is 
supportive of financial assets.

And we expect to see some sort of recovery in 
emerging markets, and hopefully, in the not too distance 
future.

 

Source: IMF World Economic Outlook, Apr 13
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Contact us to learn how Pristine Advisers can help you and your  
Fund compete in this growing investment market.

Phone: 631-756-2486
Fax: 646-478-9415

Email: pobrien@pristineadvisers.com
LinkedIn: http://www.linkedin.com/company/1674911

Twitter: https://twitter.com/pristineadviser
Youtube: http://www.youtube.com/watch?v=D2PTNgOLSbs

Facebook: https://www.facebook.com/PristineAdvisers?sk=wal
Web: www.cefnetwork.com

Web: www.pristineadvisers.com

*Gross Domestic Product, EM – Emerging Markets, DM
– Developed Markets
Forecasts are offered as opinion and are not reflective of
potential performance, are not guaranteed and actual
events or results may differ materially

Are there any other risks you are keeping an eye on?

Certainly, there are challenges facing emerging markets. 
The U.S. economy and the unwinding of quantitative 
easing certainly challenges liquidity flows, and we 
have seen of late a reversal of flows. There is ongoing 
uncertainty in Europe, and we believe the debt crisis 
there is far from over. There are ongoing concerns about 
the slowdown in China and there is rising geopolitical 
tensions, but we still think all of these are relatively 
manageable.

Emerging economies are recovering; inflation 
has remained relatively under control; developed 
countries continue to remain well into low interest rates 
environment. And most importantly of all, when we look 
across our companies in emerging markets, particularly in 
smaller companies, we believe there are companies which 
still have very sound corporate fundamentals with strong 
balance sheets, conservative management and good or 
decent growth prospects. So the recent pullback that 
we have seen in emerging markets and indeed smaller 
companies, we think, provides potential opportunities.

Why do you think Aberdeen’s equity process is 
conducive to finding opportunities in emerging 
market smaller companies?

We think our investment process is extremely well-suited 
to finding or identifying potential opportunities within 
smaller companies and across emerging markets. We are 
bottom-up stock pickers, which means that we decide 
how to allocate money around emerging markets based 
on firsthand company research. One of the key things 
that we are looking for is to find companies that are good 
quality. These are companies with strong management, 
strong balance sheets and strong business models. We 
certainly believe that in the case of emerging markets, 
you can find these companies but they are difficult to find 
and therefore you need a team which is well-experienced 
but also a team which is well- resourced so that they 
can identify these opportunities. So when I talk about 
requiring the manpower or the resources to be able to 
identify and cover emerging markets smaller companies, I 
think we are well-suited for that, with over 43 investment 
professionals across emerging markets

Check out the webcast on ETF and others at Aberdeen’s 
Closed-End Fund Talk Channel 

http://www.aberdeen-asset.us/aam.nsf/usclosed/
aberdeentv

To view a detailed description and information on 
Aberdeen’s U.S. listed CEFs, please visit: http://www.
aberdeenfco.com/aam.nsf/usClosedFco/range


