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A Room Full of Cautious Optimists 

Every quarter since January 2012 at CEF 
Advisors, we have run a roughly 60+ slide, 
60+ minute session covering the closed-end 
fund, BDC, and interval fund universe from 
top to bottom. What I've started doing 
more intentionally is treating the 
registration data itself as a research input; 
running it through AI before the session to 
understand what investors are actually 
worried about, not just what they think they 
want to ask. 

This quarter, 200+ investors, financial 
advisors and industry participants registered 
from three countries and 40 states, with 
39% first-time attendees and 61% calling 
themselves regular participants. The AI 
summary of their pre-session sentiment 
came back with a phrase I found both 
accurate and instructive: cautiously 
optimistic, but not bearish. That framing 
shaped how we organized the entire 
session; and it tracks with what the data 
ultimately showed. 

 

What Investors Were Actually Asking 

The registration questions sorted cleanly 
into five themes. 

BDCs dominated. Investors weren't asking 
whether to own them — they were asking 
which ones could survive the current 
environment with dividends and NAVs 
intact. The specific questions reflected a 
sophisticated level of concern: "What are 
discounts in publicly traded BDCs reflecting 



versus private BDC NAVs?" and "Which 
BDCs will not be able to maintain required 
interest coverage?"  
 
A recurring subtheme was to understand 
the difference between the permanent-
capital listed BDC structure and the 
liquidity-promise problems now unfolding in 
non-traded and interval vehicles. 

Interval and tender-offer funds generated 
the second-highest volume of questions, 
with investors wanting to understand how 
gating and pro-ration dynamics compare 
across structures, and whether private 
credit headwinds are contaminating 
valuations for listed products that don't 
actually gate. There was also genuine 
curiosity about whether some non-traded 
vehicles eventually direct-list into the 
exchange-traded universe and what that 
creates in terms of entry opportunity. 

Beyond BDCs and interval funds, attendees 
wanted a practical education on 
distributions — specifically return of capital, 
when it's constructive versus destructive, 
and how to read Section 19a notices 
without defaulting to the assumption that 
all ROC is bad. The remaining questions 
clustered around discounts, activism, 
corporate actions, and sector-level macro 
themes including utilities, infrastructure, 
and the interest rate outlook. 

 

The Macro Starting Point:  
Boring by Design 

Our 2026 base case didn't change 
dramatically from last quarter, but it did 
tighten. 

GDP is tracking 1.75% to 2.25% below trend, 
but not a recession. Unemployment is 
drifting toward 4.75% to 5%, and inflation is 
proving stickier than hoped, likely settling in 
the 2.75% to 3.25% range. The Fed outlook 
moved: we now see one cut this year with a 
non-trivial possibility of a hike; however the 
base case remains a steeper yield curve by 
the second half. 

The reason this matters for CEF and BDC 
investors is the tension it creates. Slower 
growth and tighter credit put pressure on 
private company borrowers — particularly 
the software, technology, and AI-adjacent 
names that BDCs underwrote at peak 
multiples during 2021 and 2022. At the 
same time, higher-for-longer rates mean the 
underlying portfolio yields in BDCs stay 
elevated, which supports income even as 
credit stress percolates. That push and pull 
is at the center of everything we looked at 
in this session. 

 

Where Discounts Stood at  
Quarter-End 

The headline valuation picture at March 31 
was hard to ignore. 

The all-CEF-and-BDC universe ended the 
quarter at an average discount of 
approximately -9%. Broken down, -3.7% 
(Muni CEFs), -7.25% (Taxable Equity & Bond 
CEFs) and -25% BDCs — well below the 25-
year median of roughly -4.3% for CEFs and  
-3.1% for BDCs. Only in about 23% of 
months over the past 25 years in the data 
set have seen wider CEF discounts than 
we're sitting at today. This figure is even less 
common for BDCs at 5% of the months 



ending wider than today’s levels. That's a 
historically meaningful starting point. It 
doesn't guarantee anything, but the long-
term data says clearly that discounts are 
more likely to be a tailwind than a 
headwind from here. 

BDCs are the outlier. The debt-focused BDC 
universe closed the quarter at a negative 
26.7% average discount rate, a level that 
has appeared in the data only during the 
Great Recession and the COVID crash. That 
degree of discount widening was driven in 
part by contagion from non-traded private 
credit gating events and AI-related credit 
concerns, both of which punished listed 
BDCs that don't actually have redemption 
risk. This is the "baby with the bathwater" 
dynamic we spent a significant portion of 
the session on. 

Outside BDCs, equity CEFs sat around a 
7.6% discount versus a 25-year average 
closer to 5.8%, and taxable fixed income 
CEFs were roughly 7% wide — about 4.5 
points above their long-run average. Muni 
bond CEFs were the relative outlier in the 
other direction, trading near a 3.7% 
discount and close to historical norms 
following their post-2022 reset. 

 

1Q26 Performance: 
Angry, Not Ugly 

The quarter as a whole told a nuanced 
story. Our 15-sector equal-weight CEF/BDC 
index was down roughly 4.6% on price and 
3.1% on NAV in March alone — painful to 
watch, but not historically unusual. Looking 
at 171 months of data, only 10 months were 
worse. That puts the odds of another 

equally bad month soon low as they tend to 
occur around every 2 years or 5% of the 
time. Historically there have been two bad 
months in a six-month range roughly 10% of 
the time and the odds of seeing it twice in 
twelve months period historically is 20%. 

MLP funds, a strategic overweight for the 
firm for 2026 were the clear standout of the 
quarter. After significant 2025 
underperformance, they posted roughly 
21% NAV and price gains for the quarter 
with yields still in the 9%–10% range. Muni 
bond CEFs were quietly positive on NAV and 
roughly flat on price. Taxable fixed income, 
equity, and BDC sectors all saw meaningful 
discount widening, which accounted for 
most of the price underperformance 
relative to underlying NAV. 

CLO-equity-heavy vehicles bore the brunt of 
the sector worst sell-off at. That index was 
down roughly 11%–12% on NAV and 
approaching -24% on price through the 
quarter — a dispersion outcome that 
reinforced our long-standing structural 
underweight to pure CLO equity strategies. 

 

BDCs: Not a Monolith 

The single most important analytical point 
we made on BDCs is that 2026 will produce 
vastly different outcomes depending on 
which fund you own. 

We described a three-bucket framework: 
the top third of BDCs, anchored by stronger 
underwriting, disciplined leverage, and 
diversified funding, are likely to recover 
meaningfully from current discount levels. 
The middle third will muddle along, with 



selective NAV pressure and modest 
dividend adjustments. The bottom third — 
a smaller group than headlines imply — 
could still see NAV write-downs and 
dividend cuts severe enough that even wide 
discounts don't adequately compensate. 

The differentiators we track most closely are 
leverage level and cost, credit quality by 
sector and vintage, trends in non-accruals 
and PIK income, realized ROE over multiple 
periods, and fair-market-value marks 
relative to public comps. We've been 
building a new AI-driven BDC risk score that 
classifies every holding in the universe on a 
0–10 scale in 0.25-point increments and 
then rolls that up to the fund level.  
 
It's not a black box — it's a structured way 
to stack the credit quality, leverage, and fee 
data into a single comparative framework 
for sizing positions and risk. 

The permanent capital structure of listed 
BDCs was a theme we returned to 
repeatedly, because the registration 
questions showed that many investors are 
conflating BDC discount widening with a 
run-on-the-bank risk. Selling pressure in the 
shares widens the discount — it does not 
force asset-level liquidations. The capital 
base is stable unless there is a deliberate 
tender, secondary, or ATM offering. That 
structural distinction matters enormously 
when evaluating entry points. 

 

Interval Funds: Growing Up in Public 

The interval and tender-offer fund segment 
of our universe now represents just under 
$300 billion across roughly 300 vehicles — 

more than double where it was a decade 
ago. The growth story is real, but the 
growing pains are now equally real. 

New launches have slowed sharply, and a 
handful of larger platforms have discovered 
that promising quarterly or semi-annual 
redemptions into illiquid private credit 
assets is a harder promise to keep during 
market stress than it looked during the 
2021–2023 inflow cycle.  
 
The advisors and platforms that framed 
these products as "nearly daily liquid" are 
now having difficult conversations with 
clients. The ones that accurately 
communicated what 23c-3 and tender-offer 
mechanics actually mean are in far better 
shape. 

We also walked through the possibility — 
already playing out now in the Bluerock 
(BPRE) real estate example — that some 
non-traded vehicles eventually direct-list 
into the exchange-traded CEF universe. 
When that happens, a 20%–30% discount 
can appear at listing, which creates genuine 
entry opportunity for exchange-traded 
investors who understand the underlying 
asset quality. It's one of the more 
interesting asymmetric setups we're 
watching for 2026 and 2027. 

 

Discounts, Seasonality, and the Data 
Edge 

One of the most actionable parts of the 
session is always the seasonality analysis, 
because it's one of the few truly repeatable 
return patterns in CEF investing. 



The average price bounce from November 
through February in our 15-sector index has 
been 9.8% — larger than the long-run 
annualized return of the index itself at 9%.  
 
Roughly one-third of that bounce (3.1%) 
comes from discount narrowing; two-thirds 
comes from NAV recovery. Both 
components matter, but only the discount 
piece is specific to closed-end funds — the 
NAV recovery is available to anyone who 
buys bonds or equities. 

We've now extended this analysis to look at 
whether early or late entry into the tax-loss-
selling window is better, depending on the 
calendar year's performance. The short 
answer: when CEFs are up 10% or more by 
October 31, two-thirds of the data favors 
buying early (late November).  
 
When the prior year was negative, early 
entry has been the right call in every 
instance in the data set. This year, given the 
Q1 drawdown, that prior-year variable is 
worth watching carefully heading into the 
fourth quarter. 

 

Distribution Quality: When ROC 
Matters 

Distribution questions were among the 
most frequently submitted in registration, 
and they're perennially important because 
the market tends to either over-reward or 
over-punish funds based on ROC without 
doing the actual work. 

The honest answer is that return of capital 
can be constructive — returning cost basis 
to defer taxes or supporting a managed 

distribution policy with sufficient unrealized 
gains — or genuinely destructive when a 
fund is paying out principal because it can't 
cover the distribution from income and 
realized gains.  
 
The tell is NAV: if NAV is stable or growing 
over time while ROC appears in the 
distribution, the fund is likely managing 
timing. If NAV is steadily eroding while 
distributions stay high, you are getting your 
own money back at a slow and expensive 
pace. The only caveat is an overpayment at 
a large discount is essentially a 
democratized tender for all shareholders as 
long as shareholders reinvest a portion back 
into their portfolio this can be a positive 
outcome. 

Over the last quarter, distribution activity 
across the universe was above average in 
cuts, with BDCs accounting for a 
disproportionate share.  
 
We saw the average across the full BDC 
universe down roughly 11% in dividend 
terms year-over-year, but large-cap BDC 
platforms — the names with diversified 
funding, scale, and disciplined credit teams 
— showed significantly less cutting than 
small-cap peers. That dispersion is not 
accidental. 

 

Corporate Actions and Activism: Still 
Loud 

The activist and corporate-action 
environment remains one of the most 
consequential variables for discount trends 
in the traditional CEF space. 



Over the last three years, 119 funds have 
seen 13D filings, and 37 filed in the most 
recent quarter alone. Saba Capital and 
several other large activist positions remain 
active across multiple platforms.  
 
Court outcomes on several pending cases 
are likely to set the tone for how 
aggressively activists pursue tender offers 
and open-ending campaigns over the next 
two to three years. 

From a portfolio-level data standpoint, the 
average distribution cut produces roughly a 
4% price headwind and the average 
increase about a 2% tailwind — modest 
individually, but meaningful compounded 
across a managed portfolio.  
 
Rights offerings continue to be a nuanced 
event: they typically widen discounts at 
announcement, but buying after that initial 
blowout has historically recovered a 
meaningful portion of the alpha lost by 
shareholders caught long. 

 

2Q 2026 Outlook: Plan and React 

The two-word phrase we use internally — 
"plan and react” isn't a hedge. It's an 
acknowledgment that the macro and 

geopolitical environment in 2026 doesn't 
reward over-precision in forecasting. 

The base case remains: no recession, one 
Fed cut or possibly none, sticky inflation, 
above-average discount and NAV volatility 
across the universe, and two to three 
meaningful opportunities to harvest tax 
losses and reset positions through the year. 
In BDCs specifically, the earnings calendar 
over the next 60 days will begin separating 
the funds with genuine underwriting 
discipline from those that benefited from 
the easy-credit vintage of 2021–2022 and 
are now facing mark-to-market reckoning. 

For traditional CEFs, the widest discounts 
remain in taxable fixed income, senior 
loans, and equity sectors — all areas where 
entry points today compare favorably to 
historical averages and where discount 
narrowing has historically been the 
dominant outcome once macro uncertainty 
begins to resolve. The case for staying 
engaged, managing sizing carefully, and 
using tactical discount and seasonality tools 
remains as strong as we've seen it in several 
years. 
 
 
Review the quarterly session’s slides and 
replay video at CEFdata.com/Quarterly. 



 

CEF Advisors is an independent registered 
investment advisory firm specializing in 
closed-end funds (CEFs), business 
development companies (BDCs), and 
interval funds. Founded in 1989 and 
headquartered in Richmond, Virginia, the 
firm focuses on income-oriented strategies 
that incorporate both publicly traded and 
less liquid structures within the broader 
alternative income landscape. 

A key differentiator of CEF Advisors is its 
integration of proprietary data and 
research through its internally developed 
platform, CEFData.com, which provides 
detailed analytics across more than 1000 
closed-end funds, BDCs, interval funds, 
and related vehicles.  

This data-driven approach is combined 
with fundamental analysis to evaluate 
portfolio construction, credit quality, cost 
structure, and relative value opportunities. 
The firm’s investment process emphasizes 
a multi-factor trifecta framework that 
considers discounts, distributions, and 
manager/sector dynamics alongside credit 
and earnings quality metrics. 

CEF Advisors serves a diverse client base 
that includes financial advisors, 
institutional investors, family offices, and 
individual clients. The firm offers a range 
of solutions, including separately managed 
accounts, model portfolios, and 
customized research, designed to support 
income generation and total return 
objectives across varying market 
environments.  

Portfolio construction is tailored to client-
specific goals, risk tolerances, and tax  
 
 

 

considerations, with an emphasis on 
diversification across sectors, structures, 
and income sources. 

In addition to portfolio management, CEF 
Advisors is actively engaged in research and 
education within the closed-end fund and BDC 
ecosystem. The firm produces ongoing market 
commentary, data analysis, and educational 
content to help investors and advisors better 
understand these segments of the market, 
including insights on valuation trends, 
distribution sustainability, corporate actions, 
and broader market dynamics. 

CEF Advisors also works closely with the 
Active Investment Company Alliance (AICA), a 
nonprofit trade association focused on advisor-
centric education and thought leadership for 
closed-end funds, BDCs, and interval funds. 
Through this partnership, the firm contributes 
to webinars, conferences, and industry 
discussions aimed at improving transparency 
and understanding within the space. 

By combining proprietary data, fundamental 
research, and a disciplined investment 
framework, CEF Advisors seeks to identify 
opportunities that may offer durable income 
and long-term value across a range of market 
conditions.

 



 
Disclosures 

This article is for informational and educational purposes only and does not constitute investment, tax or 
legal advice, or a recommendation to buy, sell or hold any security or strategy. Any views expressed are 
not a complete analysis of every material fact regarding any market, industry, investment product or 
strategy and should not be relied upon as the sole basis for an investment decision. Investing in BDCs 
and other closed-end vehicles involves a variety of risks, including possible loss of principal, leverage 
risk, interest-rate risk, liquidity risk, market risk and credit risk, and there is no guarantee that investment 
objectives will be achieved. Past performance is not indicative of, or a guarantee of, future results, and 
forward-looking statements are inherently uncertain, based on assumptions, and subject to change 
without notice as economic, market, regulatory or other conditions evolve.  

All opinions and estimates are those of CEF Advisors as of the publication date, reflect our judgment at that 
time, and may change without prior notification; we undertake no obligation to update or revise these 
materials. CEF Advisors and its clients may own, buy or sell positions in some of the securities, funds or 
structures discussed, and such positions may change at any time without notice, which may create actual or 
potential conflicts of interest that could affect the analysis presented. This material does not take into account 
the particular investment objectives, financial situation, risk tolerance, tax status or needs of any specific 
investor, and any examples or case studies are provided for illustration only and should not be interpreted as 
personalized advice. Before making any investment or implementing any strategy, investors should consult 
their own financial, tax and legal professionals, carefully review the relevant prospectus, offering documents 
and regulatory filings, and consider whether any investment is appropriate in light of their individual 
circumstances and constraints. 

 


