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Summary

We review CEF market valuation and performance through
the second week of December and highlight recent market
action.

December has so far provided a respite from a more grim
November.

We revisit some of our core CEF themes that have been
relatively resilient and can continue to power returns over
2022.

And highlight action in the DoubleLine funds, Saba ETF
holdings and some relative value ideas.

| do much more than just articles at Systematic Income:
Members get access to model portfolios, regular updates, a
chat room, and more. Learn More »
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This article was first released to Systematic Income subscribers
and free trials on Dec. 12.

Welcome to another installment of our CEF Market Weekly
Review where we discuss CEF market activity from both the
bottom-up - highlighting individual fund news and events - as well
as top-down - providing an overview of the broader market. We
also try to provide some historical context as well as the relevant
themes that look to be driving markets or that investors ought to
be mindful of.



This update covers the period through the second week of
December. This will be our last CEF Weekly of the year. Happy
holidays to all!

Be sure to check out our other weekly updates covering the BDC
as well as the preferreds / baby bond markets for perspectives
across the broader income space.

Market Overview

Last week brought a nice respite from the weakness of the
preceding month. However, the market is still running in place, in
aggregate. The return picture so far for December is quite stark -
most NAVs are higher due to the bounceback in stocks, relative
stability in Treasury yields and a retracement in credit spreads
from their previous weakness. However, discounts continue to
slip wider, nearly across the board.
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From a monthly perspective, the market is pretty flat with the gain

in NAVs mostly offset by losses in discounts.

MONTHLY AVERAGE CEF SECTOR TOTAL PRICE RETURNS
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The ongoing theme of running-in-place is evident in the following
chart which shows total NAV returns of various CEF sectors in
the second half of the year. About 2/3 of sectors have put up total
NAV returns of less than 1% and about a third have posted
outright negative total NAV returns.
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Flat total returns are not, of course, the end of the world.
However, they do highlight the relative fragility of the CEF space,
particularly across fixed-income sectors. The key driver of this
performance, in our view, is a small backup in credit yields of less
than 0.5% since the middle of the year. With credit yields still
trading near historical lows and the Fed about to embark on a
hiking cycle it does pose a question of whether investors should
be prepared for an extended flat return environment across most
CEF sectors for the medium term.

One knock-on consequence of flat returns is that fund managers
cannot bank the returns over and above coupons of the
underlying securities to compound additional returns for investors
to further grow the income of their funds. In fact, the risk here is
that consistent total returns below fund distributions will
eventually eat into the income-generating capacity of the funds
since funds cannot continue to pay out more than they generate
in total value indefinitely.

It also poses a risk on the investor side since investors may lose
faith in the "boring" fixed-income part of the market and try to
juice their returns by tilting towards higher-beta funds and
sectors. This procyclical investment strategy (i.e. adding risk
when yields fall and valuations rise) is unlikely to be the optimal
approach for most investors, particularly for those with low
conviction, as it creates an unfortunate tendency to buy high and
sell low.

Market Themes



In line with the relatively weak performance in the second of the
year, it makes sense to highlight some of our core CEF themes
that have continued to perform in the second half of the year.

First is the municipal credit theme that we highlighted at the start
of the year with a particular focus on the Nuveen suite of high-
yield / unrated tax-exempt munis. These funds have
outperformed the sector in the second half of the year and
continue to enjoy a number of tailwinds such as above-trend
GDP growth, additional aid from the American Rescue Plan and
infrastructure funding, among others.
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Secondly, we continue to like niche sectors such as non-agency
RMBS, CLO Debt and CMBS. We hold funds like the non-agency
MBS focused Western Asset Mortgage Defined Opportunity Fund
(DMO), the CLO debt focused Eagle Point Income Co (EIC) and
the CMBS focused Invesco High Income 2024 Target Term Fund
(IHTA) in our High Income Portfolio.

2021H2 TOTAL NAV RETURNS (FROM 30-JUN)
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Thirdly, we like to tilt to funds and managers with a history of
strong and consistent alpha generation which can offset some of
the market headwinds. The PIMCO taxable funds, also
highlighted in the chart above, fit the bill here.

Fourthly, we continue to like the theme of cross-credit CEFs
which is a set of funds with relatively flexible investment
mandates, allowing them wider berth to pursue attractive
opportunities. We continue to hold the Ares Dynamic Credit
Allocation Fund (ARDC) in our High Income Portfolio.



2021H2 TOTAL NAV RETURNS (FROM 30-JUN)

20%
1.0% III|
-II.IIII'IIII
I..-

0.0%

2.0%

ACp
Hix
Mg
Hy;
Ho
Hay
Fs, D
Qe
Gy
Wwr
oy
Co
Alwr
Onyy
Ore
Cik
Hrr
Wiy
Eap
ISp
Ry
PHr
),

Source: Systematic Income

Market Commentary

The actively managed Saba CEFs ETF (CEFS) recently acquired
the newly launched Nuveen Multi-Asset Income Fund (NMAI) - a
hybrid CEF. The fund is a result of a merger of three other
Nuveen hybrid CEFs. NMAI is trading at a discount of 8.25% or
about 6.5% wider of the sector average. This is not far off where
the merging funds traded also despite having posted above-
sector historical NAV returns. The fund remains attractive for
investors who like to keep things simple and like a fund that can
hold both equity and credit.



Ticker Name Weight | Sector
VVR INVESCO SENIOR INCOME TRUST 17.09% | Loans

IVH DELAWARE IVY HIGH INC OPP 7.78% | High Yield
BGB BLACKSTONE STRATEGIC CREDIT 7.22% | Loans

IFN INDIA FUND INC 5.64% | Equity - EM
SMM SALIENT MIDSTREAM & MLP FUND 4.04% [ MLP

cpz CALAMOS LNG/SHRT EQ & DYN 3.85% | Equity

MSD MORGAN STANLEY EMRG MKT DEBT 3.21% | EM Debt
NCZ VIRTUS ALLIANZGI CN & INC 1I 3.17% | Multi-Sector
szC CUSHING NEXTGEN INFRA INC 3.08%

CEN CENTER COAST BROOKFIELD MLP 2.46% |MLP

SRV CUSHING MLP & INFRASTRUCTURE 2.33% | MLP

IHD VOYA EMRG MRKTS HI INC DVD 2.21% | Equity - EM
IGD VOYA GLBL EQTY DVD & PRM OPP 2.10% | Covered Call
GHY PGIM GLOBAL HIGH YIELD FUND 1.88% | High Yield
NMAI NUVEEN MULTI-ASSET INCOME 1.85% | Hybrid

Source: Systematic Income CEF Tool




The DoubleLine multi-sector CEFs, DoubleLine Yield
Opportunities Fund (DLY) and Doubleline Opportunistic Credit
Fund (DBL) released their shareholder reports a few days ago.
DLY saw a drop in NIl by about 10% and has coverage of about
86% now. Borrowings increased by 18% so this should benefit
coverage. DBL NI fell about 5% with coverage around 103% now
and borrowings were steady.

Across the three DoubleLine funds: DBL, DLY and DoubleLine
Income Solutions Fund (NYSE:DSL), we have a preference for
DSL which has generated stronger returns in the past year on a
NAV basis, has shown steadier Nll, has higher coverage and NII
yield, trades at a wider discount and allocates more to EM debt
which is more attractively priced.

Some of the recent relative value opportunities are the usual
suspects like the PIMCO CA tax-exempt pair PIMCO California
Municipal Income Fund (PCQ) vs. PIMCO California Municipal
Income Fund Il (PZC).
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And the Flaherty & Crumrine preferreds CEF pair of Flaherty &
Crumrine Preferred Income Fund (PFD) vs. Flaherty & Crumrine
Preferred Income Opportunity Fund (PFO).

Discounts / Premiums — FFD = FFO
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The Apollo credit CEF pair of Apollo Senior Floating Rate Fund
(AFT) vs. Apollo Tactical Income Fund (AlF) discount dislocation
is a recent one with AFT moving out to a much higher valuation.
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The two funds aren’t identical with AFT being more of a pure-play

loan fund. What’s odd about AFT trading out to a more expensive

valuation is that, not only does it have a much lower yield at the

current valuation, but its historical NAV returns are lower as well.
We continue to hold AIF in the High Income Portfolio.

Elsewhere, on the CEF Insiders front — John McGarrity sold
about $100K worth of XAl Octagon Floating Rate & Alternative
Income Term Trust (XFLT). The fund is trading at close to a 10%

premium — a 5Y Z-score of a bit over 1.

k Director  Numberof  Number of

Transaction Transaction Indirect Securities Securities

Ticker  Rating Date Reporting Owner Form  Type Ownership  Transacted Owner
XFLT 2021-12-08 | McGarrity John P 14 S-Sake D 42,851
NHF 2021-12-08| DONDERO JAMES D i4 P-Purchase | I | 3,036,200
RM | | 20211247 RnERnORTH CAPITAL MA meea”""” ss’e | D a3
NHF | | 2021-12-07| DONDERO JAMES D e |pPuchase | I 2076823
Ver S 3 2021-12-07 | Brill Matthew is P-Purchase | D 4,081
NHF 2021-12-06{ DONDERO JAMES D ia P-Purchase | I 2,959,776
NHF 2021-12-03 DONDERO JAMES D is P-Purchase | I 2,950,401
USA |%%kx% 2021-12-02 NEUHAUSER JOHN J ia P-Purchase | D 14,390
USA * % x 2021-12-02 | Usifer Maureen K i4 P-Purchase | D 4400
NHF 2021-12-02{ DONDERO JAMES D is P-Purchase | I , 2,931,164
1HIGA ke e A 1M AMNTLUAMIEV MIADK T fa D Ouweninnnn 1 (2 A ER 4A4 002




Check out Systematic Income and explore our Income
Portfolios, engineered with both yield and risk management
considerations.

Use our powerful Interactive Investor Tools to navigate the
BDC, CEF, OEF, preferred and baby bond markets.

Read our Investor Guides: to CEFs, Preferreds and PIMCO
CEFs.

Check us out on a no-risk basis - sign up for a 2-week free trial!
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Disclosure: I/'we have a beneficial long position in the shares of DSL,
NMCO, AlIF, ARDC, DMO, EIC either through stock ownership, options,
or other derivatives. | wrote this article myself, and it expresses my own
opinions. | am not receiving compensation for it (other than from Seeking
Alpha). | have no business relationship with any company whose stock is



