
Planning For The Next Stage of The Credit Cycle
Allocators planning their response to widening spreads in public credit 
can enhance expected returns by changing the structure of their beta 
exposure. A basket of listed Closed-end Funds provides liquid beta with 
embedded structural alpha.

Typically, discounts to NAV at which closed-end funds trade widen in 
sympathy with credit spreads. This historically has provided an excellent 
entry point for beta allocations, with high-confidence alpha derived 
from CEF-specific factors.

Structural Alpha
These factors represent a concrete starting point for a CEF sleeve to 
enhance returns versus a passive allocation. They also complement other 
active manager selections. They include:

•	 The mathematical tailwind from purchasing cashflows below par  
	 value, which mechanically generates excess carry.

•	 The non-subjective yield enhancement generated by Term struc- 
	 tures – CEFs which self-liquidate at NAV a fixed date in the future.  
	 These generate a Gross Redemption Yield from the pull-to-par of  
	 the CEF security, above and beyond that of the underlying credit 
	 portfolio.

•	 Generalised reversion of discounts to NAV, which exhibit reliable  
	 cyclicality over time.

City of London’s US High Yield Credit CEF Composite, below, 
demonstrates the allocation impact.

Liquid Implementation
The US universe of credit closed-end funds is both sizeable (over 
$60bn) and liquid (over $75m/day). CEF Mandates are primarily high 
yield and leveraged loan. The majority of CEF sponsors are blue-chip 
fixed-income managers.The underlying exposure of a portfolio of CEFs 
will typically be extremely diversified and exhibit low tracking error. It 
will therefore offer quasi-passive index beta to public credit markets. 
Excess returns are derived from CEF-specific factors, not active share.

Same Credit Risk, Bigger Spread
The chart below shows the relationship between high-yield credit spreads 
and the simple average discount of the US-listed taxable bond CEF uni-
verse. There is an observable correlation between widening credit spreads 
and the propensity of closed-end funds to exhibit higher risk premia. 
This occurs without any increase in underlying default risk.

Wide Starting Discounts Give High Confidence Of 
Outperformance
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Wide Starting Discounts Give High Confidence of
Outperformance
The chart below illustrates the three-year relative performance of the 
universe of taxable bond closed-end funds vs. the Bloomberg US HY TR 
index from 2006 to 2021 (the longest dataset available).  

It indicates that from average starting discounts over 10% underperfor-
mance is infrequent relative to periods of outperformance and smaller in 
absolute quantum.
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Bloomberg US HY Ba/B 2% Cap TR Index

*The universe includes all funds classified as eVestment US High Yield Fixed Income. 
95.1% of the universe has been updated through Quarter 3 2024 as at November 12, 2024. 
CLIM pays a subscription fee to eVestment Alliance for the use of their rankings and charts. 
Inception October 2022.Net returns reflect an investment management fee of 0.5% per 

annum. Periods over one year are annualized. Past performance is no guarantee of future 

results. 

Source: eVestment,Bloomberg

Summary
Allocators seeking to differentiate their exposure to public credit can 
consider CEFs.

•	 An actively-selected portfolio of CEFs offers quasi-passive index beta  
	 to public credit.

•	 Non-subjective tailwinds from structural factors give high-confidence  
	 alpha expectations.

•	 Benefit from “enhanced spread” impact from discounted entry to  
	 dislocated underlying spreads.

•	 On-market liquidity enables active management of risk factors.



CITY OF LONDON
Investment Management Company Limited

Contacts

London Office
77 Gracechurch Street 
London EC3V 0AS 
United Kingdom
Phone:	 011 44 20 7711 0771 
Fax:	 011 44 20 7711 0774  
E-Mail:	 info@citlon.co.uk

Philadelphia Office
17 East Market Street, 
West Chester, PA 19382 
United States
Phone:	 610 380 2110 
Fax:	 610 380 2116 
E-Mail:	 info@citlon.com

City of London Investment Management 
(Singapore) Office Pte. Ltd. Office
20 Collyer Quay 
10-04 
Singapore  049319
Phone:	 011 65 6236 9136 
Fax:	 011 65 6532 3997

Website
www.citlon.com 
www.citlon.co.uk

Important Notice

This document is for Professional Clients/Institutional Investors only. Issued and approved by City of London Investment 
Management Company Limited (CLIM) which is authorized and regulated by the Financial Conduct Authority (FCA) and 
registered as an Investment Advisor with the Securities and Exchange Commission (SEC). CLIM (registered in England and 
Wales No. 2851236) is a wholly owned subsidiary of City of London Investment Group plc. (CLIG) (registered in England and 
Wales No. 2685257). Both CLIM and CLIG have their registered office at 77 Gracechurch Street, London, EC3V 0AS, United 
Kingdom. City of London Investment Management (Singapore) Pte. Ltd. is a wholly owned subsidiary of CLIM.

Any forward-looking statements or forecasts are based on assumptions and actual results may vary from any such statements.

All reasonable care has been taken in the preparation of this information. No responsibility can be accepted under any circum-
stances for errors of fact or omission. Values may fall as well as rise and you may not get back the amount invested. Discounts are 
calculated using estimated NAVs by CLIM’s Research Department. Performance results reflect the reinvestment of dividends and 
other earnings. Net returns reflect the deduction of the model 0.5% investment management fee.

The High Yield Credit Closed-End Fund Composite incepted and was created in October 2022, and is a fixed income composite 
managed by CLIM. The investment objective is income, with capital appreciation as a secondary objective. The strategy focuses 
on generating income through investment in below investment grade credit. The strategy does not employ hedging or leverage at 
the fund level. The Composite employs listed funds, including closed-end funds and ETFs. The strategy is measured against the 
Bloomberg US High Yield Ba/B 2% Cap TR Index. Fixed income securities issued by municipalities of the United States are 
typically issued by or on behalf of states, territories and possessions of the United States, the District of Columbia and their political 
subdivisions, agencies or instrumentalities as well as private and public-private enterprises to obtain funds for a wide range of pub-
lic facilities including housing projects, industrial projects, hospitals, schools, mass transportation, stadiums, waterworks and sewer 
systems and highways. The municipal securities market is fragmented, with significant variations in economic conditions, credit 
quality, and supply-demand fundamentals. Public information in the municipal market is also less available than in other mar-
kets, increasing the difficulty of evaluating and valuing securities. Events affecting municipalities and related bond issuers that are 
distressed or otherwise financially challenged, such as a default or a restructuring by a large municipality, may cause a sell-off in 
the municipal market as related news headlines will negatively impact municipal bond pricing. Municipal securities risks include 
the ability of the issuer to repay the obligation, the relative lack of information about certain issuers of municipal securities, and the 
possibility of future legislative changes which could affect the market for and value of municipal securities. Debt securities, such as 
bonds, in involve interest rate risk, credit risk, extension risk, and prepayment risk, among other things. The market value of bonds 
and other fixed income securities changes in response to interest rate changes and other factors. Interest rate risk is the risk that prices 
of bonds and other fixed-income securities will increase as interest rates fall and decrease as interest rates rise. Credit risk refers to 
the possibility that the issuer of a debt security (i.e., the borrower) will not be able to make principal and interest payments when due.

The CLIM Taxable Closed-End Fund Investment Universe consists of over 125 U.S. listed closed-end funds with a market cap over 
$50bn. The First Trust Taxable Fixed Income Closed-End Fund Index is capitalization weighted and designed to provide a broad 
representation of the taxable fixed income closed-end fund universe. The taxable fixed income closed-end fund market is comprised 
of the following sectors; high yield corporate, senior loan, global income, emerging market income, multi-sector, government, con-
vertible, and mortgage funds. The Bloomberg US High Yield Ba/B 2% Cap TR Index is a rules-based, market-value-weighted 
index engineered to measure publicly issued non-investment grade USD fixed-rate, taxable and corporate bonds. To be included in 
the index, a security must have a minimum par amount of $250 million and have a minimum maturity of 1 year at rebalancing. 
Emerging market debt is excluded.

Each index was created and developed by First Trust Advisors L.P. First Trust Advisors L.P. does not guarantee the accuracy and/
or the completeness of the index or any data included therein and First Trust Advisors L.P. shall have no liability for any errors, 
omissions or interruptions therein. First Trust Advisors L.P. makes no warranty, express or implied, as to results to be obtained by 
any person or entity from the use of the index or any data included therein. First Trust Advisors L.P. makes no express or implied 
warranties, and expressly disclaims all warranties of merchantability or fitness for a particular purpose or use with respect to the 
index or any data included therein. Without limiting any of the foregoing, in no event shall First Trust Advisors L.P. have any 
liability for any special, punitive, direct, indirect or consequential damages (including lost profits) arising out of matters relating 
to the use of the index, even if notified of the possibility of such damages.

BLOOMBERG, BLOOMBERG INDICES and Bloomberg Fixed Income Indices (the “Indices”) are trademarks or service marks 
of Bloomberg Finance L.P. Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited, the adminis-
trator of the Indices (collectively, “Bloomberg”) or Bloomberg’s licensors own all proprietary rights in the Indices. Bloomberg does 
not guarantee the timeliness, accuracy or completeness of any data or information relating to the Indices. Bloomberg makes no 
warranty, express or implied, as to the Indices or any data or values relating thereto or results to be obtained therefrom, and expressly 
disclaims all warranties of merchantability and fitness for a particular purpose with respect thereto. Back-tested performance is 
not actual performance. To the maximum extent allowed by law, Bloomberg, its licensors, and its and their respective employees, 
contractors, agents, suppliers and vendors shall have no liability or responsibility whatsoever for any injury or damages - whether 
direct, indirect, consequential, incidental, punitive or otherwise - arising in connection with the Indices or any data or values 

relating thereto - whether arising from their negligence or otherwise.

CLIM pays a subscription fee to eVestment Alliance for the use of their rankings and charts. CLIM uploads performance data 

to eVestment for strategies that are managed by CLIM. eVestment, LLC is not: (a) a registered exchange under the Securities 

Exchange Act of 1934; (b) a registered investment advisor under the Investment Advisors Act of 1940; or (c) a financial or 

tax planner, and does not offer legal, financial, investment or tax advice. Each user that provides data to or uses the eVestment 

database is solely responsible for: (i) understanding what its obligations are under applicable law/regulation and how it needs to 

provide/ use them to comply with those obligations; (ii) satisfying itself as to the sufficiency of the information for that purpose; and 

(iii) subject to the terms of any applicable license agreement, providing/using data in a way that allows it to meet those obligations. 

Nasdaq has no responsibility for ensuring that any third party meets its obligations under law/regulation and expressly disclaims 

any representations or warranty that any use of the eVestment database will allow it to do so.

Past performance is no guarantee of future results.


