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Chuck Jaffe, in this episode of The NAVigator podcast interviewed Patrick Galley, chief executive
officer at RiverNorth Capital Management. Read the Q & A below as Patrick discusses how
closed-end funds fit into the standard 60-40 stocks/fixed-income mix as a way for investors to get
more from the bond side of the equation without actually changing their broad asset plan. He also
discusses how current market times, with the threat of rising interest rates and
inflation mixing with lingering discounts from the market meltdown of early
2020, make for interesting opportunities now as both a closed-end fund

investor and for fund sponsors.

Patrick Galley

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

content/pod-cast/

CHUCK JAFFE: Patrick Galley, chief executive officer at RiverNorth Capital Management is
here, and we’re talking about why closed-end funds are particularly attractive in these
confusing times, now on The NAVigator. Welcome to 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, a

unique industry organization that represents all facets of the closed-end fund industry, from

Website: AlCalliance.org ¢ Phone: (888) 400-9694


https://aicalliance.org/alliance-content/pod-cast/
https://aicalliance.org/alliance-content/pod-cast/

users and investors to fund sponsors and creators. If you're looking for excellence beyond
indexing, The NAVigator’s going to point you in the right direction. And if you're looking for
more direction on closed-end funds and business development companies, check out the
Alliance at AlCAlliance.org. Now today on The NAVigator I'm joined by Patrick Galley, he is
the chief executive officer at RiverNorth Capital Management, the chief executive and chief
investment officer for the RiverNorth funds. You can learn more at RiverNorth.com. Patrick,
thanks for joining me on The NAVigator.

PATRICK GALLEY: Thanks Chuck, for having me.

CHUCK JAFFE: The closed-end fund space has been one of the most interesting places to
watch over the last year plus, because oh my goodness, did it get crushed when we had the
market freefall early in 2020. It has since seen a significant closing of discounts, but how
much is this a time we're getting to a heyday for closed-end funds should thrive? Or is this a
time where you're going, wait, now more than ever we have to be doubly careful because
these times are so tricky?

PATRICK GALLEY: I think you're spot on. Closed-end funds, they oftentimes are confusing
to investors, and obviously with the past year we’ve gone through a pretty volatile period of
time. As you were alluding to in March of 2020, discounts got to really record levels that we
only saw once before and that was during the Great Financial Crisis in October 2008. And
then after that with the Fed coming in and lowering rates, you had net asset values of closed-
end funds really rally as the underlying assets recovered. Risk assets rallied, net asset values
appreciated, but what lagged was actually the market prices of closed-end funds. And so
really in our opinion for most of 2020, discounts remained really attractive. Despite prices
appreciating, the discounts remained attractive, and up until really first quarter of 2021 we
haven’t seen those discounts make a big move. We had over a 3% discount narrowing across
the board in the first quarter of 2021, and discounts are now narrower than the long-term
average. But that said in our opinion, with the Fed having committed to a low interest rate
policy, this is a time where closed-end funds should thrive. And we think discounts still have
room to run and go narrower and frankly, could even go back to the premiums we saw in
2012 as investors are reaching for yield and searching for yield opportunities.

CHUCK JAFFE: As we move towards a premium, I would imagine that there are not too many

closed-end fund managers who are particularly concerned about, hey, we're at a premium. I
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would imagine that at the height of the troubles in 2020 there were a whole bunch of folks
who were worried about, wow, look at how wide our discount has gotten. So how much on
any day-to-day, week-to-week, month-to-month basis does discount factor into the thinking
of a manager? And should it factor into the thinking of the manager?

PATRICK GALLEY: Yeah, and RiverNorth’s a little bit of a hybrid situation. While we are a
manager and an advisor to closed-end funds that we sponsor ourselves, our basis of our
investment strategy at RiverNorth is actually opportunistically trading the closed-end fund
space in first place. So we are one of the largest, if not the largest institutional investors
trading the closed-end fund space inside our various vehicles. So we're kind of two-fold on
the closed-end fund space being that we’re a manager of closed-end funds but we’re also an
investor in the closed-end fund space, so our policy on the closed-end funds discounts are
day-to-day, I would even say second-to-second as we want to be value buyers. But then as a
manager of our closed-end funds, we do track them. Obviously because I think of our other
perspective of being investors, but it's something that we know is part of the total return.
And that’s ultimately what the investors can get back, is the market price total return not the
net asset value total return, so we try to maximize the net asset value total return as much
as possible. If the market price is languishing, meaning that the discount is wider, that’s not
necessarily beneficial to the investors. So we try very hard to keep those discounts narrow
as well, and we are strong believers that managed distribution policies on closed-end funds
help narrow discounts on a long-term basis versus maybe a stock buy-back plan or a tender
offer which tend to be more temporary in nature.

CHUCK JAFFE: We've had a lot of discussion out in the financial world about how the classic
60-40 stock to bond allocation does not work, and how investors should consider different
asset classes, different allocations. Some people would say make it 75-25 or 80-20. Others
would say stick with 60-40 but change the assets that you're holding so that you're getting
more out of your fixed-income. For you where so many of the closed-end funds are yield-
oriented instruments that people hold for the reasons that they’re trying to generate, is this
a case where you would expect that the folks who are having this conversation, who are
saying, “Alter the way you think about 60-40.” Is there a reason why I hear them talk about
dividend paying stocks, I hear them talk about maybe you should go to junk bonds, but [ don’t
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hear them saying go to closed-end funds. Because every time I hear the discussion I'm
thinking, there’s part of your solution.

PATRICK GALLEY: Well, obviously we’re biased. We're strong believers that anytime
anybody’s thinking about their asset allocation, they should be looking at closed-end funds
to see if they can find that asset class in a closed-end fund wrapper at an attractive discount
because they can generate excess return by buying it attractively in the market from a
discount perspective. Meaning if you buy it for example at a 10% discount and it narrows to
5%, no matter what the asset class is, you've outperformed presumably that asset class by
5% points just because of the wrapper that you bought it in versus buying it in an open-end
fund or an ETF. In doing what we do, we’re also believers that you have to be opportunistic.
You don’t own a closed-end fund portfolio all the time, discounts do ebb and flow and you
need to be opportunistic. But if you can maybe rotate that between ETFs and open-end funds,
and maintain the same asset class exposure and stick to that plan but filter in closed-end
funds to provide maybe excess total return, that’s a way to outperform the market in what
we believe to be a good risk-adjusted way. And it’s not just focused on the yield of the closed-
end funds, this is focused on the total return opportunity that closed-end funds offer.
CHUCK JAFFE: You're always looking at opportunities, and one of the things that RiverNorth
has done is you've partnered with a couple of other money managers, DoubleLine and
MacKay Shields among them, but you're also looking at various markets. And I know that
RiverNorth has a private fund, a SPAC arbitrage fund. SPACs, an area that you and I are going
to do a second interview that’s going to be talking all about the SPAC world. And there’s not
much SPAC exposure in the closed-end fund space, but I'm curious if you think that that’s
coming and if closed-end would be a way to play an asset class like SPACs or any of the hot
asset classes? Or if playing hot asset classes can’t really work with closed-end funds because
it requires a lot more activity, a lot more trading in and out than closed-end funds typically
have?

PATRICK GALLEY: I think that’s a great question. I think there are some closed-end funds
already, one of ours included, that has SPAC exposure. So [ would say it’s not even nothing
new and it’s not necessarily taking advantage of the recent craze. But frankly as closed-end
fund investors when we think about a closed-end fund and think about how it can trade at a

discount or a premium to that net asset value; if you look at a SPAC, and it’s a portfolio of
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cash sitting in a trust with a two-year life as a maximum, and it can trade at a discount or a
premium to that cash value, that becomes very interesting to us as closed-end fund investors
even. So there’s a corollary there and we do think it makes sense in various folks portfolios.
[ would strongly encourage investors in SPACs to not view SPACs as a SPAC post what’s
known as the de-SPACing, once the merger occurs with the private company. In our opinion,
that company is no longer a SPAC, it is a publicly traded operating company, and that has a
different risk profile than owning the SPAC when you have a portfolio of cash sitting in trust.
So the exposure to SPAC, there’s obviously three I think now, ETFs out there, all of them have
a different type of take. Some of them actually own post-merger companies and stuff like
that, so there’s different risk profiles for each of them. But yeah, we think that they can make
sense inside a closed-end fund portfolio and even other wrappers as well.

CHUCK JAFFE: Patrick, it’s been a pleasure talking with you. Thanks so much for joining me
on The NAVigator.

PATRICK GALLEY: Thanks Chuck, for having me.

CHUCK JAFFE: You've been listening to The NAVigator, a joint production of the Active
Investment Company Alliance and Money Life with Chuck Jaffe. I am Chuck Jaffe and you can
check out my weekday podcast on your favorite app or at MoneyLifeShow.com. To learn
more about interval funds, closed-end funds, and business-development companies go to
AlCAlliance.org, the website for the Active Investment Company Alliance. On Facebook and
LinkedIn @AICAlliance. Thanks to my guest, Patrick Galley, the chief executive and chief
investment officer for the RiverNorth funds and RiverNorth Capital Management, which are
online at RiverNorth.com. The NAVigator podcast is new every Friday, we hope you
subscribe on your favorite podcast app and join us again next week to learn more about
investing with closed-end funds. Until then, stay safe everybody.

Recorded on April 15th, 2021

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/
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Disclosure: Listed closed-end funds and business development companies trade on exchanges at prices
that may be above or bellow their NAVs. There is no guarantee that an investor can sell shares at a price
greater than or equal to the purchase price, or that a CEF’s discount will narrow or be eliminated.
Nonlisted closed-end funds and business development companies do not offer investors daily lliqudity: often
on a small percentage of share on a quarterly or semi-annual basis. CEFs often use leverage, which can
increases a fund’s risk or volatility. The actual amount of distributions may vary with fund performance
and other conditions. Past performance is no guarantee for future results.
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