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If rates fall, how might that impact Closed-End Fund discounts?

LCOVAELCEWENS

» Closed-end funds are currently trading at wide discounts which appears to be related, at
least in part, to the rise in the federal funds rate over the past 24 months.

» Based on our analysis, closed-end fund discounts tend to narrow after the Federal Reserve
(the “Fed”) adopts accommodative monetary policy and rates decline.
» Closed-end funds may be an attractive investment if the Fed cuts rates in 2024.

While 2022 was marked by the Fed raising interest rates at a historic pace’, a more measured pace
of rate hikes in 2023 accompanied healthy returns across various asset classes and investment
vehicles. As it stands, the Fed has held the federal funds target rate steady since July of ‘23, and
the race is on to determine what will happen next to interest rates themselves, as well as the
downstream impacts of any such changes. While federal funds futures and bond yields have begun
to price in expectations of Fed rate cuts in 2024, closed-end fund (“CEF”) discounts, a measure of
current market price relative to the net asset value, still stand at historically wide levels. The chart
below not only illustrates deep discounts across CEFs as of 12/31/23, but also how the widening of
discounts corresponded with the rise in the federal funds rate since June of 2021.
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With rates so high and discounts so wide, the question many investors are pondering is what will
happen to these discounts if and when the Fed begins to cut rates? To help answer this question,
we analyzed the last three rate cutting periods to determine which are most appropriate for
comparison to today’s economic environment. From there, we took a closer look at interest rate cuts
during the identified period(s) and the corresponding change in closed-end fund discounts to help
investors understand what may be lurking around the corner.
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1. World Economic Forum: link to webpage.
2. As of 12/31/23; Source: Morningstar Direct—US CEF All Category; Federal Reserve Bank of New York—Federal

Funds Effective Rate.
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Which rate cutting period is most comparable?

Since the year 2000, there have been three rate-cutting periods precipitated by the Fed (illustrated
below): 1) 01/2001 — 06/2003; 2) 09/2007 — 12/2008; and 3) 08/2019 — 03/2020. We analyzed these
three periods in their length, high/low federal funds rate, equity fund flows, market concentration,
corresponding economic conditions, as well as exogenous events that occurred simultaneously.
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When you think back to each of these time periods, most investors will remember the infamous
economic crashes that coincided: the dot-com bubble of the early 2000s, the housing market crash
of 2008, and the coronavirus pandemic that broke out in 2020. Economic crashes aside, these three
market events were anything but similar. Take the pandemic for example. The coronavirus outbreak
was an exogenous event that impacted the financial markets but was not a product of capital market
machinations. Similarly, while the questionable lending and credit rating practices that lead to the
housing market crash are tangentially related to the stock market, the underpinnings of that market
crash are buried far deeper than the tech stock speculation that led to the dot-com collapse.

The shocks to the capital markets spurred by the housing market crash and coronavirus pandemic
further stand out from that of the dot-com bubble due to the corresponding risk-off investment
sentiment experienced during those periods. While equity funds (US and international) continued to
have net positive investment throughout the early aughts ($91bn annual net inflow on average from
2001-2003), equity fund flows decreased in 2008 ($73bn net outflow) and were even further down
($170bn outflow on average) from 2020-20213. This is all to say that while many factors can
influence demand for certain investments, the relationship between interest rates and investment
demand was far more complicated in 2008-09 and 2020, and we therefore believe the rate cutting
period during the early aughts is a more useful comparison to today’s economy.

3. Source: Morningstar Direct. Calendar year net fund flows for US and international equity funds within US Open-end
Funds and ETFs excluding Money Market Funds, Funds of Funds, Feeder Funds, and obsolete funds.
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Which brings us to our last reason for highlighting the early aughts—current equity market
concentration levels haven’t been this high since the dot-com bubble. In fact, the S&P 500 Index is
more concentrated than it has ever been. Over the last 35 years, the average weight of the top 10
stocks in the S&P 500 Index has been 21%. During the dot-com bubble, the combined weight of the
top 10 stocks peaked at 27% while the current figure stands at nearly 31% (as of 12/31/23)%.
Further, the high concentration of US equity market capitalization both during the dot-com period
and right now is heavily dominated by technology stocks. This is not to suggest that we’re on the
precipice of a market crash, but with the stock market, economic conditions, and interest rates all
intertwined, we believe this supports the notion that the rate cutting period of the early 2000s may
be a useful guide when considering what might happen should the fed begin to cut rates in 2024.

Closed-End Fund Discounts as Rates Fall

Zooming in on the period in the early 2000s (featured below), you’ll notice a clear relationship
between the effective federal funds rate decreasing (measured by the right vertical axis), and CEF
discounts narrowing (measured by the left vertical axis). In fact, running a correlation analysis
between all US CEF discounts and the effective federal funds rates during this period results in a
correlation of -0.80, representing a material negative correlation.
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Stepping back from the data, we always want to ensure there’s a sound theoretical case that
supports the relationship we’re seeing. To do so, think about two hallmarks of the closed-end fund
vehicle, relative to both exchange-traded funds (“ETFs”) and mutual funds: 1) CEFs typically have
higher yields, and 2) CEFs can take on more leverage. Both of these differentiating qualities, in
theory, are negatively impacted by higher interest rates, and in turn, positively impacted by lower
interest rates. For example, the relative appeal of a high-yielding investment decreases as the
federal funds rate rises.

4. Source: Morningstar Direct—S&P 500 % Asset in Top 10 Holdings, September 1989 — December 2023.
5. As of 12/31/23; Source: Morningstar Direct—US CEF All Category; Federal Reserve Bank of New York—Federal
Funds Effective Rate.
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The corollary is also true; the benefit of a high-yielding investment is far greater as the federal funds
rate falls toward zero and there are fewer investments offering high yields. Secondarily, the benefit
of taking on leverage is hampered by higher costs of borrowing, which are directly tied to the federal
funds rate. Suffice to say that this logical reasoning aligns with the aforementioned data analysis,
suggesting that lower interest rates may make the CEF vehicle more attractive than ETFs and
open-end mutual funds, in turn driving demand higher, increasing market prices, and narrowing
discounts.

Ultimately, it's unlikely that any single market factor solely drives CEF discount compression and
expansion, but rather a confluence of factors influence these prices and discounts. However, CEF
discounts have historically compressed considerably following relative or absolute lows. In fact, over
the past 20 years the median daily CEF discount in the six months following a relative low (lowest in
two-year period) is 6.6% above that low point. Further, CEF discounts on average, only remain
within one standard deviation of relative lows for 25 days®. All in all, while it's unclear when the Fed
will cut rates and how direct the path toward lower discounts will be, history has shown that
discounts typically narrow considerably after hitting relative lows.

6. Source: Morningstar Direct—daily premium/discount US CEF All Category, January 2004 — December 2023. Relative
lows defined as lowest US CEF All discount within a two-year period (i.e. 2004-2005, 2006-2007, eftc.).

Disclosures:

Although not generally stated throughout, the views described herein reflect the opinion of Clough Capital Partners L.P.
(“Clough Capital”), which opinion is subject to change and none of Clough Capital, its affiliates or any funds or products
they manage shall have any obligation to inform you of any such changes.

Nothing contained herein constitutes investment, legal, tax, accounting, financial or other advice nor should be relied
upon in making an investment or other decision. Nothing herein should be considered an offer to sell, nor a solicitation of
an offer to buy, any security in any fund managed or sponsored by Clough Capital or any of its affiliates, or any other
investment product or security. Offers to sell or solicitations to invest in any funds may be made only by means of a
prospectus or a confidential offering memorandum, and only in accordance with applicable securities laws. Investing
involves risk, including the risk that the entire amount invested may be lost. Investors should consider the investment
objective, risks, charges and expenses of any investment product carefully before investing and should consult their own
professional advisors prior to making any investment decision.

None of Clough Capital, its affiliates nor any funds or products that they manage or sponsor makes any representation
or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing
contained herein shall be relied upon as a promise or representation as to past or future performance of any fund or
product. Past performance is neither a guarantee, nor necessarily indicative, of future results, which may be significantly
affected by changes in economic and other conditions.

Any outlooks or estimates contained herein, or any projections of future economic, financial or other conditions, are
forward-looking statements and, as such, are subject to change without notice and should not be construed as indicative
of any actual events that have occurred or may occur. No representations are made that any such forward-looking
statements will prove to be accurate. There is a substantial likelihood that at least some, if not all, of the forward-looking
statements included herein may prove to be inaccurate, possibly to a significant degree. Furthermore, there can be no
assurance that any portfolio characteristics, holdings or targets referenced herein will be achieved or maintained and any
such information is subject to change without further notice.
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Additional Disclosures:

Investing in closed-end funds involves risk; principal loss is possible. Closed-end funds shares may frequently trade at a
discount or premium to their net asset value (NAV). When sold, shares may be worth more or less than the purchase
price or the NAV. Liquidity is limited to secondary market supply and demand.

Open-end mutual funds, exchange-traded funds, and CEFs are different types of investment vehicles with different
expense structures and different inflows/outflows and distribution requirements. All investments carry a certain degree of
risk and there is no assurance that an investment will provide positive performance over any period of time.

Past performance is no guarantee of future results.

Definitions:

Correlation: a statistical measure that expresses the extent to which two variables are linearly related (meaning they
change together at a constant rate). Ranges from -1 (perfectly negative correlation) to 1 (perfectly positive correlation).
Standard Deviation: a statistic that measures the dispersion of a dataset relative to its mean.

S&P 500 Index: The Standard and Poor's 500, or simply the S&P 500, is a stock market index tracking the stock
performance of 500 of the largest companies listed on stock exchanges in the United States
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