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e capital gains tax
e lliquid securities
e expectation
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e high cost to own the securities directly

e special investment skills
e expectation



Volatile Investment Sentiments

@ The CEF Premium Mania

< Why CEF Traded In Substantial
Discount for Long Period of Time?

e Investors can reap huge profits by open
ending or liquidating the CEF:

Ex. Invests 80 $ and Gets 100 $ back!

Investment Trust will implement anti- open-
ending measures for its own good.



Volatile Investment Sentiments

& |s the Market Efficient?

< Can one gain excess returns trading
CEFs based on discount?

(The Information Content of Discount)



The Closed End Fund Mania

Price Premium to NAV.(%)

Spain Fund: 140% (Dec. 1989)
20% (Apr. 1990)
First Iberian Fund: 65% (Jan. 1990)
5% (Mar. 1990)
Germany Fund: 80% (Jan 1990)
0% (Apr 1990)
Austria Fund: 85% (Jan. 1990)
0% (Mar. 1990)
MexicoFund: 135% (Jul.-Aug. 1983)
0% (Jan. 1984)
Taiwan Fund: 170% (Feb. 1987)
Korea Fund: 155% (Mid. of 1987)
35% (Oct. 1987)
Thai Fund: 85% (Jan. 1990)

10% (Apr. 1990)
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Strateqgic Plan for the CEF Open-Ending Game
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neculative attack?

e Block Investment Trust's buy orders

e Absent from shareholders meeting
o Kg AT Ko

e Defense Alliances

e Place Ridiculous Buy Orders

e Shareholders meeting



How to pick a target of

speculative attack?

1. D, : discount of a CEF on date t. D, Is known
after market close on date t.

2. AD, = (1/20)(D; + D, ; + -------- + D, ) : 20
days moving average of discount on date t.
AD, Is known after market close on date t.

3. If AD, =20%, the investment trust managing
the CEF must call a shareholders meeting to
vote on the issue of open ending.



How to pick a target of
speculative attack?

4. AD,,, = (1/20)( D,,, + D, + -------- + D, (o)
= (1/20)(20xAD, - D, ;4 + Dy, ,)
By 3., we know that when D,,, = 400% - 20xAD,
+ D, 4, the CEF Is due for a vote on open ending.
5. Let 400% - 20xAD, + D19 = Dyy; - D
known after market close on date t

6. Other thlngs being equal, a CEF with a smaller

"Dy 4 - Dy " Is more likely to call a meeting to
vote on open ending.
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T1

12

T3

T4

ALL

18.57548

26.95419

28.71867

WIN

22.7087

38.6200

40.8287

46.9033

WIN(: 1) %321

28.1573

48.6709

51.8118

57.9167

LOSE

14.7006

16.0175

16.6087
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ALL WIN WINGH & LOSE
4)
T1~T2 8.3 15.9113 20.5136 1.3169
787 (6.4399%)  (7.7955*%)  (1.4014)
(6.
4668%)
T2~T3 1.7645 2.2087 3.1409 0.5912
(2.9768*)  (4.0789*)  (4.9463*)  (0.5896)
T3~T4 - 6.0747 6.1048 -
(4.1267%)  (4.4696%)
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ALL WIN WINGH %5 12) LOSE
T1~T2 8.3787 15.9113 20.5136 1.3169

(4.4668%) (6.4399%) (7.7955%) (1.4014)
T1~T3  10.1432 18.1200 23.6545 1.9080

(4.5745%)  (6.6942%) (8.77456%) (1.1410)

T1~T4 24.1947 29.7594 -

(6.2229%) (7.8006*)
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FT) )
FEE 0 13 3 81.25
izh ESIER:ES)
(Observ
ed) 1 2 13 86.67 %
(PI‘H'J =W = )
£ 2L 15 16 83.87 %
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% B B4 &% I (SE) tie
% #c(Constant) 1.0393 1.5150 0.6860
XL F 457 v 5 0.1711 0.0603 2.839***
(F-Ratio)
X2:iF 2 2% -0.0073 0.0210 -0.3472
(Performance)
X3:% * vk -5.2590 2.1916 -2.3996**
(Management
Fee)
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PLOGITHE 3% I PEELeN? 45 3 10 6] B2 8

T1 T2 T3 T4 TS5
¥ i 0.8079  0.7164 0.9551 0.8663 1.0393
(0.6394) (0.5661)  (0.7446) (0.5869) (0.6860)
X1: o 7 3% 0.0581  0.0614 0.0917 0.1695 0.1711
4t B (1.70)  (L616)  (2.2711*%)  (2.7939***)  (2.8398***)
X2:i6 3 e 0.0066  0.0051 0.0031 -0.0082 -0.0073
r 4 e (0.5959)  (0.4491)  (0.2568)  (-0.41996)  (-0.3472)
X3:% * 1 21451  -2.0251 -2.5010 -4.6579 -5.2590
& (-1.778)  (-1.6912)  (-1.9654)  (-2.3344**)  (-2.3996**)
RIS 67.74%  67.74%  74.19% 87.10% 83.87%
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