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We interviewed two of the principal
Royce portfolio managers: David

Nadel, Principal Portfolio Manager and Steve
Lipper, CFA-Senior Investment strategist and
Managing Director of Royce
Fund Services.

Chuck Royce serves as the
Lead Portfolio Manager for all
three of Royce’s closed-end funds
and has more than 40 years of
small and micro-cap investment
experience. In 1986, he created
the Royce Value Trust
(NYSE:RVT) which has consis-
tently outperformed its
benchmark by large margins. Two
other closed-end funds followed:
Royce Value Global Trust
(NYSE:RGT) and Royce Micro-
Cap Fund (NYSE:RMT).
Nadel is an Assistant Portfolio

Manager for Royce Global Value
Trust (a smaller and newer
closed-end fund) and is the
Portfolio Manager for the open-
end Royce International Premier
Fund. Nadel has more than 25
years of international small cap
investment experience.
Son of Mike Lipper (long-

time manager of Lipper
Analytical), Steve Lipper
graduated from the Wharton
School at the University of
Pennsylvania and afterwards went
into investment management. He
initially joined a small DC-based
brokerage firm before becoming a
member of an investment team to a very large
foundation headquartered in suburban D.C.
Lipper earned his CFA designation while
working at this foundation, and when Lipper
Analytical was sold to Reuters, he went to
work at Lord Abbett where he had a variety of

The Royce Funds Are Committed to a
Disciplined Approach

roles, including membership in its Asset
Allocation Invest ment Committee.

The Royce Funds:
Persistent Excellence
Royce & Associates, LP were
founded in 1972 by Chuck Royce
who opened the firm with the
Royce Pennsylvania Mutual
Fund. He later moved into closed-
end funds. Total assets of the firm
were about $17 billion as of the
September 30, 2017. Royce
enjoys one of the longest tenures
of any investment mutual fund
manager.
Royce has a clear message:

“He tries to stay with the market
in an up-market environment and
focuses on doing a better job on
the downside.” He feels this was
the best way to serve his clients.
His first closed-end fund, Royce
Value Trust, also had a clear goal:
“Find small cap stocks with
relatively good values.” He said it
would take time and sometimes
years for the market to recognize
the value of a particular business,
but this patience made him a very
successful investor. (Source: The
Royce Funds)
CEFA telephoned Royce &

Associates for this interview and
spoke to David Nadel and Steve
Lipper.
SL: Good Morning, David and
Steve. 

Lipper: Good morning, George.
SL: Please tell us about your first closed-

end fund, Royce Value Trust.
Lipper: Royce Value Trust (NYSE:RVT)

primarily invests in U.S. small and micro-cap
stocks, while Royce Global Value Trust

THE SCOTT LETTER is intended to
educate global investors about
closed-end funds. Closed-end funds
can be a valuable and profitable
investment tool. To learn about
closed-end funds, visit our web site,
www.CEFAdvisors.com, and in
particular, read our article, What Are
Closed-End Funds. 

Feel free to forward this newsletter to
anyone who you believe could benefit
from information on closed-end funds
or global portfolios.

We are pleased to announce a free
Business Development Company
(BDC) data website that is the first
we know to exist to cover the sector.
It is powered by our CEF Data
Project and offered to help give a
centralized place to go for information
all public BDCs. The link is
www.BDCUniverse.net, and we
encourage your feedback as we
improve the resource.

Closed-End Fund Advisors now offers
free public BDC/CEF Fund profiles at
www.CEFData.com.

CEFA now offers over 30+ CEF/BDC
indexes to help benchmark the
universe. More information is
available at www.CEFData.com/index

– George Cole Scott,
Editor-in-Chief

– John Cole Scott,
Contributing Editor
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(NYSE:RGT) invests in U.S. and non-U.S.
small and mid-cap stocks. Currently RGT
holds over 70% in non-U.S. stocks.
As of September 30, 2017, the three

Royce closed-end funds – RVT, RGT and
RMT – are valued at about $2 billion.

SL: Please tell us more about your
investment strategies.

Lipper: The only difference between
RVT and RMT lies in capitalization, as the
geography, methodology, process and
discipline are identical. Both of these
strategies currently invest about 15%-20%
in companies outside the U.S.

SL: Please tell us about your invest-
ment approach for small and micro-cap
funds.

Lipper: One type of company we like
to find is what we call “Premier
Compounders” which are
companies we feel have leadership
in their niche. These are companies
that we can hold for a long time.
This means that we favor companies
that are superior businesses and
measure them based on their
profitability. We also prefer strong
balance sheets so when a recession
comes, we can feel comfortable the
companies can survive. We look for
good valuations, including any debt
the company has relative to its free
cashflow. That is the largest part of
what we do.
We are very mindful of the arithmetic.

If you go down by 20% in price, you have
to go up by 25% just to break even. As an
example, take a look at the upside/
downside posture of RVT since 1986. It’s a
pretty good example of what we have been
managing over the past 30 years.

SL: Please tell us more about some of
the companies that you invest in.

Lipper: Our largest holding in RVT is
a company called Ash Grove Cement,
which we have held for a long time. We
like the cement business; it’s very dull but
good business. The company is well run
and has attractive profits. The company is
now being acquired by a foreign cement
company that recognizes its value – a good
but undervalued holding. Well-run
companies can bring attractive profits.

SL: Why does Royce offer closed-end
funds?

Lipper: We are always happy to offer
closed-end funds as an alternative to
mutual funds. Some investors prefer open-
end funds while others prefer closed-ends.
We want to make our investment strategies
available where people want to invest.

SL: How much interest do you have in
the emerging markets?

Nadel: In RGT, we are in the emerging
markets as the fund charter allows us to
invest in both developed and emerging
markets. However, we don’t have a large
emerging market weighting.
We see our companies as superior

businesses selling at attractive prices. Once
we are comfortable that the companies are
the leading ones in their industry, we tend
to look at valuations.

We are confident in the mix of
developed international markets in terms
of the strategy that we pursue in these
markets. Our bias is towards companies
with very high market shares in their niche
and those quality companies with long
operating histories and world class
corporate governance.

SL: Does Royce & Associates invest in
Swiss companies?

Nadel:Yes, VZ Holding Corporation is
a Swiss company that has a remarkable
history and is among the top ten companies
in Switzerland.
Professor James Braiding wrote a book

that tells the story behind the Swiss
success. His book is extremely insightful
and easy to read. He also did a great job of
uncovering the secrets of Switzerland. 

SL: I learned much about Switzerland
from investing our clients in The Swiss

Helvetia Fund. This fund was managed by
Georges de Montebello. He was the
brother of Phillippe de Montebello,
Director of The Metropolitan Art Museum.
Georges was a great mentor during the
early part of my investment career, and
when he moved to New York, we
frequently interviewed him for The Scott
Letter.
As you may know, Switzerland has no

debt and has superbly managed companies.
The country also has the unusual history of
not only avoiding wars but serving as a
rescue center for war refugees. They have
financially bailed out many countries and
have a great banking system.
David, does RGT have many

commodity-oriented stocks?
Nadel: In RGT, we don’t have a heavy

exposure to commodity stocks as we do
not emphasize them. We are
overweight in material stocks, as
chemicals have higher margins.
These specialty companies include
Victrex, a global leader that has
tremendous pricing power. This
company makes a sophisticated
form of plastics that is part of the
Boeing Dreamliner. We have held
this company a long time.
SL: What are your views about
stock market corrections?
Lipper: Our view about a correc-

tion of a 10% decline is that it’s not an
indication of a bear market, but it is a
correction in a bull market. Many investors
have forfeited lots of money waiting for a
correction that makes funds more buyable,
or they may foolishly sell out of what they
think is a coming crash.

SL:Don’t you think that they should be
buying rather than selling?

Lipper: You got that right! One of the
advantages we have with closed-end funds
is we can very easily take advantage of
volatility to our investors’ advantage. If we
have a market correction and there are
redemptions in our open-end mutual funds,
it can be a little difficult to buy stocks.

SL: What causes a bear market in your
opinion?

Lipper: Bear markets are caused by
two things: economic recessions and
aggressive central bank rate raising.
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Neither of those are on the horizon for
several years. Even in the international
markets, you have a margin of safety when
it comes to those issues because the returns
from those long-struggling markets have
been bearish, which sometimes panic
investors.

SL: Do you expect inflation to rise
much?

Nadel: Inflation is in a few areas but
not as much in the developed markets
where we focus. There really is just a blip
of higher inflation in the developed
markets, but India and China are a different
scenario.

SL:We invest much of our funds in the
global stock markets. What is your strategy
with individual companies?

Nadel: There is a preference toward
very high quality companies with long
operational histories and specifically with
companies that have high market share
dominance in their niche. We also look for
companies with world-class corporate
governance.

SL: We are also high on corporate
governance. Do you invest much in
commodity stocks?

Nadel: We don’t have a heavy
exposure to commodity stocks because that
is not a great emphasis for us philosophi-
cally. We are overweight in materials,
which are considered to be commodity
stocks but not much of what is really
considered traditional commodity stocks.
The specialty chemical area is really

filled with some powerful business models.
We consider companies with tremendous
pricing power as opposed to companies
that pull stuff out of the ground. Despite all
of that, we try to orient our portfolios
toward cleaner businesses; less than 1% of
our holdings are classified as dirty
businesses.

SL: As the calendar moves forward,
RMT moved higher so we were able to buy
more shares to include some of our clients
who missed the first go-around. RMT has
been volatile because of its ex-dividend
date. By doing that, we raised the price
somewhat, but we now have an incoming
dividend. CEFA is here to help build our
clients’ portfolios. I call this a game of
“bargain pricing.”
What is Chuck Royce doing now?
Lipper: Chuck is very actively

managing portfolios on a daily basis. I

spoke to him yesterday about a particular
holding. He’s the lead manager for each of
the three closed-end funds.

SL: Thank you, Steve, for such an
enlightening interview. By the way, I have
just learned from one of your older Annual
Reports (dated about five years ago) that
Chuck mentioned fees might be lowered
for his mutual fund clients as encourage-
ment for them to invest more of their
money into their mutual funds. Do you
know if anything happened with that idea?

Lipper: We have lowered fees on a
number of our funds over the years and
added breakpoints to others, so the
management fee will decline as assets
grow.

SL: Thank you for this very interesting
and informative interview. John Cole Scott
and I look forward to seeing you and others
later this month. n

Disclosures

Clients and employees of CEFA as well
as its family members own shares of RVT,
RGT and RMT at the time of this
interview. We will wait three business days
after publication before executing any buys
or sells in RVT, RGT and/or RMT.
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                                                       4Q17*          1 Year          3 Year          5 Year         10 Year        15 Year        20 Year        25 Year        30 Year         Since Inception

Royce Value Trust (NAV)               3.85             19.38           11.63            13.47            7.18             10.79            9.45           10.73            11.53         10.83    11/26/1986
Russell 2000                                    3.34             14.65            9.96            14.12            8.71             11.17            7.89             9.54           10.46           9.66
The Fund invests primarily in securities of small-cap and micro-cap companies, which may involve considerably more risk than investing in larger-cap companies. The Fund’s broadly diversified
portfolio does not ensure a profit or guarantee against loss. From time to time, the Fund may invest a significant portion of its net assets in foreign securities, which may involve political, economic,
currency, and other risks not encountered in U.S. investments.

Royce Micro-Cap Trust (NAV)       2.93             17.67            8.21            13.65            7.75             11.51            9.84                                                  11.09    12/14/1993
Russell 2000                                    3.34             14.65            9.96            14.12            8.71             11.17            7.89                                                    9.31
Russell Microcap                             1.80             13.17            8.91            14.29            7.68             10.34             N/A                                                     N/A
The Fund normally invests in micro-cap companies, which may involve considerably more risk than investing in larger-cap companies. The Fund’s broadly diversified portfolio does not ensure a
profit or guarantee against loss.

Royce Global Value Trust (NAV)   6.14             31.07          12.04                                                                                                                                     7.50    10/17/2013
Russell Global Small Cap                5.51             23.33          10.54                                                                                                                                     8.16
The Fund invests primarily in securities of small-cap and mid-cap companies, which may involve considerably more risk than investing in larger-cap companies. The Fund’s broadly diversified
portfolio does not ensure a profit or guarantee against loss. From time to time, the Fund may invest a significant portion of its net assets in foreign securities, which may involve political, economic,
currency and other risks not encountered in U.S. investments.
________________

*Not Annualized

Important Performance and Expense Information: All performance information reflects past performance, is presented on a total return basis, net of the Fund’s investment advisory fee, and
reflects the reinvestment of distributions. Past performance is no guarantee of future results Current performance may be higher or lower than performance quoted. Returns as of the recent month-
end may be obtained at www.roycefunds.com. The market price of the Fund’s shares will fluctuate, so that shares may be worth more or less than their original cost when sold.

Source: The Royce Funds

Royce Value Trust, Royce Micro-Cap Trust and Royce Global Value Trust 
Performance as of December 31, 2017

https://www.roycefunds.com/


DISCLAIMER: The views and opinions herein are as of the date of publication and are subject to change at any
time based upon market or other conditions. None of the information contained herein should be constructed as
an offer to buy or sell securities or as recommendations. Performance results shown should, under no
circumstances, be construed as an indication of future performance. Data, while obtained from sources we
believe to be reliable, cannot be guaranteed.

Use or reproduction of any or all of The Scott Letter: Closed-End Fund Report requires written permission from
Closed-End Fund Advisors. All rights reserved.

we bought shares of RMT, and by the end
of the day, clients holding RMT had large
profits. It happened again recently a few
weeks later, so we repeated our research
and buy strategy. Thus, we were able to
give each investor who participated a large
gain. This is an example of what we can do
in a market correction.
As Steve Lipper told us in our

interview, “Our view about a correction of
a 10% decline is that it’s not an indication
of a bear market, but it is a correction in a
bull market.” Many investors have
forfeited monies, waiting for a correction
that is more buyable.
A future Scott Letter will feature an

interview with The Templeton Emerging
Markets Fund. Investment manager Mark
Mobius, who has left the top post, but we
understand that he will be accessible for
the interview.
We are especially interested in Mark’s

views on China and India, two nations
which are going through dramatic changes
in their economies. These emerging
markets saw positive performances in 2017
and outperformed developed markets for a
second year in a row.
Mobius also sees Asia as the most

exciting region with a range of opportuni-
ties from China to South Korea. He is
particularly interested in India and Taiwan.
“There are many opportunities for long-
term for investors,” he said.
At CEFA, we strive everyday to do our

very best to manage our clients’ closed-end
fund portfolios. Feel free to contact us via
phone (804-288-2482) or via e-mail
(info@cefadvisors.com) with any
questions you might have. We look
forward to hearing from you. n
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Portfolio Managers’ Review

In its “World Economic Outlook, January2018”, the International Monetary Fund
projects the global economy could grow
3.9% in 2018, up from 3.7% in 2017 and
3.2% in 2016. India (7.1%) and China
(6.8%) are expected to lead GDP growth in
the emerging markets, while it anticipates
the U.S. (2.7%), Spain (2.4%), Germany
(2.3%) and Canada (2.3%) to lead GDP
growth in the advanced economies.
“Every major economy on earth is

expanding at a synchronous wave of
growth that is creating jobs, lifting fortunes
and tempering fears of popular discontent,”
according to Peter Goodman of The New
York Times. Factories are humming with
this global economic growth, leading to
more employment opportunities and wage
increases for the middle class. (Source:
“Every One of the World’s Big Economies
is Now Growing,” The New York Times,
January 27, 2018)
According to Goodman, consumers

overall appear to be doing better. If so, the
world has escaped a global downturn. We
hope this global economic expansion, in
fact, is applicable to all classes of people.
“2017 saw many federal regulations

nixed by the new administration of
President Trump, who thought his
predecessor took regulations too far. 2018
will be a year for writing new rules to
implement the White House’s favored
policies .... The economy also remains on
solid footing.” (Source: The Kiplinger
Letter, February 9, 2018)
As the global stock markets slumped,

we were able to take advantage of stock
market weakness and bought shares of
Royce Micro-Cap Trust (NYSE:RMT) for
our clients.
The shares were trading near their

highs, but suddenly they started dropping
dramatically. Our research indicated no
dramatic changes within the firm or
holdings. With this and other information,

https://www.nytimes.com/2018/01/27/business/its-not-a-roar-but-the-global-economy-is-finally-making-noise.html
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