A spoonful of Saba

Maybe the past year’s activism is the long-term medicine the industry needed?

Ever since Saba Capital announced plans for seven of the trusts
the firm had built stakes in in December 2024, commentators
have largely decried their presence as negative for the investment
trust industry. Opinions mostly accused the firm and its founder,
New York-based Boaz Weinstein, of acting purely in self-interest,
rather than being the industry saviour he claimed to be, and of
being short-term focussed at the expense of long-term outcomes.

| think there is a lot of truth to this: after all, Boaz has proposed
for several trusts to wind up, which would lock in a gain for Saba
but remove some differentiated propositions from the sector,
reducing investor choice. Indeed, Saba remains involved in a
number of trusts with interesting and valuable strategies, which
are under threat as a result. However, the fear of becoming a
target has spurred the boards of several trusts into taking action
to increase their trusts’ appeal, with the goal of narrowing
discounts and therefore making any activist activity less likely. If
these measures have the desired results, could the whole Saba
episode have been a benefit to the industry, as short-term pain
for a long-term gain?

Shareholder-friendly changes

There has been a flood of news in recent weeks of many
investment trusts adopting new policies, ranging from conditional
tender offers to bumper enhanced dividend policies, with

the express goal of increasing the appeal to a wider range of
shareholders and helping to narrow the discounts.

One example is Montanaro UK Smaller Companies (MTU), which
has undertaken a substantial share buyback, tweaked its fee
structure, and increased its dividend to c. 6%. The latter will be
achieved by using an enhanced income strategy, drawing on a
combination of underlying income and capital, to pay out 1.5% of
NAV per quarter, an increase of 50% on the previous target. This
has made MTU one of the highest-yielding trusts in the AIC UK
Smaller Companies sector, an asset class not typically associated
with high income. As such, we think the trust may attract a new
group of investors who want to build an income portfolio from a
diverse range of assets, and relish the opportunity to have a high-
yielding, growth-focussed strategy in an income portfolio.

MTU’s share buyback, undertaken in February 2025, was the first
time the trust had used this capability since the financial crisis in
2008. Around 20m shares were bought back, equivalent to c. 12%
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of the share capital. This was also roughly the same
as Saba Capital’s stake in the trust, with the activist
firm no longer appearing on MTU’s shareholder
register, meaning this action was likely done to
remove the activist’s interest. Whilst this may be
viewed as a large use of capital over the short term
in a sector that is frequently touted as undervalued,
buying back shares at a discount will have been NAV
accretive.

These changes seem to have had a positive impact
on the discount so far. On the evening of the
announcement of the policy changes (06/06/2025),
the trust was trading at a discount of c. 13.6%, which
has narrowed to 10.5% as of 17/06/2025. This move
looks even more favourable when comparing MTU

to the average discount of the peer group. Before
the announcement, MTU’s discount was trading at
around 2% below the sector average, but has been
trading at a premium to the average since, which
stands at c. 2.2% at the time of writing. So the
changes have led to a boost to the share price, and
the high yield could well be attracting new investors.
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Whilst the changes announced by MTU and the subsequent
improvement in the rating are arguably a direct result
of Saba’s approach, there are other trusts not directly
affected that have introduced shareholder-friendly
measures. Two Baillie Gifford trusts are key examples
here. As a firm, Baillie Gifford has been one of the main
targets of Saba’s attacks, with three of the initial seven
requisitioned trusts managed by the firm. However, in
March and April 2025, respectively, Baillie Gifford Shin
Nippon (BGS) and Pacific Horizon (PHI) both announced
the introduction of tender offers.

In the case of BGS, the trust will offer investors a 15% exit
at NAV, should returns fail to beat the benchmark over the
next three years. PHI will offer a slightly higher 25% tender,
albeit with a performance period of five years. Whilst
these aren’t immediate perks for shareholders, it does,

in our view, show an acknowledgement of challenging
performance, and a willingness to offer something to
shareholders should this not turn around. We can’t say for
sure whether Saba’s activism played a role in the board’s
decisions in each case, but it has certainly created an
environment in which boards are feeling the pressure to
take shareholder-friendly actions.

Another trust making radical changes is JPMorgan Asia
Growth & Income (JAGI). In the past year, the trust hiked
its target dividend to 6% of NAV per annum, boosting it

by 50%, which, like MTU’s, will be funded from capital

if necessary. This was done with the explicit goal of
differentiating the trust from its peer group and increasing
the appeal amongst a wider pool of investors. Furthermore,
the board also announced a plan to introduce gearing

for the first time in a number of years, with the goal of
generating additional alpha over the long term. The level
of gearing is initially capped at 5% to assess the impact,
with the goal of increasing this over time, should it have
the desired results. Whilst this hasn’t explicitly been done
in response to any specific activist action, the timing is
interesting and could perhaps make it less open to attack
from activists.

One of the more interesting strategy changes of late, in
our view, is Polar Capital Global Financials (PCFT). This is

the only trust specialising in financials in the investment
trust sector and yet traded at a discount for much of the
past three years, despite the sector arguably being a
beneficiary of the higher interest rate environment. PCFT’s
discount has closed in the past year as the trust has
approached its tender offer in June 2025, which allows
shareholders to elect for all of their investment back close
to NAV every five years. Whilst this policy is likely to deter
most activist activity, other changes made earlier in 2025
have enhanced the offering even further, in our view. In
the first half of 2025, the board adopted an enhanced
dividend strategy of 4% of NAV, having previously had a
progressive policy that yielded between 2% and 3%. Whilst
this obviously increases the appeal to income-seeking
investors, we believe the potential knock-on effects

are most interesting. The managers had previously had

an allocation to fixed income of up to 10% to help with
revenue generation. Now this is no longer necessary, as
income will be paid from capital, they can use the fixed
income allocation elsewhere, including adding to areas
such as emerging market banks. This adds considerable
alpha potential for the trust over the long term, as not only
is capital reallocated from one unlikely to offer growth to
one with significant growth potential, but these are also a
very low weight in the index, meaning by investing here,
PCFT could generate strong alpha over the long term, which
has often been a challenge for the trust.

Fig.2: PCFT Sector Allocations
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We think this is a prime example of the long-term benefits
Saba, or the threat of similar activity by other activists,
may have caused. Whilst PCFT had a respectable policy for
managing its discount, the board has gone even further to
enhance the trust, which could help the managers deliver
NAV outperformance over the long term to the benefit

of shareholders and provide a strong defence against

any potential activist. Ultimately, whatever the driving
force behind the litany of changes we have seen in many
places in the industry — whether it be Saba’s attack or a
coincidence of timing — the result is a better environment
for investment trust shareholders and a more healthier,
more attractive universe for them to choose from.
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Conclusion

The period of activism over the past few months has been
uncomfortable for many in the industry, and whilst it has
caused upheaval and challenges for those targeted, it may
have sparked changes in several other trusts to adopt
policies that can enhance shareholder returns and investor
appeal, meaning they are less likely to become the next
targets.

In many cases, these adopted measures offer further
differentiation to open-ended funds or ETFs, too, which
could even encourage new capital into the investment trust
sector. For this reason, | think Saba’s actions may arguably
end up having been positive for the sector, at least when
we look back on it in future.

| don’t want to diminish the negative effects—some of the
targets chosen by Saba have not deserved being singled
out, and in the short term, they are effectively reducing
investor choice. However, perhaps in future we will see this
episode as a necessary trial by fire which leaves the sector,
tempered by that heat, stronger as a result.

Click here to register for our summer event ‘Livin’ on a
prayer (we’re halfway there)’ 30th June - 3rd July
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