
Covered call ETFs have gained significant popularity in recent years, particularly among investors seeking 
higher levels of yield. While covered call writing can be an effective tool under the right circumstances, many 
strategies require investors to make a costly trade-off between high monthly distributions and total return. 
To make informed choices, it’s essential for investors to understand how covered call strategies generate 
income, when these strategies are most effective, and why total return—not just distributions of income and 
capital —should guide investment decisions.

Understanding the Covered Call Trade-Off
Covered call strategies involve selling call options on a portfolio of stocks to generate income. The premiums 
collected from selling call options can supplement dividends, allowing the fund to pay out higher distributions 
than a traditional long-only equity strategy. It is important to understand, however, that covered call strategies 
do not create returns out of thin air. By selling call options, you give up some of the upside potential in exchange 
for immediate option income. This trade-off can be beneficial in certain market conditions but detrimental in 
others.

Covered call strategies tend to perform well in periods of moderate to high market volatility. In such 
environments, option premiums are elevated, and the income generated can enhance risk-adjusted returns. 
These strategies also tend to perform well in flat or range-bound markets, where the opportunity cost of capping 
upside is minimal. Conversely, in low-volatility bull markets, covered call strategies often underperform. When 
markets are steadily rising, the upside cap imposed by the call options can significantly limit gains, making 
the strategy less attractive on an absolute return basis.

One of the most common misconceptions among investors is that higher option premiums automatically 
translate into better income outcomes. While writing options on a higher percentage of the portfolio or closer 
to the money can generate more option premium, it also reduces the portfolio’s ability to participate in market 
gains and will lead to lower total returns over time.

Why Distribution Yield Alone Can Be Misleading
Many investors focus on the yield of a covered call fund without considering the total return of the strategy. 
While a high yield may seem attractive, it doesn’t necessarily mean the strategy is performing well overall. 
If a fund pays more in distributions than it earns through income and capital gains, it will erode investors’ 
capital over time, resulting in a lower total return than could otherwise be realized from investing in the same 
securities directly.

Total return measures the full investment outcome, including both the price return and any income received 
from the investment. It is this figure that ultimately drives long-term wealth creation. Focusing on the total 
return of a strategy, rather than just distribution yield, can help you evaluate and compare performance 
accurately, and avoid potential yield traps where high yields mask poor price performance or unsustainable 
payouts.

Real World Example: QYLD
To illustrate this point, consider the case of QYLD, a U.S.-listed ETF that writes at-the-money calls on the 
NASDAQ-100 index across 100% of its portfolio. QYLD has a current distribution yield of approximately 12% 
but since its inception in 2013, QYLD has delivered an annualized total return of only 7.6%.1 This discrepancy 
highlights that the fund is paying out more than it earns in total return.

While QYLD’s headline yield is very attractive, investors should also consider that on a total return basis, QYLD 
lagged the underlying NASDAQ-100 index by approximately 11% per year on average since December 11, 2013,1 

underscoring the long-term cost of over-distributing under the guise of earned covered call premiums.  In this 
example, the total cumulative return would have been 499 percentage points higher just holding the index 
without covered call writing and the high distribution approach of QYLD.

Brompton Insights                    
Is Your Covered Call ETF Sacrificing Too Much Total Return?

July 31, 2025



$0

$25

$50

$75

$100

$125

$150

$175

$200

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

QYLD NAV QYLD Total Return NASDAQ 100 Total Return

QYLD vs NASDAQ 100 Index

Source: Bloomberg, as of June 30, 2025.

Active vs Passive: Why Strategy Selection Matters
Covered call ETFs vary in how they are managed.

Passive strategies typically write calls on a fixed percentage of the portfolio, either at-the-money or out-of-
the money. These approaches may be able to generate high premiums, but they lack flexibility. They cannot 
respond to changing market conditions or capture upside effectively in bull market rallies.

By contrast, active covered call strategies adjust both the strike price and the portion of the portfolio 
overwritten based on market volatility, sector trends, and macro developments. This provides the opportunity 
for better downside protection and a more thoughtful balance between covered call income generation and 
capital growth. Active strategies require expertise and they are time consuming, which makes them difficult 
for retail investors to replicate on their own.

Brompton’s Tactical Approach
At Brompton, we recognize the importance of adapting our covered call strategy to the prevailing market 
environment. Our funds employ a tactical approach to option writing, typically selling calls that are 3% to 
10% out of the money. We believe this range strikes a balance between generating covered call income and 
preserving upside potential.

During periods of elevated volatility, we increase our overwrite levels to take advantage of higher premiums 
and to reduce portfolio volatility. In contrast, during low-volatility bull markets, we scale back our option 
writing to allow for greater participation in market gains. This flexibility enables us to optimize returns while 
maintaining a consistent and sustainable income stream.

Options for Yield-Seeking Investors
Brompton’s equity covered call ETFs target attractive and sustainable levels of income with the goal of 
maximizing total return, through active portfolio management and active call writing. Additionally, Brompton’s 
Split Corp. Class A shares are designed with built-in leverage for enhanced growth potential which, in addition 
to an active call writing program, can supplement cash flow paid to investors. These funds have proven track 
records of delivering high yields and attractive long-term total returns, with many split share funds dating 
back almost 20 years. 

https://www.bromptongroup.com/coveredcalls/
https://www.bromptongroup.com/discover-split-share-funds/
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This report is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The opinions 
contained in this report are solely those of Brompton Funds Limited (“BFL”) and are subject to change without notice. BFL makes every effort to ensure that 
the information has been derived from sources believed to be reliable and accurate. However, BFL assumes no responsibility for any losses or damages, 
whether direct or indirect which arise from the use of this information. BFL is under no obligation to update the information contained herein. The information 
should not be regarded as a substitute for the exercise of your own judgment. Please read the prospectus or annual information form before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments. Please read the 
prospectus before investing. Exchange-traded funds are not guaranteed, their values change frequently and past performance may not be repeated.

You will usually pay brokerage fees to your dealer if you purchase or sell shares of an investment fund on the Toronto Stock Exchange or other alternative 
Canadian trading system (an “exchange”). If the shares are purchased or sold on an exchange, investors may pay more than the current net asset value 
when buying shares of the investment fund and may receive less than the current net asset value when selling them.

There are ongoing fees and expenses with owning shares of an investment fund. An investment fund must prepare disclosure documents that contain key 
information about the fund. You can find more detailed information about the funds in the public filings available at www.sedarplus.ca. Investment funds 
are not guaranteed, their values change frequently and past performance may not be repeated.

Information contained in this document was published at a specific point in time. Upon publication, it is believed to be accurate and reliable, however, we 
cannot guarantee that it is complete or current at all times. Certain statements contained in this document constitute forward-looking information within 
the meaning of Canadian securities laws. Forward-looking information may relate to matters disclosed in this document and to other matters identified 
in public filings relating to the funds, to the future outlook of the funds and anticipated events or results and may include statements regarding the future 
financial performance of the funds. In some cases, forward-looking information can be identified by terms such as “may”, “will”, “should”, “expect”, “plan”, 
“anticipate”, “believe”, “intend”, “estimate”, “predict”, “potential”, “continue” or other similar expressions concerning matters that are not historical facts. 
Actual results may vary from such forward-looking information. Investors should not place undue reliance on forward-looking statements. These forward 
looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.


