
Market environment
Sentiment in credit markets was good 
during the second quarter and the 
fund posted capital gains in addition to 
accruing interest. This was despite some 
weakness following the unexpected 
Brexit vote at the end of June. We 
had said that we did not expect the 
credit quality of our companies to be 
meaningfully impaired in the event of a 
“Leave” vote, and, while this vote was 
clearly negative for the equity prices of 
our securities, the effect on our bond 
prices was muted. We took advantage 
of the initial price markdowns to add to 
5.5% Legal & General 2064 at a yield 
of nearly 6.5%, and 7.875% Old Mutual 
2025 at a yield of 7.5%. Prices have since 
recovered. The expected slower growth 
forecasts may hamper earnings, but we 
expect continued strengthening of the 
capital bases of our financial companies. 

Most of our purchases during the quarter 
took place in the secondary market, 
where we were often able to obtain 
over 6% yields in investment grade 
companies. The biggest price gains over 
the quarter were in non-financial names, 
such as Tesco and Glencore. Given 
the current very low government bond 
yields and the accommodative monetary 
policy of the Bank of England, our prices 
are well supported by the relatively 
high yields when it is difficult to obtain 
significant income elsewhere. 

Performance
The fund gained 1.9% in the second 
quarter, versus the Barclays Sterling 
Aggregate Corporate Total Return index, 
which gained 4.7%, due to its correlation 
with lower generic rates. 

There are two important sources of 
return for the fund. The first, which is 
significant and always positive, is the 
yield from the underlying bonds. Yield 
is the most important component of the 
fund with a yield to maturity of 5.74%. On 
a quarterly basis, this is not necessarily 
the predominant feature, but it should 
not be underestimated. In particular, due 
to the inclusion of floating rate notes, 
which currently have lower yields than 
the average, the fixed-rate bonds provide 
a large part of this income return. The 
second component of return for the fund 
is capital gain or loss. In itself this can be 
broken down into realised and unrealised 
capital gains or losses. In general, as 
the fund follows a fundamental buy-and-
hold strategy, with limited turnover, this 
component of returns is largely the result 
of prices being marked up and down.

Performance contributors
The three top contributors added in 
aggregate 0.5% to the fund. They 
included 5.7% Prudential 2064 where the 
price increased from 93.375% to 97.75%, 
6% Glencore 2022 where the price 
increased from 94.985% to 102.125%, 
and 4.875% Tesco 2042 where the price 
increased from 77.375% to 83.75%. 

Performance detractors
The three performance detractors in 
aggregate subtracted less than 3 basis 
points from the value of the fund and 
were related to some marginal price 
declines in 3.5% City Natural Resources 
2018 bonds, 8.75% REA 2020 bonds and 
8.5% Skipton undated securities.

Positioning
For some time, we have positioned the 
fund in anticipation of a normalisation of 
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interest rates, even if this takes longer 
than originally anticipated. Yield is a 
significant component of returns, with 
a yield to maturity of 5.74% compared 
with 2.85% of the benchmark. This is 
despite holdings in discounted floating 
rate notes, where interest is refixed every 
three, six or 12 months based on either 
short-term Libor or on 10-year rates. 
These securities will benefit from higher 
interest rates: the higher the interest rate, 
the higher the refix rate. We also take 
advantage of fixed-to-floating bonds, 
where the coupon is fixed until the first 
call date within five to 10 years and then 
is refixed on a floating rate note basis. 
This limits our exposure to rising interest 
rates.

The fund invests predominantly in 
investment grade issuers, but we are 
prepared to go down a company’s 
capital structure to find the best 
combination of yield, value and capital 
preservation. One feature of the fund is 
the substantial holdings in financials at 
84.4% against the index at 40.7%. While 
many observers associate financials with 
universal banks, we like our investors 
to note that there are many differences 
in business models and balance sheets 
among our different holdings. We clearly 
distinguish between universal banks, 
asset managers, brokers, life insurance 
and non-life insurance companies. Our 
holdings in non-financial companies 
include a variety of names which have 
issued sterling-denominated bonds.

Outlook
With the 10-year Gilt yield below 1%, 
government bonds and bonds linked to 
government bonds provide little yield 
and little protection in the event that 
rates start to rise. Our securities, which 
are largely issued by investment grade 
financial companies, and are often 
investment grade themselves, yield over 
6% in many cases. At this level, even 
undated bonds where interest rates 
are fixed give a high margin of safety. 
In addition, many of our securities are 
fixed to floating securities, meaning 
that the interest rate exposure is limited 
until the interest refix date, often within 
five to 10 years. The reason for these 
high returns is that there is still some 
hesitation towards financial companies 
even though, as mandated by the 
regulator, they continue to strengthen 
their capital bases, thereby providing 
greater security for our investments. We 
expect over the next quarter to continue 
to take advantage of these opportunities 
and also to invest in selected non-
financial securities where we have a high 
conviction in the business and franchise 
of the companies. We will also continue 
to hold a balanced portfolio of fixed-rate, 
fixed-to-floating and some old deeply 
discounted floating rate notes, and 
expect that our current high yields will be 
supplemented by capital gains. 
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For more information, please visit www.gam.com

Important legal information

Source: GAM, unless otherwise stated. Where applicable and, unless otherwise noted, performance is shown net of fees, on a NAV to NAV basis.
This material is confidential and intended solely for the use of the person or persons to whom it is given, or sent, and may not be reproduced, copied or given, in 
whole or in part, to any other person. It is aimed at sophisticated, professional, eligible, institutional and/or qualified investors who have the knowledge and financial 
sophistication to understand and bear the risks associated with the investments described. Nothing contained herein constitutes investment, legal, tax or other 
advice, nor is it to be solely relied on in making an investment or other decision. It is not an invitation to subscribe and is by way of information only.
Investments should only be made after a thorough reading of the current prospectus, offering memorandum, the Key Investor Information Document “KIID”, the 
articles of association and the current annual and semi-annual reports (the “legal documents”), as well as after consulting an independent finance and tax specialist. 
The legal documents can be obtained in hard copy and free of charge from the addresses indicated below.
This material mentions sub-funds of GAM Star Fund p.l.c., registered office at George’s Court, 54-62 Townsend Street, Dublin 2, Ireland, an umbrella investment 
company with variable capital and segregated liability between the sub-funds, incorporated under the laws of Ireland and authorised by the Central Bank of Ire-
land (CBI) as a UCITS Fund in accordance with the Directive 2009/65/EC. The Management Company is GAM Fund Management Limited, George’s Court, 54-62 
Townsend Street, Dublin 2, Ireland. Some of the sub-funds may not be registered for sale in all jurisdictions. Therefore, no active marketing must be carried out for 
them. Subscriptions will only be received and shares or units issued on the basis of the current fund prospectus.
AUSTRIA The legal documents can be obtained in German, free of charge, from the Paying and Information Agent in Austria, UniCredit Bank Austria, Schottengasse 
6 - 8, A-1010 Vienna or on the internet at www.gam.com. DENMARK: This document is destined exclusively for professional or institutional investors in Denmark 
and shall not be passed on to third parties. Particularly, this document shall not be used as advertising material for distribution to retail investors or any other kind 
of public offering of the funds, their sub-funds or share categories. The English version of the prospectus, the articles of association and the most recent published 
annual- and semi-annual report, as well as the Danish version of the KIID, can be obtained free of charge on the internet at www.gam.com. FINLAND The English 
version of the prospectus and the Finnish version of the KIID can be obtained, free of charge, on the internet at www.gam.com. GERMANY The legal documents can 
be obtained in English respectively for the KIID in German, free of charge, from the information agent Bank Julius Baer Europe AG, An der Welle 1, D-60322 Frankfurt 
am Main or on the internet at www.gam.com. Paying Agent is Bank of America N.A., Frankfurt Branch, Neue Mainzer Strasse 52, 60311 Frankfurt am Main. IRELAND 
The legal documents can be obtained in English, free of charge, from the Management Company GAM Fund Management Limited, George’s Court, 54-62 Townsend 
Street, Dublin 2 or on the internet at www.gam.com. LUXEMBOURG The legal documents can be obtained in German, free of charge, from the Paying Agent in 
Luxembourg J.P. Morgan Bank Luxembourg S.A., 6, route de Trèves, L-2633, Senningerberg or on the internet at www.gam.com. THE NETHERLANDS The English 
version of the prospectus and the Dutch version of the KIID can be obtained free of charge on the internet at www.gam.com. NORWAY The English version of the 
prospectus and the Norwegian version of the KIID can be obtained, free of charge, on the internet at www.gam.com. SPAIN The legal documents can be obtained 
in English, respectively for the KIID in Spanish, free of charge, from the Paying Agent in Spain, Bank of America N.A., Madrid Branch, Calle Del Capitan Haya No. 
1, Apartado 1168, 28020 Madrid or on the internet at www.gam.com. SWEDEN The English version of the prospectus and the Swedish version of the KIID can be 
obtained free of charge from the Paying Agent, SEB Merchant Banking, Sergels Torg 2, SE-106 40 Stockholm or on the internet at www.gam.com. SWITZERLAND 
The legal documents can be obtained in German, free of charge, from the Swiss Representative: GAM Capital Management (Switzerland) Ltd., Hardstrasse 201, CH 
- 8005 Zurich. Paying Agent is State Street Bank International GmbH, Munich, Zurich Branch, Beethovenstrasse 19, CH-8027 Zurich or on the internet at www.gam.
com. UK As far as UCITS domiciled in Ireland described herein are recognised schemes under section 264 of the Financial Services and Markets Act 2000. Copies of 
the legal documents can be obtained in English, free of charge, from the Facilities Agent GAM Sterling Management Limited, 20 King Street, London SW1Y 6QY (au-
thorised and regulated by the FCA) or on the internet at www.gam.com. Investments in the funds are not protected by the Financial Services Compensation Scheme. 
In Hong Kong, this material is restricted to professional investors (as defined in the Securities and Futures Ordinance (Cap 571)) only. In Singapore, this material is 
limited to institutional investors (as defined in the Securities and Futures Act (Cap.289)) (‘SFA’) only and does not constitute to an offer to subscribe for shares in any 
of the funds mentioned herein. In other countries in Asia Pacific, this material should only be distributed in accordance with the applicable laws in the relevant juris-
diction. In Japan, the fund mentioned herein shall not be disclosed publicly pursuant to the Financial Instruments and Exchange Law (the “FIEL”) nor registered for 
public sale or private placement pursuant to the Law on Investment Trusts and Investment Companies. Therefore, none of the shares of the fund mentioned herein 
may be solicited in Japan or to residents in Japan. This material is intended for circulation to professional, institutional and/or qualified investors only. Any person in 
receipt of this material is not allowed to distribute it to residents in Japan nor communicate to residents in Japan about the fund mentioned herein. Shares of the fund 
have not been registered under the US Securities Act of 1933, as amended (the “Securities Act”) and the fund is not registered under the US Investment Company 
Act of 1940, as amended (the “Company Act”). Accordingly, unless an exemption is available, such shares may not be offered, sold or distributed in the United States 
or to US persons. However, pursuant to an exemption from registration under the Securities Act and the Company Act, the shares may be sold or resold in the United 
States or to certain qualified US investors.

The views expressed herein are those of the manager at the time and are subject to change. The price of shares may go down as well as up and the price will 
depend on fluctuations in financial markets outside GAM’s control. As a result an investor may not get back the amount invested. Past performance is not 
indicative of future performance and reference to a security is not a recommendation to buy or sell that security. Holdings and allocations are subject to change. 
Prices quoted refer to accumulation shares, unless otherwise stated. Historic data may be subject to restatement from time to time. Within the UK, this material has 
been issued and approved by GAM London Ltd, 20 King Street, London SW1Y 6QY, authorised and regulated by the Financial Conduct Authority.


