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Global markets ended June stronger despite

concerns that persistent inflation would mean

interest rates remain higher for longer. .






1 month 3 months 6 months 1 year 3 years p.a.* 5 years p.a.* Since inception p.a.*

Net Portfolio Return (Wholesale)** 0.3% 0.5% 2.0% 5.3% 5.7% 4.4% 5.39%

Income - - - 4.0% 3.4% 3.5% 3.6%

Capital Growth - - - 1.3% 2.2% 0.9% 1.7%

Volatility - - - 4.9% 4.9% 5.4% 4.8%

Security Weighting (%)

BHP Billiton Limited 3.34

Telstra Group Ltd 2.53

Coles Group Ltd 2.11

Spark New Zealand Limited 1.85

Wesfarmers Limited 1.84

BONDS &
FLOATING

RATE NOTES
36.4%

OTHER
EQUITIES
26.1%

UTILITIES &
INFRASTRUCTURE
2.6%

The Fund provides exposure to a diversified portfolio across
multi-asset income securities, including access to investments
across the entire capital structure of a company. The investment
approach employed leads to lower overall portfolio risk when
compared to equity markets.
At times, the level of cash or cash equivalents may be higher
where elevated market uncertainties present an elevated risk of
capital loss.

The Clime Australian Income Fund (“Fund”) is a multi- asset class
portfolio that invests in high-quality income generating assets. The
Fund provides exposure to higher yielding securities in both listed
and over the counter markets. The Fund aims to achieve a total
return of 3% p.a. (after fees) over the Reserve Bank of Australia cash
rate, whilst maintaining relative price stability. This fund is
available to retail and wholesale investors.

Fixed Income Strategies

Note: Compound (geometric) returns are used in the above table’s segmentation of Income and Capital Growth. This may result in small differences when compared with a simple addition of
Income and Capital Growth components. Performance figures calculated after all applicable fees and taxes. Figures for more than 1 year are annualised. Compound (geometric) returns are
used in the above table’s segmentation of Income and Capital Growth. This may result in small differences when compared with a simple addition of Income and Capital Growth components.
*Inception: 1 July 2015.
**The returns shown above are reflective of the Wholesale class only. Returns for the Retail class will be lower due to the higher fees associated with this investor class. Portfolio return is based
on the change of the unit price including distributions but excluding franking credits. Franking credits will enhance portfolio returns and historically, have added about 0.2% pa to Fund
returns.
Past results are not a reliable indicator of future performance and results.

Fund Facts

Performance

Fund Benefits

Top 5 Holdings
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Portfolio Sectors

CASH
13.9%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
10.8%

About your Australian
Income Fund

PREFERENCE SHARES 
INCLUDING CAPITAL NOTES 
10%

Hugo De Vries
Investment Analyst

Spiro Courtis
Senior Analyst

Income Strategies

Vincent Chin
Portfolio ManagerThe Fund is designed for investors who:

• Seek regular income above the RBA cash rate in the
form of consistent quarterly cash distributions.
• Are seeking reduced volatility.
• Have a minimum investment timeframe of 3 years.

We aim to identify and manage risk as far as is
practicable at both the individual investment and the
Fund level. Risk management is conducted principally
by careful portfolio construction.

Risk Management

Investor Suitability

https://www.bing.com/ck/a?!&&p=6ba0318ef195a5fc8f05b1157bada0e4b3fc632f32c7367ff3735c539edcb7caJmltdHM9MTY1MjY2MTIxOCZpZ3VpZD02ZjU3OWI0MC04MzQ3LTRhYTMtODc2MS1lOWM5YTEwMDI1YzgmaW5zaWQ9NTQzMQ&ptn=3&fclid=d3a08586-d4af-11ec-a478-2a2a711ec6c8&u=a1aHR0cHM6Ly93d3cubXNuLmNvbS81MC9lbi1BVS8xMGFhNHl0Yz9vY2lkPWFuc01TTk1vbmV5MTE&ntb=1
https://www.bing.com/ck/a?!&&p=953c85bff3d48ab2dfb6c0b401f80ebe504974f84f971ce99efae070523d27f1JmltdHM9MTY1MjY2MTI0OCZpZ3VpZD1lZTRkNDNlOS1jZDY2LTQ5MDgtODljMi0xMWY3MWVkZmY0ZGUmaW5zaWQ9NTQyMQ&ptn=3&fclid=e5b365cf-d4af-11ec-bd7c-d966bbf6549d&u=a1aHR0cHM6Ly93d3cubXNuLmNvbS81MC9lbi1BVS8xMGFhOXZjNz9vY2lkPWFuc01TTk1vbmV5MTE&ntb=1
https://www.bing.com/ck/a?!&&p=f00bdf8fe1e610e9be97ed43ef6a6dc061142dfe6a4f2860706d1bde74757162JmltdHM9MTY1MjY2MTI2OCZpZ3VpZD0wMTJlNDc5NC1hZDk2LTQ4OTItOWU3Ny0wZWE1YzUyYWFmZmEmaW5zaWQ9NTM5NA&ptn=3&fclid=f1e65e78-d4af-11ec-b379-15c11f1edab3&u=a1aHR0cHM6Ly93d3cubXNuLmNvbS81MC9lbi1BVS8xM2FhOHo4bT9vY2lkPWFuc01TTk1vbmV5MTE&ntb=1
https://www.bing.com/ck/a?!&&p=f00bdf8fe1e610e9be97ed43ef6a6dc061142dfe6a4f2860706d1bde74757162JmltdHM9MTY1MjY2MTI2OCZpZ3VpZD0wMTJlNDc5NC1hZDk2LTQ4OTItOWU3Ny0wZWE1YzUyYWFmZmEmaW5zaWQ9NTM5NA&ptn=3&fclid=f1e65e78-d4af-11ec-b379-15c11f1edab3&u=a1aHR0cHM6Ly93d3cubXNuLmNvbS81MC9lbi1BVS8xM2FhOHo4bT9vY2lkPWFuc01TTk1vbmV5MTE&ntb=1
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Market Commentary 

With the uncertainty in global investment
markets, and central banks pushing rates
ever higher, many would be surprised that
global equities managed to rise by 12%
since the start of 2023 according to Reuters.
Global markets ended June stronger
despite concerns that persistent inflation
would mean interest rates remain higher for
longer. 

The ASX 200 Accumulation Index rose by
1.6% in June and 0.4% for the quarter. In
the US, major indexes were higher across
the board and European markets were
likewise stronger. Japan’s Nikkei 225 was
up 7.6% over the month, already having
best year in a decade.

Global bonds ended June slightly weaker
with yields rising and prices falling. The
Australian 10-year bond rose from 3.6% to
4.0% on expectations underlying inflation
would be stickier than earlier anticipated.
The AUD range traded and ended June
largely flat, after spiking mid-month. Gold
and oil were both slightly weaker. 

The Chicago Board Options Exchange's
CBOE Volatility Index (VIX) remained well
under 20, indicating that investors are
becoming more relaxed about market
prospects as the year progresses. Stronger
than expected US corporate earnings,
robust consumer spending and labour data
have pushed out expectations of recession
or improved the likelihood that any
recession is likely to be mild.

During typical global recessions, all areas of
the economy (manufacturing, services,
retail, construction and trade) tend to
decline simultaneously. Yet over much of
the past year, only manufacturing and
trade appeared to be in recession,
according to indicators such as industrial
production, trade volumes, jobs growth by
industry and surveys of purchasing
managers.

The change from shortages to surpluses in
the global market for goods that took place
in mid-2022 may now be shifting to the
global labour market of 2023. It would not
surprise us to see rising unemployment
data over the next few months as high
interest rates start to bite. 

Lending conditions will also contribute to a
weaker jobs outlook. There is a clear
relationship between banks' lending
standards and labour market growth. The
magnitude of the recent tightening in
lending standards from banks in the US,
Australia and Europe points to a potential
shift from job growth to job contraction in
the coming quarters.

While there continues to be a downward
trend in inflation, core inflationary
measures remain stickier than central
banks would like, meaning there may be
one or two rate rises still to come. Signs of
a slowing economy and declining inflation
would allow a pause, meaning that markets
would be able to shift attention from rising
rates to the resumption of growth.

2H Outlook

The second half of 2023 may present fewer
negative surprises, with global central
banks moving toward a pause on rates,
bank stress stabilising, and signs of US-
China tensions cooling. Yet the robust
performance by global share markets'
double-digit returns in the first half may
already reflect expectations of the end of
rate rises and the economic slowdown.
Stocks might have trouble matching those
gains in the second half if weakness
spreads into services industries even as
inflation and labour market growth eases.

Portfolio Commentary 

The Fund’s June quarter and financial year
2023 return was 0.5% and 5.3%
respectively. Over the quarter, 10-year
bonds were sold off with yields jumping
over 4.0%. For FY23, the ASX200
Accumulation Index was up 14.8% reversing
FY22 negative return of -6.5%. 

Below we provide an update on the themes
which we have highlighted in previous
reports. We continue to use these to guide
us as we navigate the near and medium
term while focusing on sustainable income
generation for the portfolio. Whilst this list
of themes is not exhaustive, the salient ones
are described below.
 
1.Property asset capitalisation (cap) rate
expansion cycle

Preliminary valuations as of 30 June 2023
for most real estate investment trusts
(REITs) have now been released by the
relevant managers. In the preliminary
updates, we have observed notable
increases in the cap rate of most REITs
when compared to the levels reported in
December 2022. The increase in cap rates
ranges from around 15 to 50 basis points
and depends on the property type, quality,
and lease expiry profile. 

This has resulted in a reduction in the value
of the net tangible assets (NTA) for a given
portfolio of property assets of up to 10% for
the 6 months to 30 June 2023. We are
seeing most REITs are trading at a 10-25%
discount to their updated NTA suggesting
that further cap rate expansion is priced. 
 
Central banks are being challenged as they
attempt to quell inflation while also trying
to prevent their economies from falling into
a recession due to overtightening. As a
result, based on our view, the recovery for
REITs is now expected to come slightly later
than previously anticipated. 
 
2.Risk of recession

Over the past 18 months inflation in most
developed nations, including Australia, has
escalated drastically. In response, central
banks globally hiked interest rates
aggressively in an attempt to dampen high
inflation. Whilst inflation levels have likely
already peaked, central banks are still
hiking rates, albeit at slower rates than
previously.

The table below shows the reported core
inflation rate and associated cash rate
across Australia’s developed nation trading
partners. 

Typically, the role of a country’s central
bank is to maintain price stability and keep
inflation within a target band (generally
between 2-3%). Based on this, central
banks, particularly in the UK, Australia, and
New Zealand have more work to do to bring
inflation down. We believe that the Reserve
Bank of Australia (RBA) is likely to increase
rates further, despite the pause delivered in
early July. In other news, New Zealand (NZ)
is now officially in a recession given
negative GDP growth. We do not think a
recession will deter NZ’s reserve bank from
further rate hikes to get inflation under
control. US Federal Reserve Chair Jerome
Powell recently indicated that investors
should expect a minimum of two further
rate hikes following the Federal Open
Market Committee’s pause in June. 

Prolonged elevated inflation can cause
extensive damage to an economy if not
brought under control. Central banks are
likely more inclined to tolerate a shallow,
short and abrupt recession rather than
allow inflation to run rampant. Given this,
we see that the risk of recession has
increased for developed nations, including
Australia, due to the very narrow path
central banks have to navigate in the
current environment. 
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Last reported core inflation rate
  (%) Date reported Cash rate (%)

Difference between
inflation and

  cash rate (%)  

Australia 6.6 Mar-23 4.10 2.50

New Zealand 7.3 Mar-23 5.50 1.80

Canada 4.1 Apr-23 4.75 -0.65

USA 5.3 May-23 5.13 0.17

UK 7.1 May-23 5.00 2.10

EU 5.3 May-23 3.75 1.55
Source: Relevant central banks and Trading Economics; 30 June 2023.

3.Climate change 

Climate change is a global issue.  Our
collective response to the challenge will
impact the stability of financial markets and
economies and thus our livelihood.  A May
2023 report from the UN noted that there is
a 98% chance that one of the next five years
will be the hottest ever. The findings, which
were released by the World Meteorological
Organization, said the El Niño weather
phenomenon combined with climate
change is likely to fuel the global
temperature increase. There is a high
probability that a 1.5°C increase will be
breached during this period, albeit
temporarily. 
 
In another significant update, an article
published in Nature Review - Earth and
Environment (May 2023), a group of
scientists from the CSIRO has found that the
El Niño Southern Oscillation (ENSO), a
naturally occurring phenomenon is now
being affected by humans via the increase
in greenhouse gas (GHG) emissions over the
past 60 or so years. The CSIRO found that
the increased frequency of weather events
such as El Niño and La Nina will increase
climate change. As an example, previously
the frequency of strong El Niño events per
100 years was around 4 times, it is now
closer to 6.5 times and is projected to
increase to around 8.5 times by the year
2100. 

In recent times, there has been a significant
shift in the energy transition and
decarbonization process within the
transportation sector. Previously, forecasts
predicted that the cost of battery electric
vehicles (BEVs) would reach parity with
internal combustion engine (ICE) vehicles
around 2025/2026. However, due to rapid
development, increased scale, and rising
consumer demand over the past 12-18
months, many BEV manufacturers,
particularly led by China's BYD, have
launched cheaper models priced around
USD11,000 (AUD18,000), making them more
affordable compared to equivalent ICE
vehicles. This competitive pricing in China
has contributed to the lower cost of BEVs,
providing good news for consumers who are
considering transitioning to electric
vehicles. The lower price of BEVs is
significantly ahead of the expert forecasts
made 1-2 years ago, indicating a strong
momentum toward the switch from ICE to
BEV.

While this development brings optimism, it
is crucial to recognize the need for more
action to mitigate the climate impact on
Earth. We expect a faster decarbonisation
process in our energy needs, leading to
significant results in the next few years.
Investing in fossil fuels poses risks in the
medium term, so it's wise to support
environmentally responsible companies
and sustainable metals.

4.Geopolitics and geoeconomics

Geopolitics and geoeconomics play a
central role in the global economy. This
complex and multi-faceted issue has
emerged with various noteworthy events:
 
·The war in Ukraine has positioned NATO,
led by the US, against Russia. If the conflict
persists or intensifies, it could lead to
further inflationary pressures due to
increased resource allocation for the war
effort, potentially causing shortages of
essential materials.
·The destruction of fertile agricultural land
in Ukraine's food belt will continue to
impact global food prices, exacerbated by
the effects of climate change, including a
super El Niño forming over the Indo-Pacific.
·Sino-US tensions, initially triggered by
economic trade sanctions, have escalated
to technology sanctions and spilled over
into confrontations in the Taiwan Strait.
Consequently, the US aims to "de-risk" from
China and actively encourages its allies to
do the same. Differing interpretations of
this de-risking approach have resulted in
heightened tensions between the two
superpowers.
·Incidents such as the alleged spy balloon
affair involving China in February 2023 have
led to notable confrontations between the
US and China in the Taiwan Strait and the
South China Sea. During the Defense
Minister Meeting held in Singapore, the
Defense Minister of China refused to hold a
one-on-one meeting with their US
counterpart, further escalating tensions.
·The postponed trip to Beijing by US
Secretary of State Antony Blinken, following
the balloon affair, occurred on June 18,
2023, but has yet to yield positive
outcomes. Nevertheless, the fact that the
meeting took place was viewed as a positive
development.

The term "de-risking" emerged during the
G-7 meeting in Hiroshima, Japan, in May
2023, indicating a shift in the paradigm of
supplying goods and services based solely
on competitive behaviour. National security
considerations have become essential. As a
result, geoeconomics assumes greater
significance in investment decisions. Unless
critical and reliable supply chains are
established in friendlier or like-minded
nations, higher inflation is likely during this
de-risking period.
 
5.Long COVID-19

Since our previous update, there is positive
news regarding COVID-19, with the WHO no
longer considering it a pandemic. Recent
medical research indicates that the
mutated virus is more infectious but less
severe, leading to a decrease in the number
of patients experiencing long COVID-19 over
time.
 
6.Stochastic risks

Unexpected risks and events have the
potential to introduce volatility in the
market. Recent incidents, such as the
collapses of SVB and Signature Bank in
March 2023, the collapse of FTX in
November 2022, and the failed tax cut plan
by former UK Prime Minister Liz Truss in
September 2022, demonstrate the
challenge of predicting their consequences
in the near to mid-term future. 
 
One such potential unexpected risk is the
US debt ceiling crisis. Currently, the US
Government debt stands at around USD32
trillion and is expected to continue growing.
Although the debt ceiling has been
temporarily lifted until after the next US
Presidential election in January 2025,
concerns arise if the outcome of the
November 2024 US election is contested or
uncertain.
 
Additionally, the global economy is heavily
leveraged, worsened by increased
government debt during the pandemic.
Governments worldwide have taken on
more debt to support their economies.
However, paying off the interest on this
debt may result in reduced funding for
sectors that could fuel growth. This raises
concerns about a prolonged period of low
growth and elevated inflation.
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The number of unintended
consequences and risk events that may
emerge in the future remains uncertain.
Markets will likely experience a higher
frequency of such unintended risks,
causing periodic downturns. Therefore,
it is essential to maintain discipline and
periodically take profits when the
market or individual stocks experience
rapid increases.
When evaluating a company for
investment, the culture of senior
executives and their willingness to take
risks are significant factors to consider.

It is important to bear in mind that these
risks are uncertain and influenced by
various factors. Economic and financial
forecasts can change as conditions evolve.
Staying informed about economic
indicators, government policies, and
geopolitical developments can help
manage risks and make informed decisions.
 
As investors, there are important lessons to
be learned:

While it is impossible to predict the future
with certainty, a combination of the risks
mentioned earlier or a series of events
occurring in close succession could lead to
a prolonged period of market volatility.
 
Currently, the cash rate is at 4.1% and the
RBA is expected to raise rates two to three
more times. Given the risks of a slowing
economy, recession, and geopolitical
uncertainties, it may be prudent to
temporarily increase cash holdings as an
alternative to equity and fixed-income
assets. This is different from the approach
taken during the pandemic when central
banks, including the RBA, lowered the cash
rate to near 0% and implemented
quantitative easing measures.
 
In summary, risks related to geopolitics,
macroeconomic factors, inflation, interest
rate hikes, earnings, and undefined risks are
expected to remain elevated in 2023 and
beyond. It is challenging to determine if
these risks are fully priced into major
markets.

Additionally, it is important to consider
"international regulatory risks" that may
impact businesses due to increasing
tensions between superpowers and
national security concerns.

To manage these risks, we have reduced our
trading activities and focused on identifying
switching ideas for incremental sustainable
income. We will opportunistically increase
our cash levels until there is more certainty
regarding inflation and central bank rate
policies.
 
Given the current circumstances, capital
growth in the near term may be limited.
However, we remain confident in the Fund's
ability to provide regular quarterly
distributions due to the significant
proportion of fixed-income securities in the
portfolio and the higher interest payments
supported by the Bank Bill Swap Rate
(BBSW).

BUY Fixed Income Assets
Toronto Dominion Bank Senior Floating Rate Note. Top up

Worley Limited (WOR) 5.5-year sustainable linked
bond.

WOR has created a Sustainability-Linked Bond Framework based on the Group’s
aggregate Scope 1 and Scope 2 emission reductions, aligned to their publicly
announced 2030 net zero target. We participated in WOR's issuance at close to a 6.0%
coupon which includes a condition that if WOR does not achieve its Sustainability
Performance Target then a pre-determined premium will be paid upon redemption of
the bond. WOR, as the issuer of the bond, has a BBB Investment grade rating.

ASX listed Nufarm Notes (NFNG).
  

Introduced to the portfolio and will provide a running yield of about 8.3%. We believe
Nufarm's business operations have improved in the past 12 months with its gearing
decreasing significantly following the sale of their Latin America business.

Equity Assets

Infratil Limited (IFT)

IFT owns and operates green, social and health sector infrastructure assets and
businesses primarily in New Zealand, Australia, the US, Asia, UK and Europe. These
assets include hydro, solar and wind power generation and storage, data centres,
healthcare diagnostics businesses, telco, retirement villages, and airport. We added
the stock to the portfolio by participating in a placement of shares at about a 5-6%
discount to the market price. The placement saw IFT issue more shares to gain full
control of One NZ, formerly known as Vodafone NZ. One NZ is a leading digital
services and connectivity company in New Zealand with 2.7 million connections and
population coverage of more than 98%. 

ALS Limited (ALQ), IGO Limited (IGO), Region Group
(RGN), and Rural Funds Group (RFF).

Top up on price weakness during the quarter.

SELL Fixed Income Assets
Centuria 21/4/23 bond matured.
Peet Limited 6.75% 7 June 2024.
Centuria Capital No 2 Fund 5% fixed
Centuria Capital BBSW+450bps FRN
Peet Limited BBSW+485bps FRN.
NAB Limited BBSW+400bps July 2027.

Exited these positions in the quarter as part of the portfolio rebalance to slightly
reduce our exposure to Real Estate Investment Trust (REITs) related securities. The
NAB debt was sold to reduce exposure to NAB across the entire capital structure.

Ausgrid Senior Bond,
AMP Limited 2.75% Tier 2 FRN, Transurban QLD
Senior bond and
IAG Limited 2.35% Tier 2 FRN.

Exited these smaller parcels of over-the-counter debt securities freeing up liquidity as
we await opportunities in the primary issuance space.

Portfolio Activity



Invest in people, who invest in you.
All statistics referenced are sourced from the named Company’s ASX announcements or share prices unless otherwise stated.

Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity for the Clime Australian Income Fund (ARSN: 633 255 099). Equity Trustees is a subsidiary of EQT
Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities Exchange (ASX: EQT). 

This publication has been prepared by Clime Asset Management Pty Limited ABN 72 098 420 770, AFSL 221146, to provide you with general information only. In preparing this report, we did not take into
account the investment objectives, financial situation or particular needs of any particular person. It is not intended to take the place of professional advice and you should not take action on specific
issues in reliance on this information. Neither Clime Asset Management Pty Ltd, Equity Trustees nor any of its related parties, their employees or directors, provide any warranty of accuracy or reliability
in relation to such information or accepts any liability to any person who relies on it. Past performance should not be taken as an indicator of future performance. You should obtain a copy of the
Product Disclosure Statement before making a decision about whether to invest in this product. You can access the Fund’s Target Market Determination here.

Invest in people, who invest in you.
Client Services 1300 788 568 | info@clime.com.au | clime.com.au 
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SELL Fixed Income Assets
AMPPB. Reduced the holding with a view to exit in the next 6 to 9 months.
SEK Floating Rate Note. This FRN was called early. 

SELL Equities
Northern Star Limited (NST), Stockland Group (SGP),
National Australia Bank (NAB) and Telstra Group
Limited (TLS).

Took some profit on these names. 

https://www.eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=781700f4-542a-4d16-86ec-9ba78ec02843

