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Global markets ended March mixed following a

volatile month disturbed by concerns about

financial stability and the banking sector. 



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

Net Portfolio Return (Wholesale)** 0.0% 1.5% 6.0% 0.6% 7.6% 4.6% 5.5%

Income - - - 4.4% 3.3% 3.5% 3.5%

Capital Growth - - - -4.9% 4.1% 1.0% 1.9%

Volatility - - - 6.2% 5.2% 5.4% 4.8%

Security Weighting (%)

BHP Billiton Ltd 3.8

Telstra Group Ltd 2.5

Coles Group Ltd 2.1

Spark New Zealand Ltd 2.0

Wesfarmers Ltd 1.9
BONDS &

FLOATING
RATE NOTES

37.5%

UTILITIES &
INFRASTRUCTURE
2.5%

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.

The Fund is designed for investors who:
• are looking to diversify their portfolios across asset
classes outside of higher growth, higher 
risk equities.
• are seeking a steady accumulation of wealth over
the longer term at reduced volatility to equity 
markets.
• have a minimum investment timeframe of 3 to 5 
years.

The Fund is intended to be a low - medium risk
investment. 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.

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.
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Portfolio Sectors

CASH
11.1%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
13.3%
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The Fed indicated that the banking turmoil
was causing a pullback in credit growth,
effectively functioning similarly to a rate
increase. By month end, bank stocks
staged a partial recovery, helped by
regulators stepping in with emergency
measures to protect depositors and offer
banks additional liquidity. Fortunately,
Australia’s banking sector is well regulated
and supervised; the four major banks are
unquestionably strong and well capitalised
and were left relatively unscathed by the
global banking ructions.
 
Australian economic data

Inflation in Australia fell to 6.8% in
February, providing further evidence that
price pressures have peaked and setting
the scene for the Reserve Bank of
Australia’s (RBA) board meeting. This is
reflected in the RBA pause announced post
the April meeting on Tuesday 4 April 2023.
Leading up to the April meeting,
economists and markets were uncertain
over the likelihood of an 11th straight
interest rate rise, or whether the RBA would
choose to pause and observe the
forthcoming data over the next month.
Given the RBA pause, the official interest
rate of 3.6% remains, this is well below
comparable central banks in the US (5%),
New Zealand (4.75%), Canada (4.5%) and
England (4.25%).

Data released early in March showed the
unemployment rate fell back to a near 50-
year low of 3.5%, while surveyed business
conditions remained close to historic highs.
Retail sales increased 0.2% in February, but
spending was unchanged from five months
ago in a sign that households are easing up
on discretionary spending.

The RBA expects the economy to slow
further as higher interest rates take their
toll on household budgets. Annual GDP
growth, currently running at 2.7%, is tipped
to fall to 1.6% by the end of the year
according to the central bank’s latest
forecasts.
 
The US

The yield on 10-year US Treasury notes,
seen as a proxy for borrowing costs
worldwide, eased as investors digested the
latest economic data for hints that the Fed
may have completed its tightening policy.
Instability in the US financial sector
likewise drove investors to pile into the
safety of government debt.

The Core Personal Consumption
Expenditures Index (Core PCE), the Fed’s
preferred gauge to measure inflation in the
US economy, rose by a lower than expected
0.3% in February, easing pressure on the
central bank to increase borrowing costs.
The Core PCE rose 5.0% on an annual basis,
down from 5.3% percent in January, and
the lowest reading for the measure since
September 2021.

Global markets ended March mixed
following a volatile month disturbed by
concerns about financial stability and the
banking sector. The ASX 200 Accumulation
Index fell by -1.11% in March. In the US,
major indexes were higher, with the S&P
500 up by 3.51%, the Dow Jones up by
1.89%, and the tech-heavy Nasdaq strongly
higher, up 9.46%. European markets were
little changed. Germany’s DAX was up
1.72%, the French CAC was up 0.83%, but
the British FTSE was down -3.10%.

Global bonds were strong performers over
the month, with yields falling sharply and
prices rising. This reflected the view that
central banks might pause further interest
rate increases in order to help stabilise the
banking sector, amidst the failures of
Silicon Valley Bank in the US and Credit
Suisse in Switzerland.

US Treasuries rallied in price, with yields on
benchmark 10-year Treasuries falling to
close March around 3.48%. Australian 10-
year bond prices likewise rallied, and yields
fell from 3.83% to end the month at 3.24%.
Global bond markets completed their best
back-to-back quarterly gain in seven years.
Bloomberg’s gauge of global fixed-income
assets generated a 7.7% return since 30
September 2022, although markets were
highly volatile at times. Indeed, there is still
nervousness with investors hoping that
policymakers are about to pivot toward
pausing rate rises, or even signalling rate
cuts, despite inflation pressures. OPEC+’s
decision to cut oil production by 1 million
barrels a day is likely to underscore such
concerns.

The Australian dollar traded in a wide range
and ended March weaker, falling from USD
0.6759 to USD 0.6688. Gold was stronger in
the month, starting to perform its
traditional “safe haven” role. Crude oil (WTI)
was volatile across the month but ended
March only about USD3 off at USD75 per
barrel.

Stocks ended the March quarter on a
positive note following a stormy three
months in which markets were battered by
strains in the banking system. Investors are
recalibrating after a tumultuous few weeks
in mid-March, during which global markets
confronted the sudden collapse of several
regional US and a major Swiss bank. The US
Federal Reserve (Fed) and the Swiss
National Bank (SNB) quickly stepped up;
the Fed signalled that it could pause
interest-rate increases if required to ensure
financial stability, and the SNB arranged for
Credit Suisse to be taken over by UBS.

The data provides the latest evidence that
inflation has turned a corner and is
decelerating, though the process is gradual
and bumpy. Of course, the Core PCE report
is one of many reports that Fed officials will
take into account as they approach their
next interest rate decision on 3 May.
 
China

After surprising to the upside of consensus
forecasts in February, the Chinese NBS
Purchasing Manufacturing Index (PMI) beat
market expectations again in March. Both
the services PMI and the construction PMI
reached their highest levels since the series
started in 2012. The NBS highlighted that
retail sales, transportation, and leasing and
commercial services PMIs were above 60 in
March. This confirms that services sectors
that were most impacted under the zero-
Covid policy last year are recovering the
fastest this year after reopening.
Government-led infrastructure building
remains robust and suggests policymakers
are unlikely to withdraw support in the
near term.

 

 
The ASX200 accumulation index finished
the March 2023 quarter 3.5% higher. A more
modest 2.0% return was recorded once
dividend returns are taken into account
illustrating the importance of dividends for
Australian Equities. The Fund returned
1.5% over the March 2023 quarter while the
benchmark return was 1.56%.

The dominant news in early March 2023
was the failure of US regional banks Silicon
Valley Bank (SVB) and Signature Bank. The
collapse of Silvergate Bank (a
cryptocurrency focused bank) immediately
prior to the two larger banks collapsing
may have been a contributing factor.
Events such as these do not only have
ramifications across the financial sector,
but rather, other immediate effects
including the tapering of central bank rate
hikes globally which are now likely to
occur. Previous notions of higher hikes and
elevated rates lasting longer have likely
disappeared. Instead, rate hikes are likely
to pause (as seen in Australia already) and
may start coming down sooner than
anticipated. In fact, the US Federal Reserve
(Fed) moderated its cash rate hike to 0.25%
instead of the previously anticipated 0.50%
prior to the bank collapses. Whilst
seemingly favourable, this could see the
resurgence of inflation down the track. In
the few days post the collapse of SVB,
treasuries/bonds rallied globally in
anticipation of this reversal. As an example,
the Australian 10 year bond was yielding
around 3.80%-3.90% in the days prior and
then rallied to between 3.30-3.40% in the
few days post the SVB collapse. 

Portfolio Commentary 

Market Commentary 



For the equity component of the portfolio,
we will take advantage of increased market
volatility to accumulate quality securities,
including making use of any market or price
weakness. We note our concern of a
possible US recession later this year. This is
important to keep in mind given the strong
correlation between the Australian and US
equity market and the impact a US
recession may have on the local equity
market. 

Since the GFC, global central banks and
their associated agencies have learnt a lot.
The Fed and the Federal Deposit Insurance
Corporation (FDIC, a US government
corporation supplying deposit insurance to
depositors in America) moved quickly to
resolve any flow on effects to deposit
holders by assuring all funds would be
secured while equity and bond holders
would take of the majority of the losses
caused by the bank collapses. The speed of
this action was appropriate and thus we do
not feel that there is a systemic risk on the
horizon at this stage. 

The bank collapses spread across the
Atlantic to Switzerland where Credit Suisse
(CS) fell into turmoil, albeit unrelated.
Following an injection of liquidity by the
Swiss National Bank into UBS, UBS agreed
to take on CS so that the banking system
could be stabilised. We believe these sorts
of stress events will take some time to
stabilise. Similar to a major earthquake
which is generally followed by many minor
aftershocks, weeks or months after. The mid
to longer term implications are not
immediately understood or even known, so
this is something we will be keeping a close
eye on. 

While we think the banking sector should
stabilise in the near term, the risks we
described in our December 2022 report
remain: 

1. Capitalisation (cap) rate expansion cycle
for property assets

As anticipated, post the February 2023
reporting season cap rate expansion
materialised. Real estate investment trust
(REIT) cap rates expanded by about 10 to 12
basis points, on average with some
expected variations within the asset class.
Interestingly there are noticeable
differences between property managers
where some have been more aggressive
with their valuations versus peers. Overall,
the bulk of the reported NTA's are 20-30%
above current REIT share prices suggesting
that further cap rate expansion is priced in
the market for the next 2-3 reporting
seasons. 

Given the recent SVB collapse which later
saw the 10 year bond rally and central
banks looking to pause rate hikes, the
terminal cap rate expansion cycle may not
get to where it would have reached have
had it not been for the US regional bank
debacle. At least in the interim.

2. Recession

The risk of a recession in the US may have
ticked higher due to the recent events from
the collapse of the regional banks, resulting
in more job losses. This will add on to the
existing job losses, notably in the
technology and associated sectors. 

Empirical studies of the 2 and 10 year yield
curve inversion show that a recession is
likely to occur within 12 to 18 months, but
sometime can stretch up to 24 months after
it first inversion (with an 80% correlation).
Most recently, initial inversion occurred in
July 2022, this suggests that if the US is
heading into a recession, it will most likely
occur between July 2023 to January 2024 if
the predictability on the yield curve
inversion holds. 

3. Climate change 

Climate change is a global issue. Our
collective response to the challenge will
impact the stability of financial markets and
economies. The latest update from the Sixth
Assessment Report of the United Nations
Intergovernmental Panel on Climate Change
(UN IPCC report - AR6) in March 2023
compiled by around 300 scientists globally
has concluded that the window to limit the
global warming by more than 1.5⁰C is fast
closing unless we take a quantum leap to
reducing green house gas (GHG) emissions.
The report suggests that it can still be
achieved if we cut GHG emissions to 60% of
the 2019 level by 2035. 

Whilst there is some confrontation between
the US and China, much progress has been
being made. The US Inflation Reduction Act,
a USD370 billion package signed into law in
August 2022 has forced (or motivated) the
Europeans to have a similar incentive
package of their own to assist their own
industrials to compete. China has been well
ahead in building out their solar and storage
infrastructure along with supply chains
when compared to the west. 

Although much still needs to be done to
avoid a climatical disaster, from an
investment perspective, decarbonisation of
energy will take multiple decades and we
expect the pace of change will likely
accelerate. A material outcome of this will
be felt within the next few years, based on
our view. There are downside risks for
investing in fossil fuels over the medium
term. 

 

Portfolio Commentary (cont.)
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The sighting and subsequently downing
of the alleged spy Chinese’s balloon by
the US over continental US in February
2023 is a prime example. This event
resulted in the cancelling of the highly
anticipated US delegation to Beijing by
Secretary of State, Antony Blinken, a
significant setback. 
The downing of a US drone over the
Black Sea which the US blamed on
Russian fighter pilots' reckless
behaviour. The Russian's denied they
had anything to do with this.
The war in Ukraine has intensified lately
with each side refusing to concede.
In a recent press conference following
the two sessions of the National
People's Conference meeting in China,
the newly appointed Foreign Minister
Qin Gang has openly stated that if the
US continues down the path of
containment of China, it will inevitably
lead to some type of conflict.

We believe that embracing green facing
metals and companies that are ahead in
their climate change obligations are likely to
be more fruitful. 

4. Geopolitics

Since we wrote about this in the December
2022 report geopolitical tensions have
continued to increase:

Occurrences like this are not helpful for
overall geopolitical balance. 

5. Long COVID-19

While the world has become somewhat
desensitised or complacent with COVID-19,
the World Health Organization expects more
COVID-19 waves will emerge, albeit the peak
of each successive wave may be lower than
previous ones. With that said, there is now
more data to suggest that of those who are
infected, 5-10% of them will go on develop
long COVID. There are implications of this
for the economy with some unintended
consequences likely to emerge in the future. 

6. Stochastic risks

Unexpected, seemingly random risks can
cause global markets to be more volatile.
Recent examples include: the US regional
bank collapses in March 2023; the collapse
of FTX in November 2022; the failed tax cut
plan of the former UK Prime Minister Liz
Truss that caused a sharp sell off of UK 10
year gilts putting extreme stress on UK
pension funds in September 2022. These
major events are considered “human-
made” and whilst they may not be predicted
precisely, it is needless to say, such events
are likely to keep happening.



Distributions*

BUY Fixed Income Assets
NAB and BEN Tier 2 Floating Rate Notes Proceeds from bonds that matured in the quarter used to invest in these issuances.

Equity Assets

Region Re Ltd (RGN.ASX)
Introduced RGN to the portfolio following its positive 1H23 results. The stock provides
a 6% running yield.  

ALS Ltd (ALQ.ASX), IGO Ltd (IGO.ASX), Integral
Diagnostics Ltd (IDX.ASX), Iress Ltd (IRE.ASX), Rural
Funds Group (RFF.ASX) and Sonic Healthcare
(SHL.ASX)

These positions were topped up on price weakness.

SELL Fixed Income Assets
AMP Capital Notes 2 (AMPPB.ASX) and Macquarie
Bank Capital Notes 2 (MBLPC.ASX)

Positions reduce with a view to exit within 6 to 9 months.

NAB Capital Notes 6 (ASX: NABPI)
Exposure reduced to lower the total exposure to National Australia Bank from a risk
management perspective.

Equity Assets
Graincorp (GNC.ASX) and MyState Limited (MYS.ASX) Exited these positions.
Fortescue Metals (FMG.ASX), Dexus Industria REIT
(DXI.ASX), Northern Star Resources (NST.ASX) and
Stockland Corporate Ltd (SGP.ASX)

Took profits on these positions. 

*The distributions and franking credits shown above are reflective of the returns for the Wholesale class only. Returns for the Retail class will be lower due to the higher fees associated with
this investor class.

Period Ending Wholesale Units (cents per unit)

31st March 2023 1.1160

31st December 2022  1.0735

30th September 2022 0.7643

30th June 2022 2.1208

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 

It is unclear how many stochastic events
are likely to occur in coming periods.
Some of these may cause material
global problems in the months or years
ahead. 
It is likely that markets will have higher
frequency of unanticipated risks that
periodically hold markets down. This
suggests that we must be disciplined to
take profit periodically when the market
or individual stocks increase.
On a stock level, the culture of senior
executives and their aptitude for risk
taking is a significant factor to consider.
One which we take a lot of time and
care analysing when we review a
company for inclusion in our portfolios. 

As investors, we conclude and must learn
the following lessons:

 

In summary, geopolitical, macro, inflation,
rate hike trajectory, earnings risks and other
undefined risks will remain elevated in 2023
and beyond. It is hard to envisage that these
risks are all priced into markets. We would
suggest that given the increasing tension
between superpowers, investors must
consider international regulatory risks that
may be indirectly impacting individual
businesses which may not have been a
factor in previous, more peaceful times.

We have slowed our trading activities,
preferring to allocate our resources to
identifying investment opportunities
including taking profit when the market
runs hard. This will see an incremental
increase in the portfolio's yield while we
continue to maintain a relatively stable cash
level. 

Portfolio Commentary (cont.)
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We endeavour to maintain cash levels
between 7.5 - 10.0% whilst being as
diversified as possible across the rest of the
portfolio. Given the current market
environment, it is possible that near term
capital growth may be subdued but we
remain confident of the Fund’s ability to
provide regular quarterly distributions due
to the high proportion for fixed income
securities held along with the much higher
interest payments as a result of the
prevailing higher interest rate environment. 
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