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Market Commentary

During May, the Australian share market strongly outperformed weak global markets. This 
followed the surprise election victory of the Scott Morrison led Coalition Government on 18 May. 
The domestic share market was relieved that there would be no changes to negative gearing, 
franking credits or capital gains tax. This relief was in contrast to falling overseas markets, which 
were concerned with slowing economies and the worsening of trade tensions between the 
US and China. While the ASX managed a small rise over the month, most developed country 
indices fell around 5% or 6%. Meanwhile global bonds rallied strongly, with rising bond prices 
reflecting the softening global economic outlook.

Australia’s RBA to cut rates

Australia’s central bank indicated it could cut its key policy rate for the first time in almost three 
years when it meets on 4 June, amid an economic slowdown and tepid inflation growth. The 
RBA is intent on supporting employment growth and bringing forward the time when inflation is 
consistent with its 2% to 3% target. 

At the time of writing (end May), the RBA has held its cash rate at a record low of 1.5% since 
August 2016 but calls for an interest rate cut have been getting louder, and the market now 
regards it as almost definite. 

Australia reported lower than expected growth last year, as the steep housing downturn and 
lacklustre consumer spending sparked concerns about the outlook. Perhaps the election result 
will turn that around: newspaper headlines suggest the correction in residential housing is over. 
We are not as certain.

The RBA has downgraded its growth forecasts for the second time in six months. While the 
labour market generally has strengthened over the last year, unemployment ticked up to 5.2% 
in April and recent wage growth has come in under expectations. Inflation remains benign, and 
below the target band. 

Australia outperforms during May, as global growth slows

Despite strong global share markets, major economies are losing momentum. Weakening 
business and consumer sentiment, geopolitical uncertainties and trade tensions have 
dampened business investment and are hurting growth prospects. Conventional monetary 
policy remains constrained in many economies where policy rates are close to or below zero, 
while further unconventional monetary policies present risks and uncertainty.

The US expansion has moderated as the tax cut stimulus wears off and the rate of growth in 
employment and retail sales weakens. Waning business and consumer confidence, along with 
a yield curve that remains flat despite prospects of large US budget deficits, suggest further 
weakness ahead. Muted wage and inflationary pressures have led the Federal Reserve to pull 
back from its rate tightening plans, with the debate shifting toward rate cuts and a halt to the 
unwinding of the Fed’s balance sheet.

Growth in Europe is deteriorating with its largest economy, Germany, losing momentum and 
weaknesses emerging in other parts of the eurozone. Business and consumer sentiment seem 
to have soured across the eurozone, which could keep growth low. Brexit-related uncertainties 
are coming to a head in the UK, although the economy has so far held up better than expected. 

In China, retail sales, fixed asset investment and industrial output point to slowing expansion. 
Exports and imports have both fallen relative to a year ago, reflecting subdued global demand 
and lagging domestic growth. The Chinese government’s recent monetary and fiscal stimulus 
measures, while modest, indicate that policymakers are concerned about the economy’s growth 
trajectory. 

Against this rather gloomy macroeconomic backdrop, international trade has taken a hit. The WTO 
predicts a further slowdown of global trade growth in 2019, while the Baltic Dry Index, a bellwether 
trade indicator based on shipping rates for dry bulk commodities, is down 40% since August last 
year.

The Trade War

The US-China trade talks appear to be closing in on a “make it or break it” moment. President 
Trump renewed his threat of heightening tariffs on Chinese imports on 5 May, and Chinese officials 
responded by threatening to pull out of the talks. 

While the talks meander with claim and counterclaim, it’s worthwhile remembering that the costs 
of a trade war are not prohibitive to either the US or China, and that domestic politics will play a 
big role in any agreement. The trade grievances at the root of the trade war with China – namely 
corporate espionage, hacking, forced technology transfer, intellectual property theft, and the 
restrictions on Chinese telecoms firm Huawei – were always going to be extremely difficult to 
settle. Markets in both China and the US are feeling the ebbs and flows of the trade talks in their 
stock prices.

But there is more to this conflict than just trade. Tensions have flared across the entire range of 
US-China strategic disagreements, including North Korea, Iran, and China’s “One Belt, One Road” 
initiative. In late April, President Xi Jinping called for China to embark on a new “Long March” and 
“start all over again”, in the most dramatic sign to date that Beijing has given up hope of reaching 
a trade deal in the near term. 

Can either country win a trade war? External trade between the two countries is of greater 
importance to China than it is to the US. Exports of goods and services represent about 20% of 
China’s GDP, whereas they only make up about 12% of US GDP. US exports to Europe are roughly 
double its exports to China, whereas the US is the largest destination for China’s exports. On the 
other hand, China has a strongly growing internal market.

A protracted conflict between the world’s two largest economies puts at risk the future of a digitally 
enabled globalization from which China has profited more than any other country. A full-scale cold 
war could trigger a new stage of de-globalization, or at least a division of the global economy 
into two incompatible economic blocs. This is not a comfortable situation for Australia, squeezed 
between our largest trading partner and our most powerful political ally. In either scenario, trade in 
goods, services, capital, labor, technology, and data would be severely restricted and long-term 
growth compromised.

Concluding remarks

We are in a world of low growth, high private and public debt, and geopolitical risk. The populist 
backlash against globalization, trade, migration, and the power of technology and social media 
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platforms may well have a negative impact on future growth and markets. Protracted trade wars 
are not conducive to strongly rising global sharemarkets.

While investors’ present complacency with equity markets may continue for some time, markets 
will probably remain fickle and volatile. Any number of disappointments could trigger a correction, 
and it will pay to be alert to the risks, with both eyes focused on high quality assets and strong 
underlying value.

Thank you for your continued support of Clime.

Adrian Ezquerro
Head of Investments
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The equity market produced another strong month in May. This assisted 
the Fund to register a positive net return of 0.8%.

The major news for the month has been the return of the Coalition 
Government even though polls indicated the likelihood of a Labor 
Party victory. This resulted in a rally of the ASX200, which assisted the 
performance of the Fund.  Coupled with muted inflation data last month 
(which brought forward the highly anticipated rate cut on 4 June), the 
ASX200 Accumulation Index rallied by 1.7%. 

The US 10y and 3-month Treasury yield curve is now inverted: historically 
it has been one of the better indicators of recession 4 quarters ahead, 
implying the possibility of recession in 2020. Whether this materialises 
or not, we cannot be sure; but as this is a lower risk fund, we have 
positioned the portfolio to be more defensive.     

In May, we participated in two OTC FRN offerings, NAB’s 10y maturity 
non-call 5y subordinated FRNs and Members Banking Group 3y senior 
FRNs. We continue to accumulate CBAPD, MQGPD and WBCPE on 
weakness leading up to their distributions. We introduced Premier 
Investments (PMV) to the portfolio but sold out of Janus Henderson 
(JHG) and took profits on Iress (IRE) following a strong run.
     
Consistent with the Fund’s objective of providing capital stability while 
generating regular quarterly income, the Fund’s 1-year volatility of 2.6% 
remains markedly below that of the headline ASX200 (equity) Index 
(10.1% p.a. measured over the same period).  

Clime Australian Income Fund

Portfolio Return
(Month)

Fund Size 
(ex-distribution)

Income
(Annual)

Recent 
Distribution

0.8% $24.0m0.8096
(cents per unit) 

4.0%

Cash  
14.9%

Income Securities
4.6%

REITs  
20.3%Debt Securities

35.5%

Preference Shares
8.7%

Equities
11.3%

Utilities & Infrastructure 
4.7%

Security Weight%

Multiplex Convertible Note 2.7%

CBA Capital Notes (CBAPD) 2.4%

MBLHB Perp Notes 2.4%

National Bank NABHA 2.3%

Centuria Diversified Property Fund 2.2%

Period Ended Wholesale Units
(cents per unit)

31 March 2019 0.8096

31 December 2018 0.8859

30 September 2018 0.8045

30 June 2018 1.8352
(+0.2025 franking credits)

Distributions

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.

^Portfolio return is based on the change of the unit price including distributions but excluding franking credits. Franking credits will enhance this portfolio return, and historically this has 

added about 0.30% pa to the return of the Fund.

*Inception: Wholesale Units: 1 July 2015. Performance figures for more than 1 year are annualised, calculated after all applicable fees and taxes. Performance figures compare unit price 

to unit price for the given period. The returns do not include the benefit of franking credits.

** Volatility is based on the annualised standard deviation of weekly price movements.

1 month 3 months 6 months 1 year 2 years 3 years Inception

Portfolio Return^ 0.8% 2.8% 5.8% 7.4% 5.5% 6.8% 6.9%

Income 0.0% 0.7% 1.6% 4.0% 3.8% 4.0% 3.4%

Capital Growth 0.8% 2.0% 4.2% 3.3% 1.6% 2.6% 3.4%

Volatility - - - 2.6% 2.6% 2.8% 3.3%

Performance and Volatility of Return (31/05/19)

Snapshot

The information contained in this document is published by the Clime Asset Management Pty Limited. The information contained herein is not intended to be advice and does not take into account your personal circumstances, financial situation and objectives. The information provided herein may not be 

appropriate to your particular financial circumstances and we encourage you to obtain your own independent advice from your financial advisor before making any investment decision. Please be aware that investing involves the risk of capital loss and past results are not a reliable indicator of future performance 

and returns. Clime Asset Management Pty Limited (Clime), its Group companies, its directors, employees and agents make no representation and give no accuracy, reliability, completeness or suitability of the information contained in this document and do not accept responsibility for any errors, or inaccuracies 

in, or omissions from this document; and shall not be liable for any loss or damage howsoever arising (including by reason of negligence or otherwise) as a result of any person acting or refraining from acting in reliance on any information contained herein. No reader should rely on this document, as it does 

not purport to be comprehensive or to render personal advice. Please consider the Information Memorandum and our Financial Services Guide before investing in the product.




