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Global markets ended May generally weaker

following 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)** -1.2% 0.2% 1.4% 1.5% 5.7% 4.6% 5.40%

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

Capital Growth - - - -2.9% 2.3% 0.9% 1.8%

Volatility - - - 6.2% 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
36.5%

OTHER
EQUITIES
24.8%

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.

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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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
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The US hangs on, but politics and
valuations concerning

Developments in US debt ceiling
negotiations also pushed US yields higher
as White House negotiators battled to
conclude a deal with the Republican
leadership late into the month. By month's
end, the deal was agreed but is yet to be
passed by Congress (at the time of writing).

The other notable development on Wall
Street has been the recent surge in artificial
intelligence related stocks, most notably
Nvidia - which briefly had a market
capitalisation above USD1 trillion -
following the launch of AI services such as
ChatGPT and Bard. This is adding to
concentration risk in the US equity market
at a time when valuations are already high.

Australia – persistent inflation amidst
signs of a slowdown

Australian monthly inflation rose to 6.8%
year on year in April (from 6.3% in March),
higher than expectations. The biggest
contribution came from housing (+8.9%),
driven by an acceleration in rental price
growth. 

Australia's seasonally adjusted
unemployment rate unexpectedly rose to
3.7% in April 2023. This represents the first
decrease in employment over the past
three months, falling short of market
forecasts that predicted a 25,000 rise. 

The Westpac-Melbourne Institute
Consumer Sentiment index in Australia fell
by a significant 7.9% in May 2023, reaching
a reading of 79, worse than market
expectations. The index now stands just
above the low levels observed in March,
which was the lowest monthly read since
the COVID outbreak in 2020. All
components of the index declined, with
perceptions regarding family finances and
economic expectations taking a sharp
plunge. 

In contrast, the NAB business confidence
index was up in April 2023. By industry,
there were significant increases in
transport and utilities, which more than
offset falls in recreation and personal
services.

Treasury Secretary Steven Kennedy told
the Senate estimates committee that
“Australians should brace for a challenging
transition” out of the post-lockdown
economic boom, and that “high domestic
inflation and rising interest rates were
squeezing household incomes and
weighing on consumer spending”. The
warning from the government’s top
economic official came as the chief
executive of the country’s largest employer,
Wesfarmers’ Rob Scott, agreed the
“honeymoon is very much over” for the
retailer, as surging mortgage repayments
bite into household budgets and the
spending tailwind from the COVID support
measures run out.

Global markets ended May generally weaker
following concerns that persistent inflation
would mean interest rates remain higher for
longer. Negotiations about the US debt
ceiling did not help sentiment, although a
deal appeared to be concluded in the last
days of May, with Congressional approval
still uncertain. 

The ASX 200 Accumulation Index fell by
-2.98% in May. In the US, major indexes
were mixed, with the S&P 500 up slightly
returning 0.25%, the Dow Jones Industrial
was down, and the tech-heavy Nasdaq
rising. European markets were all lower:
Germany’s DAX was down -1.62%, the
French CAC was down -5.24%, and the
British FTSE was down 5.39%. 

Global bonds ended the month weaker with
yields rising and prices falling. The
Australian dollar ended May weaker, falling
from slightly above USD0.66 to slightly
above USD0.65. Gold and oil were also both
weaker. Gold fell around USD20/ounce to
USD1,958/ounce after having traded as high
as USD2,055/ounce during May, and oil was
down from USD76/barrel to USD69/barrel. 

Despite market nervousness, the VIX index
of volatility remained under 20, indicating
that investors are becoming somewhat
more hopeful about market prospects as
the year has progressed. Stronger than
expected US corporate earnings and robust
consumer spending have pushed out
expectations of recession or improved the
likelihood that any recession is likely to be
mild.

In the US, the Federal Reserve’s (Fed)
preferred measure of inflation overshot
expectations in April, while consumer
spending rose and new orders for durable
goods unexpectedly increased. The
International Monetary Fund (IMF) warned
US interest rates would need to stay higher
for longer to tame inflation that had been
more persistent than anticipated. 

Yields on short-term government debt in
the US, UK, Australia, and the Eurozone rose
during May as investors switched from
betting on an economic slowdown to
anticipating more prolonged rate increases
to contend with price rises. The shift in rate
expectations marks a change for markets,
which had predicted that central banks
would be forced to start cutting interest
rates by year-end. Futures markets are now
pricing in higher chances of another interest
rate rise by the Fed in June (having
previously anticipated that the next move
would be a cut), and further rate rises in the
UK, Australia, and the Eurozone.

In the US, the yield on two-year Treasury
bonds — particularly sensitive to investors’
interest rate expectations — closed out May
at 4.51%, from a low of 3.89% earlier in May. 

UK and Europe – Germany in recession

As experienced in other developed
economies, European and UK bond yields
have also risen. In the UK, data published
recently showed that core inflation rose by
6.8% in the year to April, faster than
predicted. This means the Bank of England
is expected to continue its rate hikes
beyond the current 4.5%.

Germany's economy contracted by 0.3%
during the first quarter of 2023, revised
from the initial estimate of no growth. This
revised figure indicated a second
consecutive quarter of economic decline,
plunging Europe's largest economy into a
recession. Household consumption shrank
by 1.2% as consumers reduced spending on
various categories such as food and
beverages. Additionally, there was a
decline in the purchase of new cars,
potentially influenced by the
discontinuation of grants for plug-in
hybrids and reduced grants for electric
vehicles at the beginning of 2023. 

Investors in European markets have been
particularly unsettled by high core inflation
— a measure that strips out volatile food
and energy prices — which puts pressure
on central banks to raise rates further, even
at the risk of recession. Earlier in May,
markets had priced in one more rate rise by
the European Central Bank, but futures
markets now expect the rate will peak
higher by October. Europe is effectively
behind where the US is in the economic
cycle so it is likely the ECB has further rate
increases ahead.

China’s recovery losing steam

China's economic recovery showed signs of
losing steam during May, dampening
expectations for robust growth this year.
Weak property sales, industrial output, and
consumption have eroded confidence in
the country's bounce back from the
pandemic. 

One of the concerns is dwindling consumer
confidence and uncertainty about the
future. Private investment remains weak,
and entrepreneurs are hesitant to engage.
These challenges come after Chinese
policymakers adopted a more conciliatory
tone to boost business confidence and
reignite the economy, which had been
stifled by pandemic restrictions for three
years. The government had also set a
cautious growth forecast following a
disappointing 2022, during which the
economy grew only 3%—the lowest in
decades—due to sporadic lockdowns, a
property market collapse, and travel
restrictions.

Market Commentary 



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 

The portfolio returned -1.2% in May 2023,
compared with its benchmark (the Reserve
Bank of Australia cash rate + 3.00%) return
of 0.59%. The Reserve Bank of Australia
(RBA) hiked interest rates in May 2023 to
3.85% on concerns about resilient inflation
and again in early June. 

The US debt ceiling was the main focus in
May 2023 while the news on regional bank
failures as seen in the previous month took
a back seat. On the geopolitical front, the G-
7 meeting held in Hiroshima, Japan on 19-
21 May 2023 was the main highlight.
Following the meeting the narrative was
around derisking rather than decoupling
from China. We consider this positive as
decoupling from China could have
disastrous implications for the global
economy. 
 

We reiterate, given the interest rate hike
cycle over the past 12 months, it is not
surprising that there is a lag in the short
term performance of the fund when
focusing on shorter term 1-2 year data. We
encourage investors to focus on the 3-5 year
performance which in aligned with the
minimum investment timeframe of the
fund. We remain confident that higher
income (as a component of the total return)
can be achieved in the shorter term since
about 60% of the fixed income exposures
within the Fund have floating rates which
are reset every 3 months. This means,
coupon payments will increase inline with
the previaling higher cash and interest rate
environment. 
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For fixed income assets held within the
portfolio, there was a further opportunity to
rebalance the portfolio by selling down
smaller parcels of over the counter
securities as we prepare for new issuances
prior to end of financial year. We will likely
seek out higher credit bonds or high yield
bonds where underlying business
operations are improving and/or is
supported by strong growth.   

For the equity assets held within the
portfolio, we will continue to take
advantage of increased market volatility to
accumulate quality securities, making use
of any market or price weakness.

The characteristics we seek across all asset
classes include excellent management,
strong balance sheet and long term
sustainable business, with a good track
record of consistent income/dividend. 

BUY Fixed Income Assets

Seek Limited (SEK) June 2026 Floating Rate Note
This is a subordinated bond of Seek Limited with a margin of 3.7% over the 90day
bank bill swap rate. We top this up at a running yield of around 8% and close to 10%
yield to call. 

Nufarm Notes (NFNG) We continue to top up on weakness.

Equity Assets

ALS Limited (ALQ), Region Group (RGN), Rural Farms
Group (RFF)

Top up on price weakness. We view these stocks as having sustainable businesses
that will provide growing dividend and low to moderate growth in the middle to long
term. 

SELL Fixed Income Assets
Ausgrid Senior Bond, AMP Limited 2.75% Tier 2
Floating Rate Notes, Transurban QLD Senior Bond,
IAG Limited 2.35% Tier 2 Floating Rate Notes

Exited several small parcels of over the counter debt securities as we prepare to free
up cash for new issuances as we head to the end of financial year. 

Stockland Group (SGP), Spark New Zealand (SPK)
and National Australia Bank (NAB)

Took some profit on these stocks as they continue to move higher and stretching
their current valuations. 

Portfolio Activity

Portfolio Commentary 

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

