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Your Smaller
Companies Fund

Markets had a strong month in December, capping off a far

better year than had been expected. Good performances in

asset markets were driven by inflation falling faster than

expectations, bond market yields peaking, and the view that

interest rate rises are over.



millions (M)

0 - 100 M
9.1%

Industry Weighting 

Cash 3.1%
Software & Services 7.5%

Energy 13.9%

Materials 7.7%

Retailing 6.8%

Commercial & Professional Services 6.5%

Real Estate 10.4%

Capital Goods 9.2%

Health Care Equipment & Services 6.2%

Diversified Financials 8.6%

Technology Hardware & Equipment 7.9%

Food Beverage & Tobacco 3.0%

Consumer Services 9.2%

1 month 3 months 6 months 1 Year 2 Years 3 Years 5 Years
Inception

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ 6.8% 9.0% 12.7% 8.3% -13.2% -5.4% 6.0% 7.5% 61.7%

ASX Small Ords Accumulation 7.2% 8.5% 6.4% 7.8% -6.2% 0.9% 6.4% 6.0% 48.1%

Benchmark 6.9% 6.9% 3.1% 3.8% -9.1% 2.4% 7.3% 7.9% 66.7%
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Investment Analyst
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The Fund provides exposure to a portfolio of high
quality smaller Australian companies. Companies
outside the ASX200 typically have limited research
coverage and the lower levels of liquidity prevent
large institutions from meaningful participation in
this market segment. This results in a structurally
inefficient market that creates an opportunity to
deliver strong risk-adjusted total returns. 

The Clime Smaller Companies Fund (“Fund’) is a
concentrated portfolio comprised of high-quality
businesses outside the ASX200 at the time of initial
investment. The Fund invests in niche leaders that
have superior business economics, strong balance
sheets and significant growth prospects, provided
they are attractively priced relative to our assessed
value. 

The Fund is designed for investors who:
 are seeking strong risk-adjusted total returns by
investing in a portfolio of high quality smaller 

Australian companies; and
have a minimum of 5 years to invest.

The Fund is intended to be a high-risk investment.
Clime’s investment process seeks to mitigate risk by
acquiring a part share in a range of high quality
smaller companies whilst maintaining valuation
discipline. At all times, an allocation will be retained
in cash deposits in order to meet redemptions and
fund income distributions. The Fund may also
periodically hold market portfolio protection
instruments to hedge liquidity and market risk.

Inception date: 24 April 2017
*Performance figures for more than 1 year are annualised. 
*Net returns are after all fees, taxes, and costs
^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. 
Past results are not a reliable indicator of future performance and results.

About your Smaller
Companies Fund

Fund Benefits

Asset Allocation by Industry 

Risk Management

Investor SuitabilityFund Facts

Performance

Asset Allocation by Market Cap 

100 - 250 M
17.5%

500+ M
63.0%

250 - 500 M
10.6%

CASH
3.1%

#Blended benchmark comprising 50% S&P/ASX Small Ordinaries Accumulation Index and 50% S&P/ASX Emerging Companies Accumulation Index.
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Top 5 Stock Holdings

Company ASX

Audinate Group Ltd AD8

Lycopodium Limited LYL

Mach7 Technologies Ltd M7T

MMA Offshore Limited MRM

Stanmore Resources Ltd SMR

2023 in review

The Fund outperformed its benchmark by +4.51% net of fees for the 12 months to 31
December 2023. It was a volatile year for the S&P/ASX Small Ords Index (Small Ords)
which managed to claw out a +4.7% return over the last 12 months. The positive
return was in great part due to a December 'Santa' rally. This followed a -20.72%
drawdown over the 2022 calendar year, but 2023 was not without its challenges. The  
Small Ords once again underperformed the ASX100, which returned +7.96%, as
sentiment throughout much of the year was marred by concern of an interest rate
hike induced recession. Fortunately, this did not eventuate with Australia
maintaining resilient employment figures, despite record inbound immigration.

The Small Ords index is made up of 76% Small industrials, which finished the year
+7.8%, outperforming the Small Resources sector materially, which returned -3.1%
over the year. Interestingly, the Small Industrials Index is currently trading on circa
19x 1 year forward price/earnings with forecast +14.7% earnings per share (EPS)
growth, according to FactSet. The growth forecast the ASX100 Industrials Index is
just +3%, while it is trading on a similar forward PE.

December 2023 Review 

Positive sentiment and expected rate cuts in 2024 drove the Small Ords +6.99%
versus the ASX100 return of +7.07% for the month.

Key Trends

As market conditions improved, December saw a resurgence in corporate activity:
Mesoblast Ltd (MSB.ASX), Evolution Mining (EVN.ASX), Navigator Global
Investments Limited (NGI.ASX), Boss Energy Ltd (BOE.ASX), Sigma Healthcare
Ltd (SIG.ASX) and Arafura Resources Ltd (ARU.ASX) each raised capital.
SIG’s deal to merge with Chemist Warehouse Group the largest deal for the year.
Takeover bids were received by Link Administration Holdings Ltd (LNK.ASX),
Pacific Smiles Group Ltd (PSQ.ASX) (rejected) and Adbri Ltd (ABC.ASX).
Pact Group Holdings (PGH.ASX) received an increased off market takeover bid
and Azure Minerals Ltd (AZS.ASX) saw a binding deed from an SQM/Hancock
consortium.
Perpetual Ltd (PPT.ASX) pushed back a bid from Washington H Soul Pattinson &
Company Limited (SOL.ASX) and announced a strategic review.

Markets had a strong month in December, capping
off a far better year than had been expected. Good
performances in asset markets were driven by
inflation falling faster than expectations, bond
market yields peaking, and the view that interest
rate rises are over.

Over calendar 2023, the ASX 200 Accumulation
Index rose by 7.84%, which was relatively
disappointing compared with the stellar returns
experienced in many other developed markets. In
the US, for example, major indexes were sharply
higher across the board, with the S&P 500 up by
24.23%, the Dow Jones by 13.70%, and the Nasdaq
by 43.53% for the year. European markets were
likewise strong performers for the 12 months to 31
December: Germany’s DAX was up over 19%, the
French CAC up 15.6% and Japan’s Nikkei 225
increased by almost 33%. Chinese markets
performed poorly, however, reflecting
disappointment with their economic recovery post
pandemic lockdowns.

US and global bond yields fell, and prices rose as
markets anticipated that rate rises have likely
peaked, although they may plateau at current
levels for some extended period before falling
further – perhaps in the second half of 2024. US 10-
year bond yields fell from 4.22% at the start of
December to 3.88% by year end, as growing
optimism about interest rate cuts by the Federal
Reserve in coming months fueled a rebound from a
low baseline.

Prices of government debt around the world
followed the US higher, with yields declining. In line
with global trends, Australian 10-year bond yields
were lower, falling from 4.40% to close December
at 3.96%. There is a view that Australian cash rates
are still too low relative to underlying inflation and
to US rates, which implies that there is a possible
further rate increase in early 2024, although
forward markets suggest otherwise. After trading
below USD 0.63 in October, the AUD surged off its
lows to close the year over USD 0.68. 

Gold rose over the month to USD 2,080, iron ore
prices increased from USD 133 per tonne (/T) to
USD 142/T and remained elevated, but crude oil has
drifted aimlessly to end the year around US 71 per
barrel. 

Portfolio Commentary 

Australia’s position in global markets

As noted above, the Australian share market underperformed its global peers in
2023. The US was exceptionally strong over the year, with growing expectations of a
US Federal Reserve (Fed) pivot from raising rates to leaving them at current levels for
a while, before starting to reduce rates mid-year. In addition, the US dollar is coming
off its peak, and there are growing expectations of a soft landing for the US
economy. While Australian markets have their particular drivers, it is still the case
that the ASX usually follows Wall Street, and that is likely to continue. Therefore, we
would expect the ASX to play catchup in the coming year, representing an
opportunity for investors to get set.

Outlook for 2024

Further to our update last month, we remain cautiously optimistic that inflation will
surprise on the downside, and that a soft landing for the global economy is the most
probable outcome. 2024 is likely to see positive returns helped by falling rates in the
latter half of the year, with the risk of a shallow recession.

We expect the Reserve Bank of Australia (RBA) cash rate to fall around a percent or
so by the end of 2024, and the AUD to rise closer to USD 0.70. Commodity prices will
probably be a mixed bag, with green transition metals like lithium, copper and nickel
recovering from sold off levels, and oil remaining volatile. Gold is likely to remain
firm while the USD weakens. The property sector, particularly residential, may face
some profit-taking.

While the prevailing narrative that rates have peaked has resulted in some markets
surging, our view is that buying opportunities remain available, particularly for
companies at the quality end of the spectrum and in the small cap sector. We are
optimistic about prospects for asset markets in 2024. 

Market Commentary (continued)

Market Commentary



Portfolio Commentary 
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Small resources +3.7% underperformed large resources +8.2%. Iron Ore rallied +7.5%, whilst rare earths continued to be weak.

The consumer continued to be mixed with Premier Investments Ltd (PMV.ASX) trading update ahead of market expectations, whilst
Kathmandu Holdings Ltd (KMD.ASX) downgraded.

The boxing day trading period will be key for retailers with expected weakness in 1H24 as the impact of rate rises are fully felt before relief
in 2H24 from stage 3 tax cuts and expected rate cuts.

The Auto’s sector came into focus in December with motorcycle retailer Motorcycle Holdings Ltd (MTO.ASX) noting margin pressures given the
competitive environment, leading to weakness in Eagers Automotive Ltd (APE.ASX) and Autosports Group Limited (ASG.ASX).

December saw an S&P Index rebalance, with ASX200 additions being BOE, Helia Group Limited (HLI.ASX) and Smartgroup Corporation Ltd
(SIQ.ASX), whilst Cromwell Property Group (CMW.ASX), Growthpoint Properties Australia (GOZ.ASX) and LNK were removed.

Looking ahead to 2024

Following the November cash rate hike, the RBA paused in December, as expected. While Governor Bullock maintains a slight tightening bias
in her rhetoric, we anticipate that rates have likely peaked, although there is a possibility of a final +25 basis point hike in February depending
on the Q4 inflation print. With the exception of a potential February RBA hike, global markets are now firmly focused on the extent of rate cuts
in 2024 as inflation continues to moderate. Central bank commentary around rate cuts will be closely monitored, and the market is currently
pricing in six cuts from the US Federal Reserve (Fed) and two from the RBA in 2024.

The end of 2023 equity market highs could lead to fears of overbought conditions to begin 2024. In Australia, February’s reporting season will
be the next major catalyst, with Christmas and January trading updates key for consumer based stocks.

What to Watch 

With company earnings growth for FY23 at 0%, analysts expect -6% earnings growth for FY24, signalling that a fair amount of pessimism
already exists in consensus numbers.
The extent of China’s property recovery will be key to continue to support a robust Iron Ore price. 
The health of the domestic consumer will be debated, as the full impact of rate rises will be felt in 1H24, before relief in 2H24 through the
stage 3 tax cuts and potential RBA rate cuts. 
The extent of Fed cuts will also be crucial to equity market performance. Currently there are 6 cuts for 2024 priced into markets, and three
in the Fed’s dot plots. If cuts fall short of current market expectations, expect equities to come under pressure over the year.
Red Sea piracy combined with Panama Canal droughts threaten to increase shipping costs globally and put upward pressure on inflation,
another risk to the extent of expected rate cuts.
Global geopolitical shocks to markets could be pronounced in 2024, with uncertainty around Ukraine and rising Middle Eastern tensions,
amidst a record number of elections. 2024 is the largest year for elections in history as the US, UK, EU, India, Indonesia, Taiwan, Pakistan
and Russia are amongst 64 countries to hit the polls.

Positive Attributors
Portfolio

Return
Comment

Intelligent
  Monitoring Group
Limited (IMB)

54.4%

IMB continues to perform strongly, buoyed by an operational update during the month. Management revealed
that the company was running ahead of its previously guided $31 million in normalised earnings before
income tax, depreciation and amortisation (EBITDA), with wins in the refreshed commercial division driving
performance. Details of the quantum of the rebound in work were detailed, showing revenues up 500-1000%
versus a year earlier, with clients being reengaged and contracts being signed – with one recent contract with
a major mining company for over $1 million for asset monitoring.

Zip Co Ltd. (ZIP) 56.8%
ZIP's share price rallied during December as sentiment towards buy now, pay later improved in the US,
reporting better than expected numbers over the previous quarter. Retail figures contributed to the positive
turnaround, supported by the strong resilience of consumers during the sales period leading up to Christmas.

MMA Offshore Limited
(MRM)

18.0%

MRM provided 1H24 guidance in November, well ahead of our expectatoins which saw the share price move up
over the month. MRM now expect 1H earnings before income tax, depreciation and amortisation (EBITDA) of
$55-60 million, versus financial year consensus expecations of $81.67 million. Despite the second half (2H)
typically being a tougher half, we anticipate the group will be able to achieve a similar figure for 2H given the
ongoing increase in day rates. Despite the share price rally, we think MRM is still in value, with a net cash
balance sheet, and impressive growth in the midst of a cycle that sounds like it has a long way to run. 



Negative Attributors
Portfolio

Return
Comment

Straker Ltd (STG) -13.4%

STG has continued to trade with significant volatility in its stock price over recent months, with no new news
items being released during December. Decent trading volumes have gone through the stock in recent weeks
on the back of the company’s buyback, so we expect some of the volatility from motivated sellers to reduce.
Straker is due to release a quarterly update in January which should shed light on its recent initiatives to open
new revenue lines in verification for AI translations.

Cettire Ltd. (CTT) -6.1%

CTT saw share price pressure during December, with investors being blasted with multiple news stories
around its largest direct competitor, Farfetch. Farfetch, the global luxury fashion platform had run into
liquidity and funding issues leading to a slew of rumours that the founder would be taking the business
private. What eventuated was Korean ecommerce company Coupang provided a $500 million rescue package
that wiped out equity holders. We see the issues plaguing Farfetch as unique to its higher cost operating
model and ultimately beneficial for CTT.

PEXA Group Limited
(PXA)

-7.3%

PXA provided a soft trading update in December, with FY24 earnings before income tax, depreciation and
amortisation (EBITDA) guidance lower than we had anticipated. Weaker international performance was the
key driver with the group now expecting $4-$6 million in losses from the recently completed Smoove
acquisition. The stock declined -7.35% during the month as a result. We are waiting for some further traction
in the UK market, which we anticipate should start to pick up through 2024.

Portfolio Commentary 

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 Smaller Companies Fund (ARSN: 633 254 654). 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. 

Clime Smaller Companies Fund's Target Market Determination is available here. A Target Market Determination describes who this financial product is likely to be appropriate for (i.e. the target market),
and any conditions around how the product can be distributed to investors. It also describes the events or circumstances where the Target Market Determination for this financial product may need to be
reviewed.

Client Services 1300 788 568 | info@clime.com.au | clime.com.au 
Invest in people, who invest in you.
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https://www.bing.com/ck/a?!&&p=7dbb14305b17d736JmltdHM9MTY2NTI3MzYwMCZpZ3VpZD0xZjg5MGJjMy1iY2JkLTY1ZGEtMGM5ZS0xYTE1YmQ4ZjY0YTkmaW5zaWQ9NTQzOA&ptn=3&hsh=3&fclid=1f890bc3-bcbd-65da-0c9e-1a15bd8f64a9&psq=ngi+asx&u=a1aHR0cHM6Ly93d3cubXNuLmNvbS9lbi1hdS9tb25leS93YXRjaGxpc3Q_dGFiPVJlbGF0ZWQmaWQ9YXdydnFoJm9jaWQ9YW5zTVNOTW9uZXkxMSZkdXJhdGlvbj0xRCZyZWxhdGVkUXVvdGVJZD1hd3J2cWgmcmVsYXRlZFNvdXJjZT1NbEFs&ntb=1
https://swift.zeidlerlegalservices.com/tmds/SLT5667AU
https://swift.zeidlerlegalservices.com/tmds/SLT5667AU

