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Your Smaller
Companies Fund

July was a broadly positive month for markets, but there are clear indications 

of overstretched valuations and concerns are growing about the outlook.



millions (M)

0 - 100 M
4.2%

Industry Weighting 

Cash 2.5%
Software & Services 3.1%

Energy 5.7%

Materials 6.8%

Retailing 6.0%

Commercial & Professional Services 4.2%

Real Estate 10.5%

Capital Goods 11.4%

Health Care Equipment & Services 6.9%

Diversified Financials 13.9%

Technology Hardware & Equipment 9.8%

Food Beverage & Tobacco 2.6%

Consumer Services 16.7%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ 5.3% 2.0% 8.6% 17.9% 6.8% -8.6% 2.8% 8.0% 75.1%

ASX Small Ords Accumulation 3.5% 2.0% 5.4% 9.3% 4.9% -0.6% 3.5% 6.4% 57.5%

Benchmark 1.9% -0.4% 8.5% 5.4% 2.3% 0.2% 6.3% 8.2% 76.9%
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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
20.1%

500+ M
60.8%

250 - 500 M
12.4%

CASH
2.5%

#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

Intelligent Monitoring Group
Limited

IMB

Light & Wonder, Inc. Shs Chess
Depository Interests Repr 1 Sh

LNW

Mach7 Technologies Ltd. M7T

Zip Co Ltd. ZIP

July was a broadly positive month for markets, but
there are clear indications of overstretched valuations
and concerns are growing about the outlook. The US
economy seems to be stalling, probably because low-
end consumers are feeling the squeeze of higher
living costs, higher interest rates, higher local taxes
and insurance payments, while wages are no longer
rising so fast. There is also disappointment at the lack
of traction in the Chinese economy and the absence
of new stimulus following the Communist Party’s
third plenum in July. In addition, there is the
disruption of the yen carry trade as the Japanese
currency has rallied strongly, and heightened fears of
a broader regional war in the Middle East. Growing
political uncertainty in the US following the failed
assassination attempt on Donald Trump, the
withdrawal from the campaign of Joe Biden, and the
rise in the polls of Kamala Harris are further factors
unsettling markets. 

In the US, indexes were higher in July, with the
benchmark S&P 500 up 1.1%, and up 15.8% year to
date. The Dow Jones was up 4.4% for the month, and
up 8.4% year to date. Nasdaq lost 1.6% in July, with
performance driven by the large mega-cap
technology names, and evidence that investors are
rotating out of the sector and banking large profits.
Other global markets were lower: Germany’s DAX was
down 2.3%, the French CAC down 2.1% and Britain’s
FTSE was down 1.0%. Japan’s Nikkei was down 2.5%. 

US and global bonds ended the month with yields
lower and prices higher. US 10-year Treasury notes
fell 32bps in yield to below 4.0%, and Australian 10-
year yields fell 19bps to end the month just above
4.0%. Treasury yields have been in a downward trend
since April on the back of softening economic data,
with market expectations that the Fed will start
cutting rates this September. Specifically, the July 5th
Jobs Report saw the monthly unemployment rate tick
up and the July 11th CPI report showed both headline
and core CPI below consensus. The 2-year yield ended
July near its lowest level since February, while the
2/10 spread hit its least inverted point in two years. 

The AUD was weaker over the month, settling slightly
below US$0.65. Resources were mixed, with oil lower,
gold up, and iron ore sharply weaker. The VIX
volatility index rose sharply from its low of around 12
to a touch over 18 in July. 

Investor focus has moved decisively from considerations around US inflation to
those around US economic growth. The US unemployment rate in July rose above
the psychological 4.0% barrier to 4.3%, and the new employment number of only
114,000 resulted in concerns about a potentially weakening US economy. Both the
US Manufacturing and Services PMI Indices are currently in contraction territory,
with the former now dropping after a recovery period. It is clear that the
sustainability of current economic growth is coming under question. 

With US inflation seemingly under control (even though it still has some way to go to
the Federal Reserve’s target rate of 2%), the sustained health of the US economy is
becoming a focus point. It is clearly a critical task for the Fed to consider their
potential stimulus at the right time to prevent a potentially too quickly cooling
economy turning into a recession. There are only three Fed meetings remaining this
year. We can expect pressure from the public on the Fed to be quick with their easing
process, and to keep the US economy on course. 

The change in the US economic outlook has caused a volatile reaction in the stock
market as investors switched from their higher-valued large capitalisation growth
stocks to lower- valued and small capitalisation stocks. This “rotation” is based on
the premise that these lower quality businesses will find it easier with lower interest
rates, and is particularly affecting technology stocks. The extent of the rotation in
favour of small-cap stocks was indicated by the Russell 2000 Index outperforming
the S&P 500 by 14% in July, a huge margin. 

The second quarter earnings season is well under way, with three quarters of the
S&P 500 constituents already having reported. On a consolidated basis they have
delivered revenue growth of +5% and bottom-line earnings growth of +11%. This is
somewhat better than consensus expectations, but those companies that
disappointed on their results or outlook comments were severely punished by the
market. 

The S&P 500 Index follows the consensus target valuations over time. Should
earnings be exceeded, the chances are that valuations may increase in time based
on lower interest rates. With the US election campaigns having started in earnest,
investors look forward to more information of their respective promises and more
clarity on the potential effects on capital markets. 

Australia 

In Australia, according to the NAB monthly business survey, business conditions
edged down in June, continuing the long running trend since peaking in late 2022.
Conditions declined in wholesale, construction, manufacturing and finance,
business & property, with the non-mining goods sectors now clearly softer than the
services sectors. Retail, despite increasing in the month, remains weakest (and the
only industry in negative territory) in trend terms. While the activity side of the
survey has shown a consistent easing, capacity utilisation remains high. This lines up
with the slowing in activity we have seen more broadly but also with a still high level
of demand relative to supply in the economy. Consistent with this, prices and cost
growth generally remain elevated. Encouragingly, both labour and purchase cost
growth largely reversed last month’s increase, and output price growth also slowed. 

However consumer sentiment remains weak. The Westpac Consumer Sentiment
Index measures the change in the level of consumer confidence in economic activity.
On the index, a level above 100 indicates optimism; below indicates pessimism. The
Consumer Sentiment index in Australia decreased to 82.7 in July 2024, the lowest in
six months, from 83.6 in June of 2024. Consumer Confidence in Australia averaged
100.45 points from 1974 until 2024, reaching an all-time high of 124 points in May of
2007 and a record low of 64.6 points in November of 1990. 

The fall in Australian consumer sentiment was driven by weaker perceptions of
personal finances, and occurred alongside a sharp rise in expectations around the
level of mortgage rates. Westpac noted that "fears of persistent inflation and further
interest rate rises are again weighing more heavily on the consumer mood" and have
offset any boost from the arrival of the stage 3 tax cuts and other fiscal support
measures.

On interest rates and housing, expectations for the level of mortgage rates rose
sharply (+12.8%mom), marking the steepest rise since the start of 2022. Nearly 60%
of consumers surveyed now expect mortgage rates to increase over the next year.

Valuations on the ASX ended July in stretched territory, with the index flirting with
new record levels. Heading into reporting season, the market PE at month end was
around 17.1x, well ahead of the long-term average of around 14.5-15x. As the ASX is
dominated by miners and banks, it is noteworthy that both these sectors are
somewhat vulnerable – miners to the prices of global commodities, which in turn are
highly sensitive to a slowing global economy, and the banks which are already
trading at very demanding multiples. 

Market Commentary



Your Smaller Companies Fund | July 2024

Portfolio Commentary 

CSCF July 2024

The Clime Smaller Companies achieved a gross return of +6.27% in July, outperforming its benchmark by 3.48%. It was a strong
month for equity markets, as investors grappled with several economic and political developments as Central banks started to
diverge on their policy paths, with hikes, holds and highly anticipated cuts.

The ASX Small Ordinaries rallied +3.43% which was less than the ASX 200's +4.2% return. This was it's strongest monthly return
this year, reaching a new all-time high. Sentiment and momentum drove stocks higher even despite expectations that earnings
will contract this fiscal year.

The local market was aided by a softer Q2 CPI print, which eased fears of an August RBA hike. CPI came in at 3.8% y/y, in line with
consensus and RBA forecasts, while the trimmed mean of 3.9% was just below consensus at 4%.

Local employment data remained strong, with +50k new jobs vs consensus expectations of +20k. The unemployment rate ticked
up to 4.1% due to a marginally higher participation rate of 66.9% vs consensus at 66.8%. Hours worked bounced +0.8% over the
previous month, and the underutilisation rate, which is the sum of the number of persons unemployed and underemployed,
expressed as a percentage of the labour force dropped from 10.7% to 10.5%.

Real household incomes are being supported by these strong job figures, the mid-year $23bn tax cuts, and other cost of living
fiscal relief. This may be the reason behind the retail sales strength in June which rose at the fastest pace since May 2023, up
+0.5% over the month and 2.9% on the prior year.

Abroad, softer inflation in the U.S. and further signs of labour market loosening fuelled expectations of a September rate cut by
the Fed. The Dow Jones led the charge, surging +4.4%, while the Nasdaq gave back -0.8%.

80% of the S&P500 by market cap reported 2Q earnings in July, with 80% of those beating earning expectations. The Tech sector
continues to do much of the heavy lifting in the US in terms of forward EPS growth. For instance, the S&P500 2Q EPS is
forecasted to grow +9.7%, but that number would only be +3.3% without the Tech sector.

Expectations of an earlier US Fed rate cut, coupled with a hike from the Bank of Japan, saw the Japanese Yen appreciate by
+6.5% against the USD over the month as the carry trade started to unwind. Japanese equities declined -0.5%, elsewhere,
European markets were up +1.0%.

Meanwhile, the AUD fell -2.2% vs the USD to $0.65. The Aus and US 10-year bond yields fell by -19bp and -37bp respectively.

Key Trends in July

Financials were the top performing sector in the XSO in July, up +8.7%, led by portfolio holding ZIP which gained +31%

Consumer Staples (+7.2%) and Discretionary (+6.2%) remained resilient, while Real Estate (+5.5%) and IT (+4.1%) benefitted
from a lower rate expectation. Industrials had a strong month (+4%), followed by Communication Services (+1.9%). Materials
(+0.4%), Healthcare (+0.2%) just came in with positive returns, while there was a significant decline in the Energy sector
(-5.01%).

Energy slumped on the back of negative Uranium momentum as the uranium price dropped over $3/lb over July post a
strong run. The sector was also impacted by a -4.5% decline in Brent crude oil to USD 77 per barrel as the market weighed
weaker China demand against supply risk in the Middle East on rising tensions.

Persistent property troubles and a lack of stimulus have kept industrial metals in check in July, while evidence of a further
rise in Chinese stockpiles only added to the pressure on metal prices. Gold however rose another 4.1% over the month.

Some Corporate activity came in the form of capital raises from ZIP raising $267m, and ARF $140m.

Looking ahead

With August reporting season upon us, there will be particular scrutiny over companies outlook statements. We will continue to
conduct thorough research on new opportunities and will engage with a large number of management teams in the coming
weeks. We remain highly confident in your portfolio's positioning, and have the capacity to capitalise on opportunities should
they arise.
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Positive Attributors
Portfolio

Return
Comment

Intelligent Monitoring
Group Limited
(IMB.ASX)

50.0%

Intelligent Monitoring Solutions delivered strong performance in July, contributing positively to the portfolio.
The company reported pleasing financial results for Q4 FY24, with net operating cash flow of $3.7 million,
highlighting its cash-generating capabilities despite ongoing acquisition and transition costs. Key drivers
included the successful acquisition of Adeva Home Solutions, now rebranded as Signature Security, and
significant growth in its ADT Australian Commercial business. The company's refinancing efforts and contract
wins position it well for continued growth, with an attractive valuation and improving cash flow outlook for
FY25.

Zip Co Ltd. (ZIP.ASX) 30.8%

ZIP posted consensus beating unaudited result for the last quarter of the financial year, coming out with
revenue and cash EBTDA growing vs year-on-year and beating their own guidance. ZIP also went through a
capital raise of insitutional placement valued at $217 and $50m of SPP to pay-off the final corporate debt and
the rest for future growth. The raise is accretive in terms of EPS and reduces the execution risk for ZIP in the
future, which the market reacted positively, returning 30.8% for the month of July.

Electro Optic Systems
Holdings Limited
(EOS.ASX)

18.3%

Electro Optic Systems (EOS.ASX) was a positive contributor this month, driven by its market update
highlighting a 92% year-over-year increase in first-half 2024 revenue, reaching approximately $142.6 million.
This growth was strengthened by production and delivery of Remote Weapons Systems as well as strong
performance across its EM Solutions and Space Technologies divisions. EOS continues to execute well on
existing contracts, with substantial opportunities ahead - particularly for its in demand, anti-drone RWS
solutions.

Portfolio Commentary 

Negative Attributors
Portfolio

Return
Comment

AIC Mines Limited
(A1M.ASX)

-16.9%

A1M moved lower in July following weakness in the copper price, reflecting concerns over global growth and
weak economic data from China. A1M's quarterly result was a beat versus production guidance, although the
miner flagged it will face some challenges in controlling costs in FY25. A1M is in a strong financial position
and we remain positive on the outlook for the price of copper over the medium to long term given its critical
importance in the electrification process.

Straker Ltd (STG.ASX) -11.3%

Straker Translations (STG.ASX) detracted from performance this month, reflecting market concerns over its
legacy translations business as the industry evolves towards AI-driven solutions. While the transition has
created uncertainty, we remain optimistic about Straker’s future prospects, particularly with its 'Verify'
product, which has shown early promise in discussions with major partners like IBM and Microsoft. Despite the
near-term pressure on the share price due to a stale shareholder register, we believe Straker is well-positioned
to capitalize on emerging opportunities as the market solidifies its direction.

Audinate Group Ltd.
(AD8.ASX)

-6.1%

Audinate Group detracted from performance in July as the market reassessed the company's growth
trajectory. Concerns arose around the the one-off nature of the pull forward in demand from the chip shortage
have been noted in the market. Softer growth indicators, alongside discounting in key products, suggested
recent strength may have been boosted by temporary factors. Despite these challenges, we maintain
confidence in Audinate’s long-term potential, viewing these issues as transient.

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.

https://swift.zeidlerlegalservices.com/tmds/SLT5667AU
https://swift.zeidlerlegalservices.com/tmds/SLT5667AU

