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Your Smaller
Companies Fund

The mid-point of calendar 2024 is a useful time to take

stock of financial markets and the forces driving them.  



millions (M)

0 - 100 M
4.4%

Industry Weighting 

Cash 2.8%
Software & Services 3.0%

Energy 7.8%

Materials 6.2%

Retailing 5.3%

Commercial & Professional Services 5.4%

Real Estate 9.5%

Capital Goods 13.9%

Health Care Equipment & Services 5.6%

Diversified Financials 12.7%

Technology Hardware & Equipment 9.4%

Food Beverage & Tobacco 2.4%

Consumer Services 16.0%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ 0.0% -6.6% 2.8% 15.8% 9.6% -9.7% 2.3% 7.3% 66.3%

ASX Small Ords Accumulation -1.4% -4.5% 2.8% 9.3% 8.9% -1.5% 3.7% 6.0% 52.2%

Benchmark -2.6% -2.4% 4.2% 7.4% 7.7% 0.1% 7.2% 8.0% 73.6%
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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
19.9%

500+ M
58.4%

250 - 500 M
14.5%

CASH
2.8%

#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

The mid-point of calendar 2024 is a useful time to
take stock of financial markets and the forces
driving them. Key themes that dominated the first
six months included the scaling down of interest
rate cut expectations in the face of persistent
inflation, the resilience of the US economy, and a
mixed picture in Europe and Asia. The key factor
driving global markets remained the expectations
for interest rates, and disappointing inflation data
meant that markets anticipate that the US Federal
Reserve will keep rates unchanged at a two-decade
high until there is unequivocal evidence that
inflation is declining towards their target of 2%.
Rising political uncertainty with a number of
elections being held across the globe was also a
factor over the past few months, and will continue
to be so until the US votes in November.

Over June, the ASX 200 Accumulation Index was
barely changed (+0.9%), but that disguises large
variations between sectors. Financials, Healthcare
and Consumer stocks all performed well, while
Materials and Energy stocks were weaker. In the US,
indexes were higher, with the benchmark S&P 500
up 3.6%, but performance remains concentrated
driven by the large mega-cap technology names.
Other global markets were mixed: Germany’s DAX
was down 1.4%, the French CAC down 6.2%
(shocked by President Macron’s calling of a snap
election and the strong showing of the far-right
National Rally), and Britain’s FTSE was down 1.3%.
Japan’s Nikkei was up 2.8%. 

US and global bonds ended the month with yields
generally higher and prices lower, affected by
political uncertainty in France, and a growing sense
that Donald Trump is gaining the lead over Joe
Biden in the race for a second term. Long-term US
government bond prices fell sharply following
Biden’s disastrous performance in the presidential
debate, despite the lowest year on year print for the
personal consumption expenditures figure since
March 2021. We think the bond market is reacting
to the increased probability of a second term in the
White House for Trump, and fears that tax cuts will
worsen deficits. 
 

Central banks have indicated that official rates are likely to stay higher for longer
and that they will not be rushed into rate cuts in the next few months. US ten-year
Treasuries stabilised around 4.4%, with Australian government ten-year bonds at
4.3%. The AUD was slightly stronger over the month, settling around US$0.67 but
remains weaker than we think it ought to be. Resources were mixed, with oil up, gold
unchanged, and iron ore and coal both sharply weaker. The VIX volatility index
remained at very low levels over June. 

The US economy has shown more resilience than most people expected when the
Federal Reserve started raising interest rates in March 2022. But now, more than two
years into the Fed’s tightening campaign, we find ourselves in a state of unstable
equilibrium, with forces pulling the economy in oppositive directions. 

On the one hand, the lagged effects of Fed rate hikes continue to rein in growth, with
higher borrowing costs biting into over-leveraged consumers, corporates, and
banks. This is causing rising consumer delinquencies, higher corporate
bankruptcies, and increased pressure on some banks’ balance sheets, especially
smaller regional banks. 

On the other hand, the Fed “pivot” in December 2023 triggered an easing of financial
conditions: bond issuance surged, M&A activity awakened, risky assets rallied, and
bond spreads tightened. These easier conditions have at least partly neutralized the
effects of the Fed hikes, paving the way for a re-acceleration in both economic
growth and inflation. 

Given the current underlying strength of the US economy, we believe that easier
financial conditions will continue to offset the effects of the Fed rate hikes, at least
for the next couple of quarters, driven by strong consumer spending (particularly on
services), high government spending, strong corporate earnings, and the wealth
effect triggered by rising asset prices. 
 
As a result, we expect US economic growth to maintain at around 2.5%, on the back
of a still strong employment market. We also expect inflation to remain above the
Fed’s 2% target for the near future, and thus, in all probability, interest rates will
remain higher for longer. 

The current phase of elevated US rates means the USD is likely to remain strong in
the short term, though longer term, we anticipate a period of greenback
depreciation as US growth slows more noticeably, the Fed lowers interest rates and
global financial conditions ease in 2025. 

The economic growth divergence between the US and major developed economies
that was apparent early this year may be turning to closer convergence. There are
tentative signs of an approaching US economic slowdown, while European
economies remain on an overall gradual upswing. We also observe a convergence on
the inflation and interest rate front. Internationally, low productivity combined with
labour cost pressures is contributing to lingering inflation risks, which could lead to
later or more gradual easing from many foreign central banks. 

Converging growth trends are matched with a global economic outlook that has
softened and become modestly more uncertain. Election outcomes across many
emerging economies (e.g. India, South Africa), and elections in France and the UK (in
July) and the US (in November), have created temporary uncertainty; however, while
we expect a fair degree of policy continuity and only moderate deviations from
previous policy paths, political uncertainties have unquestionably increased. 

Australia 

Australia’s financial markets have marked time over the last few months as investors
continued to assess the outlook for the Reserve Bank of Australia's monetary policy.
The RBA June meeting minutes showed that the board left the door open for a rate
hike if required. The minutes noted wages growth had likely passed its peak and
highlighted that risks to the labour market “were seen to be to the downside.” On
GDP growth, the minutes noted that growth in GDP had been weak and reflected
subdued activity in the more interest rate-sensitive parts of the economy. The
minutes also noted that consumer spending over the preceding 18 months had been
revised upwards, bringing it closer into line with historical averages. That said, on
the hawkish side, the minutes flagged the recent upward revisions to consumption
and the need to remain vigilant to upside risks to inflation. 

During June, data revealed that Australia’s monthly CPI rose by 4% in May,
accelerating from a 3.6% advance in April and surpassing market expectations of a
3.8% increase. This has fuelled speculation that the RBA might raise interest rates in
August. However, we think it unlikely that policy decisions would be made based on
a single month’s inflation report, and further information will be required before the
RBA changes course. 
 

Market Commentary



Your Smaller Companies Fund | June 2024

The current economic challenge is that any good news on the activity front is likely bad news for the interest rate outlook – which in turn is likely bad news for the
equity market outlook. The RBA remains concerned about lingering inflationary pressures given limited spare capacity, and simply does not want to see much of
a lift in overall demand anytime soon. 

China 

The Chinese economy has been facing a post-Covid period of slowdown, with slowing exports, deflation in its highly leveraged housing sector, and demographic
deterioration (which can erode consumer spending over time). Additionally, trade conflicts with its global trading partners (especially the US, now that most
disputes with Australia have been resolved) have revived fears of tit-for-tat restrictions on imports, which could lead to an aggregate slowdown in both global
commerce as well as the flow of capital, both in foreign-direct investments and capital markets. No doubt, Chinese leaders will be watching the US Presidential
election closely, with Trump’s proposals to extend tariffs on Chinese imports up to 60% in their focus. 

Despite expected “bumps in the road”, we remain optimistic that inflation will continue to decline, that a soft landing for the global economy is the most
probable scenario, and that 2024 is likely to see positive share market returns helped by falling rates later in the year or early in 2025. With share markets hitting
new highs in recent months, it is time to be selective in constructing resilient and diversified portfolios. As we enter the second half of the year, the risks for
equity holders are rising. Growth momentum is slowing. Valuations are elevated, and markets are concentrated. Geopolitical uncertainty is high. The focus on
earnings is likely to be more critical during the next two quarters. 

Portfolio Commentary 

CSCF June 2024

 The Clime Smaller Companies Fund returned a 17.26% gross return in FY 2024, significantly outperforming its benchmark which returned 7.42% over the same
period. After management fees, this amounts to an outperformance of 8.4%. 

 The fund moved marginally higher over June up 0.17%, a good result in what was a weak market for small caps. 

 The ASX Small Ordinaries declined by -1.66%, contrasting with the stronger performance of the ASX100 which gained 1.05%. This divergence occured as
investors grappled with a sticker inflation print than expectations. The May monthly CPI print increased to 4% y/y, up from 3.6% in April. The trimmed CPI mean
also rose to 4.4% from 4.1% a month earlier.

 Governor Bullock's hawkish press conference after the June RBA meeting hinted at a possible rate hike, which jolted the market into pricing a 50% chance of a
upward move by August. Market expectations have now cooled to a 28% chance.

 While the market is still pricing in a 50% chance of a hike before the end of the year, we currently expect the RBA to stay steady at 4.35%. This, however, is all
dependent on the official upcoming data on jobs, retail sales and crucially, the 31 July Q2 CPI print. 

 Many notable domestic economic data points during June, including: 

 A minimum wage and award decision of +3.75%. This was largely expected.

 Stage 3 tax cuts are now set to take effect, further stimulating consumer spending.

 Q1 real GDP which grew by just 0.1% q/q, with y/y growth slowing to just 1.1%.

 Employment exceeded expectations with a rise of +40k jobs (consensus expected +20k) Unemployment decreased to 4% (from 4.1%).

 Consumer surveys showed resilience, as real consumption slowed but haven’t collapsed, increasing by 1.3% y/y in Q1.

 Household wealth in Q2-24 surged by ~9% y/y with the help of house prices rising 8% y/y. This is the fastest growth since Q1-22 which should provide some a
positive wealth effect for future consumption.

 

 The Australian 10-year bond yield fell 10bps, the same for the US 10yr. US markets rose, with the S&P 500 +3.6% in June, as tech continued to outperform, with
the Nasdaq +6%. US rate cuts are still expected later this year, with the FOMC’s dot plot now showing just one 25bps cut in 2024. The 2025 plot moved from 75bps
of cuts to 100bps.

Key Trends in June

Concerns for the Consumer: Investor sentiment continues to grapple with the likelihood of interest rate rises, and the impact this will have on discretionary
spend. A string of negative trading updates over the month didn’t help either. Online luxury, and portfolio holding Cettire (ASX: CTT) was hard hit. But as we will
elaborate in the stock comments below, we remain confident in the outlook. We also saw negative updates from Kathmandu (ASX: KMD) and Motorcycle
Holdings (ASX: MTO), both citing a weak consumer.

Resources: Lithium hit by lower EV sales and a consumer shift back towards plug-in hybrids.

Takeovers and Mergers: One of our best performers over the last two years was Mermaid Marine (ASX: MRM) which received a 10c kick up in the takeover price
to $2.70. We are sad to see this one delist; the acquirers are getting it for a steal. Elsewhere on a more positive note, radiology companies Capitol Health (ASX:
CAJ) and Integral Diagnostics (ASX: IDX) finally consummated what we suspect was a multiyear courtship. The combined group looks more interesting together
and remains on our radar. Myer (ASX: MYR) sought a combination with major shareholder Solomon Lew’s Premier Investments (ASX: PMV) apparel brands, which
we think is interesting.

IPO Activity: Guzman Y Gomez (ASX: GYG) completed the biggest IPO since 2021, Life 360 (ASX: 360) dual listed in the US (NASDAQ: LIF).

Looking ahead

With August reporting season right around the corner, we are on the lookout for profit warnings over July. We remain highly confident in your portfolio's
positioning and continue to conduct thorough research and engage with management teams to build conviction in our watchlist names.
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Positive Attributors
Portfolio

Return
Comment

Zip Co Ltd. (ZIP.ASX) 28.1%

After a couple of months of subdued movement, ZIP's performed well over the month of June, with investor
sentiment turning around with the US inflation data surprising the market with disinflationary movement.
With the data sparking hopes around rate cuts to come in the US, this will help ZIP with lowered debt facility
cost, furthur inreasing their product margin with rationalised competition.

Electro Optic Systems
Holdings Limited
(EOS.ASX)

21.9%

Electro Optic Systems rebounded as a contributor in June following a sell-off post-March capital raise. The
company's roadshow to institutional investors in Australia and the UK highlighted its significant opportunities
across multiple business lines. With a business refocused under new management, EOS reported strong Q1
revenue growth of 127% year-on-year and expects solid performance in 1H24. Key contract wins, including a
German government deal and ongoing testing with US Abrams tanks, reinforce confidence in the counter-
drone thematic. EOS’s diversified revenue base and strategic entry into North America position it well for
continued growth.

Light & Wonder, Inc.
Shs Chess Depository
Interests Repr 1 Sh
(LNW.ASX)

11.7%

LNW delivered strong outperformance through June, with industry survey data revealing positive momentum
continued in its gaming performances, representing 8 out of the top 25 premium leased & WAP games, a key
driver to earnings growth. LNWs success to date and future is underpinned by its studio talent and ongoing
investment in R&D, which we view as a clear second to ALL. We retain a positive outlook with further market
share gains coming at the expense of its competitors who remain distracted by consolidation and strong
organic growth driven by the premiumisation of its North American install base, continued momentum in
SciPlay and market share gains within iGaming. 

Portfolio Commentary 

Negative Attributors
Portfolio

Return
Comment

Cettire Ltd. (CTT.ASX) -49.8%

Cettire's share price dropped sharply in June following a late-month trading update. Despite strong revenue
growth, the market was surprised by a significant drop in EBITDA margin. Management attributed this to
aggressive inventory clearance by two competitors, one bankrupt and the other under new ownership. Cettire
chose to maintain market share at the expense of short-term profitability, meeting revenue but missing
profitability expectations. While this issue is temporary, the market seeks more confidence in management
and the company's earnings. We have maintained our position, recognizing the large growth opportunity
ahead.

AIC Mines Limited
(A1M.ASX)

-19.4%

After strong performance in May, A1M retraced in line with a fall in the copper price in June. A1M has
announced that is has achieved FY24 production guidance, and is on track to develop its Jericho mine. We are
positive on the outlook for the price of copper which is critical to the electrification process and expect
continued tight supply-demand conditions for the metal.

Latin Resources Ltd
(LRS.ASX)

-34.6%

LRS share price has struggled in line with the broader lithium mining sector as a surplus of supply is putting
downward pressure on the price of lithium. LRS remains on schedule to release its DFS in the coming quarter
with first production targeted for mid 2026 for its low-cost Salinas lithium project in Brazil. We continue to see
valuation upside in LRS and retain exposure to lithium at a small weight in portfolios.

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

