
 M
ay

 2
02

3

Your Smaller
Companies Fund

Global markets ended May generally weaker

following concerns that persistent inflation would

mean interest rates remain higher for longer.



millions (M)

0 - 100 M
8.1%

Industry Weighting 

Cash 2.4%
Software & Services 15.9%

Energy 11.9%

Materials 9.2%

Retailing 6.0%

Commercial & Professional Services 8.7%

Real Estate 9.6%

Capital Goods 9.2%

Health Care Equipment & Services 8.7%

Diversified Financials 6.5%

Technology Hardware & Equipment 4.1%

Food Beverage & Tobacco 2.8%

Consumer Services 5.1%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ -4.0% -5.0% -8.1% -11.9% -18.4% -2.7% 2.6% 5.88% 41.77%

ASX Small Ords Accumulation -3.3% -1.3% -2.5% -5.8% -5.2% 4.5% 2.5% 5.6% 39.1%

Benchmark -4.8% -3.2% -4.3% -10.3% -3.5% 10.3% 7.5% 8.0% 59.6%
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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. 

 are seeking strong risk-adjusted total returns by
investing in a portfolio of high quality smaller 

have a minimum of 5 years to invest.

The Fund is designed for investors who:

Australian companies; and

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.
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Asset Allocation by Market Cap 

100 - 250 M
16.3%

500+ M
48.2%

250 - 500 M
25.0%

CASH
2.4%



Market Commentary
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Top 5 Stock Holdings

Company ASX

Lycopodium Limited LYL

Mach7 Technologies Ltd M7T

MMA Offshore Limited MRM

RPMGlobal Holdings Ltd RUL

Straker Translations Ltd STG

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. 

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.

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.

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. 
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Portfolio Commentary 

The ASX exhibited notable fluctuations throughout the month of May. High inflation and escalating interest rates, themes prevalent since the
beginning of the year, continued to pose challenges for investors. These factors were further complicated by the US debt ceiling issue, which
fortunately appears to be resolved now. 

During the month, finally, the long-anticipated indicators of slowing consumer activity, both domestically and internationally, began to
emerge. On the local bourse Universal Stores’ (UNI.ASX) trading update, a widely owned stock, was taken as a bellwether of slowing
spending in younger cohorts. This followed a similarly bearish update from Foot Locker in the US. Simultaneously, the US chip corporation
NVIDIA released an exceptionally strong second-quarter guide, which spurred a significant shift from consumer/cyclical sectors into
information technology stocks. This shift particularly favoured profitable, cash-flow generative tech companies and those involved in
artificial intelligence.

Despite these fluctuations, the ASX Small Ords only slightly underperformed the ASX100. The tech-focused MidCap50 was the best-
performing segment of the Australian market, with corporations such as WiseTech Global Ltd (WTC.ASX) and TechnologyOne Ltd (TNE.ASX)
reaching new record highs within the month. These highs were achieved despite higher than anticipated Australian monthly inflation data for
April, increases in the Reserve Bank of Australia and Federal Reserve interest rates, and a rise in bond yields.

Positive Attributors
Portfolio

Return
Comment

RPMGlobal Holdings
Ltd (RUL)

7.5%

Mining software solutions company RUL had a strong month, following an announced extension of its on
market share buyback program for another 12 months. The company intends to buy a further 5% of shares on
issue, which is in addition to the 5.23 million shares bought back already. The announcement stated the
groups cash balance as at 30 April 2023 to be at $35.3 million, ahead of our forecasts, implying cash collections
are strong and on track.

Cettire Ltd. (CTT) 11.9%

CTT’s operational update in mid-May showed the luxury fashion retailer was continuing to profitably grow at
an incredible rate. The company pushed out a number of localisation upgrades to regional websites, such as
South Korea and Japan. The company continues to see rapid growth in its core markets in the US, UK and
Australia. Pleasingly, the growth rate was accelerating into back end of the reported period, suggesting it is
continuing to take share from its rivals at a compounding rate.

Hansen Technologies
Limited (HSN)

10.0%

It was a strong month for the energy, utilities and communications billing software provider HSN. It has been a
while since HSN has made an acquisition, but following a meeting with management during the month we are
growing increasingly confident they will pull the trigger soon. The company has significant balance sheet
capacity and now finds itself in a more favourable market for buyers of software companies. 

Negative Attributors
Portfolio

Return
Comment

Mach7 Technologies
Ltd. (M7T)

-20.3%

Despite its third quarter update showing the company had exceeded its FY23 sales order guidance, M7T
continued to see selling pressure during the month. The ongoing weakness has been somewhat perplexing
despite the operational trajectory of the company. The one potential negative that may be feeding into this is
the outstanding US litigation against the company, which they previously won and has since been appealed by
the opposing party. Our understanding of the case is that there is minimal liability for M7T and will potentially
be resolved soon.

Stanmore Resources
Ltd (SMR)

-14.8%

SMR saw share price pressure during May on the back of a slide in the metallurgical coal price. Soft
economic data out of China saw base metal prices soften, with questions regarding its recovery
emerging. We believe these price moves are more driven by short term sentiment rather than the
ongoing demand/supply dynamics affecting the industry. We continue to see tight supply and rising
demand out of South-East Asia and India as being supportive of an ongoing profitable market for SMR,
one of the industry’s lowest cost producers.

Regal Partners
Limited (RPL)

-13.3%

RPL saw some weakness off the back of declining equity markets, with their inherent leverage working
against them during the month. If markets continue their decline into end of the financial year, it will
likely decrease any outstanding performance fees Regal accrued during the half. Management also
provided an operational update at its AGM, showing that the alternatives manager has been receiving
strong flows during the year, particularly into its credit fund, and is well on track to achieve its target of
$1 billion in net flows.

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. You can access the Fund’s Target Market Determination here.
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