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Central banks have made it very clear that they will

continue raising rates to combat inflation, but the pace

of increases may soon begin to decelerate.
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 Industry Weighting 

Cash 5.7%
Software & Services 17.5%

Energy 11.2%

Capital Goods 9.2%

Commercial & Professional Services 9.0%

Diversified Financials 8.7%

Health Care Equipment & Services 8.3%
Materials 7.6%

Real Estate 7.0%

Technology Hardware & Equipment 4.9%

Food Beverage & Tobacco 3.2%

Retailing 3.1%

Consumer Services 2.6%

Telecommunication Services 1.7%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ 
 4.9% -1.8% -13.6% -31.0% -4.8% -2.3% 6.0% 7.7% 50.9%

ASX Small Ords Accumulation 6.5% -4.9% -14.4% -18.3% 3.5% 1.5% 4.2% 5.7% 36.0%

Benchmark 4.7% -5.2% -16.6% -18.6% 8.7% 6.5% 8.8% 8.9% 60.1%
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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.

*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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Fund Benefits

Asset Allocation by Industry 

Risk Management

Investor SuitabilityFund Facts

Performance

Asset Allocation by Market Cap 

100 - 250 M
12.1%

500+ M
46.4%

250 - 500 M
29.3%

CASH
5.7%



Annual consumer price inflation is expected to hit 7.75% by the end of the
year.
Local economic growth is forecast to fall to 3.25% this year and slow to
only 1.5% next fiscal year
Unemployment is forecast to rise from 3.5% to 4.5%.
Expectations are for the Reserve Bank of Australia (RBA) to raise rates
three more times, in 25bps increments, taking the cash rate from 2.6% to a
terminal rate of 3.35%.

Central banks combat inflation by slowing the economy through tighter
financial conditions which curb spending, reducing employment and income.
In 2020, however, developed country governments’ response to the pandemic
interrupted the usual recessionary dynamics of rising joblessness that
amplifies declines in income and spending. It means private-sector balance
sheets are in a historically strong position. State and local governments are
also flush with cash, leaving them in a far better position than after the
recession of 2007 to 2009.
 
 In many respects, the usual indicators that economists have used in the past
to forecast a slowdown or recession might not be particularly useful in the
present post-pandemic circumstances, creating a high degree of uncertainty.

Euro inflation

Inflationary pressures in Europe remain particularly worrying. Europe faces a
large problem as the European Central Bank (ECB) is forced into action to
tame inflation, just as the war in Ukraine and the attendant sanctions aimed at
Russia have exposed the continent to further supply shocks. Our view is that
Europe is at greater risk of stagflation (high inflation, low growth) than either
the US or Australia.
 
China

In contrast to the US and Australia where economic indicators are holding up
reasonably well, China has been in an economic slide since its property
clampdown 12 months ago, aggravated by renewed lockdowns.
Unemployment is rising and could reach levels not seen in many years.

Chinese export growth has slowed and is expected to decelerate further on
weakening external demand. China may still outperform other export-oriented
economies due to its diversified export products and trading partners as well
as less vulnerability to global energy shortages.

A safe and orderly exit from its zero-COVID policy in the near term is difficult
for China as the government has yet to sufficiently vaccinate its elderly
population. But continuing the zero-COVID policy indefinitely also seems
unpractical as local outbreaks have become more frequent, more widespread,
and more costly to the economy. 
 
Australian Federal Budget

The Albanese government’s first mini-Budget was framed as “hard decisions
for hard times,” stressing the need to stabilise national finances in an
inflationary environment with soaring energy prices, a weak economic
outlook, and spiking costs of the poorly designed NDIS. Treasurer Chalmers
was keen to portray himself and the government as “a safe pair of hands”. The
Budget contained $7.5 billion in cost of living measures in the form of cheaper
childcare, medicines, and paid parental leave. 

The Budget assumptions are worth noting:

Market Commentary

The deteriorating global economic outlook has
driven warnings about a damaging stagflationary
environment. The broad-based tightening in global
conditions is acting to slow spending growth,
accentuated by the high costs of basic foods and
energy. European geopolitical uncertainty is also
weighing on business confidence. Likewise, COVID-
19 restrictions and lockdowns in China continue to
cause supply chain disruptions and add costs and
complexity to global trade. Despite all these
concerns, markets rebounded during October
following a sense that most of the correction may
be behind us.

With greater certainty that central banks are
committed to confronting inflation, the VIX
volatility index fell to 25.88 from 31.62 by month
end. US Treasuries fell in price, with yields on
benchmark 10-year bonds rising from 3.8% to
4.07%. After trading in a wide range, the Australian
dollar ended the month virtually unchanged at USD
0.64. 

Peak central bank hawkishness

Of course, central banks have made it very clear
that they will continue raising rates to combat
inflation, but the pace of increases may soon begin
to decelerate. Following the most recent 75 basis
point (bps) US rate rise, Fed Chair Powell was keen
to emphasise that any pause in rate increases
would be premature. While we anticipated a 75 bps
increase in early November, that may well prove the
last of the outsized rate increases as central banks
decide to wait and see how data unfolds.
 
US consumers

The Biden administration’s response to the
pandemic left household and business finances in
unusually strong shape, with higher savings buffers
and lower interest expenses. According to the Fed’s
estimates, since late last year, households have
decumulated about one-quarter of these excess
savings. Broadly similar circumstances pertain in
Australia.
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Top 5 Stock Holdings

Company ASX

Hansen Technologies HSN

Lycopodium LYL

Mach7 Technologies M7T

RPM Global RUL

Straker Translations STG



Market Commentary Cont.   

Australia’s prospects

We do not expect rate rises in Australia to unduly
stifle growth, and therefore do not anticipate a
recession. Australian export income should
continue to be buoyed by sustained commodity
prices and agricultural exports. There are solid
reasons to expect that Australian corporate
earnings will remain relatively robust and
outperform the rest of the world. The return of
tourists and students, boosted by a low AUD, will
provide welcome growth.

This does not mean there are no earnings risks in
the Australian economy. Some slowdown is
inevitable, particularly in those sectors most
vulnerable to rising interest rates (such as
discretionary consumption and housing). However,
the impact on overall earnings should be mitigated. 
 
Gold

In Q3, retail investors bought gold as a store of value
amid surging global inflation, while central banks
are interested in diversifying their holdings amidst
currency and geopolitical uncertainty. The big move
in the price of gold was down to global central bank
purchases that leaped to almost 400 tonnes in Q3
marking the eighth consecutive quarter of net
purchases and lifts. 

Seasonality

With October behind us, we are now in what has
historically been the strongest month of the year for
the US stock market. Prospective Price Earnings (PE)
ratios ended October at long term averages in the
US (at 16x), whereas in Australia the prospective PE
is some 8% below its long term average of 14x,
indicating the market is somewhat cheap. 

We remain confident that solid profitable
businesses that benefit from inflation and moderate
economic growth will continue to do well. Similarly,
premium real estate continues to provide attractive
returns.

Portfolio Commentary    

October witnessed a strong rebound in global share markets. Investors are
again looking for signs of easing inflation with bond markets starting to reflect
expectations. 

So far, the US reporting season is supporting markets with the Industrial sector
showing strength, while clouds gather around the US Information Technology
sector as companies show the strain of higher costs and slowing top lines. In
Australia to date, the mini-Bank reporting season has delivered strong
outcomes for the sector, with net interest margin expansion to date outpacing
the slowing property market. AGM updates were also a feature with Woodside
delivering a standout production update sending the stock to new highs.  

Reflective of the changing external environment we have looked to gain
exposure to the Australian economy as households appear to be weathering
higher interest rates well. In a global context we continue to believe structural
shortages in commodities when met with increasing demand are delivering
pockets of opportunity. Reflective of this we have remained overweight Energy
and Lithium while being cautious Iron Ore due to the clouded outlook for China
demand as COVID-19 cases again surge. At a portfolio level we are seeing the
benefits of active positioning through strong portfolio performance. 

In October key drivers included exposure to the Banking sector which led the
market up +14.5% and the Energy sector which was up +9.5%. Quite often in
funds management its more about what you don’t own and while extremely
hard to predict, we avoided the significant decline in Medibank as the company
reported a large hack by international actors.  

We are of the belief that the current rally in markets can continue with the
likelihood that the elevated concern around the Fed’s pace of tightening will
continue to ease. Key risks to the outlook continue to include sharper slowing
economic activity in China and Europe as well as irrational action from the Fed. 
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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. 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 

Portfolio Commentary Cont.   


 Contributors
Portfolio

Return
Comment

RPMGlobal Holdings
Ltd (RUL)

25.0%

RUL provided a good update alongside their AGM announcement. Pleasingly, $9 million of the
$11 million in incremental FY23 software subscription growth guided to has already been
contracted, which is the key driver of the $14.2 million earnings before income tax, depreciation
and amortisation (EBITDA) FY23 guidance. For that reason, we think RUL are well on their way to
beating guidance. 

Stanmore Resources
Ltd (SMR)

33.3%

SMR continues to re-rate in the market, which we think is overdue given the quality of asset it
purchased from BHP. The company's most recent update revealed an impressive ramp up in
production and solid cost control. We continue to see substantial upside as the stock moves
closer to historical, sector multiples. 

Praemium Ltd (PPS) 24.6%
PPS's quarterly update revealed a reacceleration of fund flows onto the independent platform.
Pleasingly, the rate of growth was between its two bigger rivals - HUB24 and Netwealth. Cash
spreads are increasing with rate hikes and should continue to be a tailwind. 


 Detractors
Portfolio

Return
Comment

Straker Translations
Ltd (STG)

-7.5%

STG saw its share price slide on relatively low volumes of trading. We remain confident in the
company’s strategy of offering new work-flow solutions and productivity tools to its customer’s
workforces. We believe that further deals akin to the IBM agreement will be signed as the company
continues to prove the benefits of its solutions.

Panoramic
Resources Limited
(PAN)

-26.3%

PAN saw a sell off after its quarterly activities report, revealing an improving production profile –
albeit below market expectations. Of concern was the increase in costs during the quarter,
meaning the company was left to fully draw down its credit facility. Given the increasing near-
term risks of not meeting production guidance, we sold our small position in the company.

MAAS Group
Holdings Ltd (MGH)

-27.9%

Consistent wet weather is the biggest risk for the company hitting guidance. During the month,
management reiterated its FY23 EBITDA guidance of $180 - 200 million, yet this did little to help
the share price. Interest rate hikes are also likely impacting investor sentiment. MGH is trading
on a FY1 PE of 7.5x which we feel is undervalued.
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https://www.eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=781700f4-542a-4d16-86ec-9ba78ec02843
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