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Your Smaller
Companies Fund

In October, financial markets faced significant

challenges, as rising bond yields had a negative

impact on both stocks and bonds.



millions (M)

0 - 100 M
9.0%

Industry Weighting 

Cash 2.1%
Software & Services 12.5%

Energy 13.3%

Materials 6.2%

Retailing 7.7%

Commercial & Professional Services 7.5%

Real Estate 10.2%

Capital Goods 9.6%

Health Care Equipment & Services 8.0%

Diversified Financials 5.8%

Technology Hardware & Equipment 6.5%

Food Beverage & Tobacco 3.7%

Consumer Services 7.0%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ -6.4% -6.5% -6.0% -8.0% -20.3% -5.8% 1.9% 5.16% 38.83%

ASX Small Ords Accumulation -5.5% -10.5% -10.3% -5.1% -12.0% 0.5% 2.5% 4.0% 29.0%

Benchmark -5.0% -11.7% -11.7% -7.5% -13.2% 3.0% 5.1% 6.2% 48.0%
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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.

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
17.7%

500+ M
49.8%

250 - 500 M
21.5%

CASH
2.1%

#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

Cettire Ltd CTT

Mach7 Technologies Ltd M7T

RPMGlobal Holdings Ltd RUL

Stanmore Resources Ltd SMR

Gold: higher yields and geopolitical instability underpinned risk-off behaviour
which saw gold rally +7.3% in October.
Iron Ore was resilient with low inventories and China GDP upgrades supportive.
Retail Strength: September retail sales lifted +0.9% month on month, ahead of
consensus, which saw it reaccelerate to 2% year on year.

Retailer Results have continued to show resilience with better than
consensus trading updates from Nick Scali Limited (NCK.ASX), EVT Ltd
(EVT.ASX), JB Hi-Fi Limited (JBH.ASX) and Super Retail Group Ltd (SUL.ASX)
in October.

Market backdrop  
 
It was a tough month for small caps more broadly. The Small Ords (-5.59%)
underperformed the ASX 100 (-3.61%) in October 2023, as the market saw a clear
signal that the higher for longer rhetoric is the markets base case. The horrific
conflict in the Middle East put further pressure on risk assets as concerns around
regional instability increased.

Early October saw the RBA pause, as expected in what was Governor Bullock’s first
meeting. However, two key economic datapoints during the month made a
November 7 rise more likely. The first print was the unemployment rate falling
putting the figure at its lowest level in approximately 50 years. The second data
point was the 3Q CPI, which featured an increasing +1.2% quarterly print up from the
+0.8% in the quarter prior. The 5.4% yearly figure, was above the RBA’s forecast.
Noteably, the services inflation read was at particularly elevated driven by higher
labour costs. The RBA is expecting a 4.1% year on year Q4 CPI print.

House prices also continued to rise, with October dwelling prices +0.9% month on
month, marking a 7.6% increase calendar year to date. House prices are on track to
hit record highs in coming months given strong demand from migration, and slower
residential approvals which were down 4.6% from the month prior,  meaning a
supply shortfall.

US CPI was also stronger than expected. While the Federal Reserve did not meet in
October, they met and paused on November 1. US earnings results weighed on
broader investor sentiment, as growth expectations moderated on mixed quarterly
earnings results. 

Key Themes 

In October, financial markets faced significant
challenges, as rising bond yields had a negative
impact on both stocks and bonds.

The ASX 200 Accumulation Index fell by –3.80%,
with the Technology and Health sectors bearing the
worst of the losses, and gold stocks surging. In the
US, major indexes were lower across the board,
with the S&P 500 down by –2.20%, the Dow Jones
by –1.36%, and the Nasdaq by –3.43%. European
markets were likewise weaker: Germany’s DAX was
off –3.75%, the French CAC down –3.50%, and the
British FTSE down –3.76%. Japan’s Nikkei 225 was
weaker by –3.13% over the month. 

After trading down as low as USD 0.6275, the AUD
ended October off its lows at around USD 0.6375.
Gold and oil were both higher in October.  

US and global bond yields rose as markets
absorbed the message from Central Banks that
official rate settings were likely to stay higher for
longer. US 10-year bonds rose from just under
4.70% at the start of October to nudge 5.00% before
retreating by month end. Australian 10-year bond
yields were likewise higher, rising from 4.35% to
peak around the 5% level.

Current market dynamics

There are two major risks that the market is
grappling with at present. The first is rising bond
yields, which were in evidence across October, with
US 10-year Treasuries at their highest level since
2007. The question is whether we are moving into a
higher-for-longer regime or whether higher bond
yields retreat as inflation slowly reduces. The
move-up in rates is driven by investors demanding
higher returns for longer-term risks. Investors
should consider the possibility that higher yields
could be a medium-term story and understand
what that could mean for a highly indebted
economy. 

The second major risk is rising geopolitical
tensions, exacerbated by the conflict in the Middle
East. If the war between Israel and Hamas remains
contained, markets will feel relieved. But if it spirals
out of control to include other regional players, and
draws in Iran and the US, then market risk will
spike, and uncertainties will force markets lower. 

Portfolio Commentary 

War in the Middle East has an outsized influence on global energy costs, especially
natural gas and oil. If those prices rise sharply, the global economy (and markets)
will suffer as a consequence. 

Back to Australia

Current market commentary is that Australian rates are too low relative to local
underlying inflation and US rates meaning there is a strong likelihood of further rate
hikes. The International Monetary Fund (IMF) has urged the Reserve Bank to lift
interest rates further and cut or delay some of the state and federal government’s
$150 billion worth of infrastructure projects. As a result, the federal government is
reviewing its major projects with decisions likely to be announced in next month’s
mid-year budget update. 
 
The IMF is forecasting that Australian economic growth will ease from 1.8% this year
to just 1.2% in 2024. Economic growth at that rate, given Australia’s strong
population growth, would suggest a per capita recession. 

Outlook

Recent declines of over 10% in various equity markets have increased the
attractiveness of equities in the short term. The prevailing uncertainty in the outlook
and resulting market decline means that buying opportunities are emerging,
particularly for companies at the “high quality” end of the spectrum. The US equity
market appears reasonably valued if one excludes some of the mega-cap tech
companies from the valuation calculation, and smaller companies are cheaper still. 

Market Commentary (continued)

Market Commentary
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Financials were the weakest sector in small caps, down -12.2% in October, led by Credit Corp Group Limited's (CCP.ASX) US impairment
and Magellan Financial Group Ltd's (MFG.ASX) funds under management outflows and CEO departure.

Judo Capital Holdings Ltd (JDO.ASX) launched a capital notes offer at a margin of 6.5% per annum, which highlights the increased
funding requirements of smaller banks.

Corporate Activity:
There was increased corporate activity with Aussie Broadband Ltd (ABB.ASX) signing a scheme to acquire Symbio Holdings Ltd
(SYM.ASX).
Azure Minerals Ltd (AZS.ASX) entered into a binding transaction scheme from SQM.
Propel Funeral Partners Ltd (PFP.ASX) receiving inbound interest.
The takeover and subsequent de-listing of United Malt Group Ltd (UMG.ASX) saw Light & Wonder Inc. CDI (LNW.ASX) join the
S&P/ASX200 in October.
InvoCare Limited (IVC.ASX) has been removed prior to trading on the 6 November, replaced in the S&P/ASX200 by Emerald Resources
NL (EMR.ASX).    

Looking Forward 

Looking ahead, the macroeconomic outlook continues to drive markets. Geopolitical volatility in the Middle East will remain front of mind,
whilst a continued thawing of relations between Australia and China is a positive catalyst domestically, with wine tariffs currently under
review as Prime Minuster Albanese visits China in November.

Positive Attributors
Portfolio

Return
Comment

Stanmore Resources
Ltd (SMR)

2.7%
SMR performed strongly in October as the metallurgical coal price rallied, and the company reported a robust
September quarterly result. We continue to see value in SMR's high quality management team, asset
optimisation strategy and continued investment in organic growth opportunities.

Negative Attributors
Portfolio

Return
Comment

Regal Partners Limited
(RPL)

-25.5%

RPL saw substantial share price pressure during October, with weakening equity markets acting as a double
blow to the company’s earnings, lowering funds under management (FUM) levels and the potential for
performance fees in the current period. Whilst the current market climate makes it tougher for managers like
RPL to earn outsized returns, we remain attracted to the company’s FUM inflow momentum and exposure to
alternative asset classes such as water rights, rural property and hedge funds – of which Australia is
underweight on a global level.

Mach7 Technologies
Ltd (M7T)

-12.6%

M7T posted a $400,000 operating cash outflow for the Q1 results, as expected given Q1 has the most expense
payments due. Sales orders met our expectations, with promising annual recurring revenue run rate and
contracted annual recurring revenue growth. The company's positive outlook is reinforced by a strong
pipeline, and a strategic shift towards subscription contracts which is better for the long-term. We expect M7T
to achieve positive operating cash flow for FY24, and hit its guidance of 15-25% revenue growth on FY23.

Cettire Ltd (CTT) -11.1%

CTT experienced continued volatility in October, with its share price significantly declining, partly due to
sector-related sell-offs led by competitor Farfetch. The company's recent quarterly update, however, painted
a more favourable picture, indicating sustained profitable growth and reinforcing our confidence in the
company's long-term value proposition. With CTT capturing just a single-digit percentage of its addressable
market, the potential for expansion remains substantial, underscoring our optimistic perspective amid short-
term price variances.

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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