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With greater certainty that central banks are

committed to confronting inflation, interest rates rose

across the term structure.






1 month 3 months 6 months 1 year 3 years p.a.* 5 years p.a.* Since inception p.a.*

Net Portfolio Return (Wholesale)** -0.3% 4.4% 3.2% -3.1% 3.7% 4.0% 5.5%

Income - - - 4.4% 3.1% 3.5% 3.5%

Capital Growth - - - -7.2% 0.5% 0.4% 1.9%

Volatility - - - 6.7% 6.5% 5.4% 4.8%

UTILITIES &
INFRASTRUCTURE
4.5%

Security Weighting (%)

BHP Group Limited 3.8

Telstra Group Limited 2.4

Spark New Zealand 2.1

Coles Group Limited 2.0

NAB Bank Limited 2.0

The Fund provides exposure to a diversified
portfolio across multi-asset income securities,
including access to investments across the entire
capital structure of a company. The investment
approach employed leads to lower overall portfolio
risk when compared to equity markets.
At times, the level of cash or cash equivalents may
be higher where elevated market uncertainties
present an elevated risk of capital loss.

The Clime Australian Income Fund (“Fund”) is a
multi- asset class portfolio that invests in high-
quality income generating assets. The Fund provides
exposure to higher yielding securities in both listed
and over the counter markets. The Fund aims to
achieve a total return of 3% p.a. (after fees) over the
Reserve Bank of Australia cash rate, whilst
maintaining relative price stability.
This fund is available to retail and wholesale
investors.

The Fund is designed for investors who:
• are looking to diversify their portfolios across asset
classes outside of higher growth, higher 
risk equities.
• are seeking a steady accumulation of wealth over
the longer term at reduced volatility to equity 
markets.
• have a minimum investment timeframe of 3 to 5 
years.

The Fund is intended to be a low - medium risk
investment. We aim to identify and manage risk as
far as is practicable at both the individual
investment and the Fund level. Risk management is
conducted principally by careful portfolio
construction.

Income Strategies

Fixed Income Strategies

Note: Compound (geometric) returns are used in the above table’s segmentation of Income and Capital Growth. This may result in small differences when compared with a simple addition of
Income and Capital Growth components. Performance figures calculated after all applicable fees and taxes. Figures for more than 1 year are annualised. Compound (geometric) returns are
used in the above table’s segmentation of Income and Capital Growth. This may result in small differences when compared with a simple addition of Income and Capital Growth components.
*Inception: 1 July 2015.
**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. Portfolio return is based
on the change of the unit price including distributions but excluding franking credits. Franking credits will enhance portfolio returns and historically, have added about 0.2% pa to Fund
returns.
Past results are not a reliable indicator of future performance and results.
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INVESTMENT TRUST
(REIT) EQUITIES
13.8%

BONDS &
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Market Commentary

an easing in supply chain constraints; 
a peak in rental inflation; 
slower wage growth and; 
an increase in the unemployment rate.

Mortgage rates will rise, which will drag
down residential property, but the good
news is that 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 still low AUD
(Australian Dollars), will provide welcome
growth. Australian earnings are on track for
moderate growth in the current financial
year, higher than forecasts for the rest of
the world, because of high commodity
prices. 

This does not mean there is no earnings
risk 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 by positive factors noted above. 

2023 Outlook 

Globally, we expect annual average GDP
growth to slow to around 2.0% in 2023,
reflecting drags from tighter financial
conditions, the energy crisis in Europe, and
the property and COVID-related downturn
in China and elsewhere. We think the peak
in global inflation is behind us, and that the
combination of a moderation in demand
growth, improvements in goods supply,
and tighter monetary policy will be
sufficient to bring inflation back toward
central banks' targets over the next two
years. 

In the US, we expect GDP growth to slow to
around 1.5% in 2023, reflecting higher
interest rates. We see risk of a mild
recession over the next year due to
continued labour market rebalancing and
monetary policy tightening. We expect
inflation to decline significantly to around
3.0% by end-2023, reflecting: 

 

Global share markets ended December
lower, capping off a difficult 2022. The MSCI
World Index was up 4.1% for the quarter
ending 31 December 2022 but was down
approximately -12.2% for the year, the
worst annual performance since 2008. The
ASX 200 Accumulation Index fell by -3.2% in
the month of December, gained 9.4% in the
quarter, and ended the year with a loss of
-1.1%, solid outcome for domestic
investors. 

With greater certainty that central banks are
committed to confronting inflation, interest
rates rose across the term structure. Global
bonds endured a wave of selling, and US
Treasuries fell sharply in price, with yields
on benchmark 10-year Treasuries rising
from about 1.5% a year ago to end 2022 at
around 3.9%. Australian 10-year bond yields
rose from around 2% to 4%. After trading in
a wide range over 2022, from a high of
USD0.76 to a low of USD0.62, the Australian
dollar ended the year at USD0.68. 

The intensity of the year’s market swings
highlights the scale of change faced by
global investors, who had grown
accustomed to ultra-low interest rates for
far too long. Higher interest rates reduce
the appeal of holding assets such as shares,
property, and riskier debt because investors
are able to earn better returns in cash or
“safe” assets such as government bonds.
Since higher rates make borrowing more
expensive, they also tend to place pressure
on the broader economy by tightening
financial conditions for individuals,
companies, and businesses. 

The pace of global economic growth is
slowing, although regional differences are
apparent. While sectors such as tourism and
travel are enjoying a rebound following
pandemic lockdowns, other sectors are
struggling to cope with rising interest rates,
such as the housing market. 

Australia’s prospects 

We do not expect rate rises in Australia to
unduly stifle growth, and therefore do not
anticipate a domestic recession. We think
that inflation has peaked, and that it will
retreat to more moderate levels over 2023,
and that cash rates will reach a “terminal
rate” of around 4.0% to 5.0%. 

We expect the US Federal Reserve (Fed) to
deliver 0.25% rate hikes in February and
March, for a terminal rate of around 5.0%,
before pausing to wait and watch for the
impact on the data as it feeds through the
system. 

In the Euro area, we expect a recession
driven by continued significant oil and gas
supply disruptions because of the war in
Ukraine and slowing growth momentum.
We expect headline inflation to fall to
around 4.0% in December 2023. The
European Central Bank is likely to lift rates
further in February and March, to reach a
terminal rate of around 3.0% or 3.25%. 

In China, we expect full-year real GDP
growth of between 2.5% and 3.0% in 2022
before accelerating to a sharp recovery of
around 5.0% in 2023. Driven by China’s
rapid reopening and heavily weighted
towards the second half of the year. 

All forecasts are inherently problematic as
we do not really know what the future
holds. However deeply we study the data
and workshop the various scenarios. With
that said, we can confidently say that
market valuations are far more attractive
than they were a year ago, and that the
prevailing lack of confidence amongst
investors is often a good sign that markets
are in a bottoming process. 

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. 
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Trade sanctions in the form of tariffs
initiated by the US against other
nations, mainly China. These occurred
under the previous administration
under the “Make America Great Again”
campaign. Sanctions remain under the
current administration. 
The Russian invasion of Ukraine in
February 2022 has created a global
energy crisis with EU nations impacted
the most. In Europe, the result has
been supply inflation. This coincides
with demand led inflation, most
notably in the US, as the world recovers
with supply chain bottlenecks,
quantitative easing, and government
handouts during the pandemic. 

2. Recession

Central banks across the globe have been
hiking rates aggressively to starve off high
inflation. We expect the EU and USA to have
a major slowdown in 2023 with the chance
of recession increasing. Yield curve
inversion in the US (a historical precursor
of recession within the next 12-18 months)
has occurred since mid-2022. It is unclear if
equity markets have priced in any
recessionary risk. Should the US and EU
head into recession, there will be flow on
effects in Australia although the risk of a
recession here is low. 

We focus on defensive businesses with
good track records of paying dividends
which are less. likely to be sensitive to
recessionary shocks. 

3. Climate change 

Climate change is a global concern. The
world’s collective response will likely
impact the stability of financial markets
and economies. The climate change
response requires collaboration between
the public, private and financial sectors
across nations. The task of solving climate
change is more of a political than a
scientific challenge particularly given the
cross-country tensions we have observed
over the recent decade. 
 
As part of our process, we look to avoid
sectors that are heavily exposed to fossil
fuels while we embrace green-facing
metals and companies which are ahead in
their climate change obligations. 
 
4. Geopolitical risks 

In recent times, relationships among
nations have been strained. This is not
conducive to flourishing investment
conditions. We describe topical issues
below: 

The US CHIPS and Science Act signed
into law in August 2022, with one of its
objectives to boost US semiconductor
industries by bringing manufacturing
back into USA so it can “compete in
and win the future”, according to the
White House. Whilst the Act is primarily
aimed at China, it also impacts other
nations in Europe and North Asia. 

We believe geopolitical risks are relatively
new given their prominent resurgence
about 5 years ago. It provides challenges
particularly as globalisation and worldwide
trade became the norm over recent
decades. The emergence of “de-
globalisation” is in its infancy so it is
unclear which and how businesses will be
impacted. We believe that the trend
towards de-globalisation will likely be
inflationary, at least in the beginning until
local supply chains are built out to cope
with demand. 

5. Long COVID-19 

As we move into the fourth year of the
pandemic and living with COVID-19 it is
likely that new mutations will emerge as
infection numbers rise, particular in China
who has only recently lifted zero-COVID
rules. We have limited information about
long COVID-19. Medical data shows that
approximately 5-10% of the population
who have been infected with COVID-19
have developed long COVID-19. This has
and will likely continue to result in
previously healthy workers having to leave
the work force either temporarily or
permanently. By our estimates long COVID-
19 has resulted in unemployment rates
being lowered by about 0.5%. There are
implications for the economy in the
midterm. 

In summary, geopolitical, macro-economic
factors, inflation, the rate hike trajectory,
and earnings risks will remain elevated in
2023 and beyond. It is unlikely that these
risks are all simultaneously priced into
markets. Since the start of the century,
investors have been conditioned to ‘buy
the dip.’ Given current circumstances, the
rate of recovery (of the share market) may
be slower than previous drawdowns and
thus buying the dip may not prove as
fruitful as previous experience has shown. 
As a result, we have maintained a relatively
stable cash level while we wait for
conditions to improve so we can deploy
funds towards appropriate investments. We
continue to be vigilant of market
conditions while focusing on certainty of
income from stable income producing,
quality securities. 

While the near-term capital growth may be
subdued due the market conditions, we
remain confident of the Fund’s ability to
provide regular quarterly distributions due
to the higher proportion for fixed income
securities held in the portfolio. 

The portfolio returned 4.5% in the quarter.
After touching 4.21% in late October 2022,
the Australian 10-year bond yield came
back to close 4.0% after an intra-month low
3.3% in mid-December 2022. This resulted
in some stabilisation of the income
sensitive sector including real estate
investment trusts (REITs) and yield proxies
which has assisted the Fund’s performance
relative to the previous quarter.   

There are reasons to be optimistic in
relation to the interest rate cycle outlook.
The Reserve Bank of Australia’s looks close
to ending its hikes. Similarly, most other
major central banks including the Fed are
looking to be closer to the end of their rate
hike cycles. This was evidenced at the latest
Federal Open Market Committee (FOMC)
meeting in December 2022 where a pivot to
a 0.50% instead of a 0.75% hike was
announced.  

Despite our optimism, we continue to see
heightened risks in 2023 and beyond. We
detail several below: 

1. Capitalisation rate (cap rate) expansion
cycle for property assets 

Due to the sharp selloff in bonds in 2022
where the 10-year bond yield increased
from lows of nearly 1.0% in early 2022 to
peak at over 4.2% in late October 2022
before settling at 4.05% at year end. Unless
the rental growth for the underlying assets
is significant, all else equal, the valuation
for REITs is expected to drop going forward.
Given our exposure to REITs, we are
particularly focused on monitoring this.
Historically, cap rate expansion cycles last
at least 3-4 reporting seasons. With that
said, most REITs are sitting at a 20-30%
discount to its stated net tangible assets
(NTA) based on 30 June 2022 valuations.
This is likely to provide some buffer to this
downward valuation pressure. 

To mitigate against this potential risk, we
prefer conservatively geared REITs with
good quality tenants, on long leases, in
attractive thematic sub-sectors and strong
rental growth. This will assure that they are
able maintain or increase income
distribution over the next 1-2 years while
valuations stabilise.  

 

Portfolio Commentary 



Distributions*

BUY Fixed Income Assets
Fixed rate bonds: Brisbane Airport Fixed Rate
2026.  Floating Rate Notes: Heritage Bank July
2025, Macquarie Bank June 2026, MyState July
2025, National Australia Bank November 2026,
Bank of Queensland July 2026 Tier 2, Peet Limited
September 2026, and Members Banks March 2023. 

Positions topped up for yield and running yield pick-up. 

Ausgrid July 2024, Seek Limited June 2026, TD
Bank July 2024, and Wesfarmers Limited June
2028. 

These Floating Rate Notes were bought well below par and are introduced into the
portfolio for yield pick-up.  

Equity Assets

ALS Ltd (ASX: ALQ) and IGO Ltd (ASX: IGO) 

Added to the portfolio on the basis that ALQ is leveraged to testing, inspection and
certification sectors in mining and mineral exploration, equipment maintenance and
food and pharmaceutical quality assurance while IGO is a miner that is leveraged to
green facing metals. 

BHP Group Ltd (ASX: BHP), Coles Group Ltd (ASX:
COL), Fortescue Metals Group Limited (ASX: FMG),
Iress Ltd (ASX: IRE) and GPT Group (ASX: GPT). 

These positions were topped up on price weakness. 

SELL Fixed Income Assets

ASX listed Peet Limited Bond  Bond matured. 

AAI Limited Tier 2, Challenger Tier 2, and AMP Tier
2  Called and redeemed. 

Sunland Limited 6.2% bond  Bond called early.  

Equity Assets

Graincorp Ltd (ASX: GNC)  Position reduced to take profit with a view exit the position over time with proceeds
to be allocated to higher conviction equity assets including ALQ and IGO. 

*The distributions and franking credits shown above are reflective of the returns for the Wholesale class only. Returns for the Retail class will be lower due to the higher fees associated with
this investor class.

Period Ending Wholesale Units (cents per unit)

31st December 2022  1.0735

30th September 2022 0.7643

30th June 2022 2.1208

31st March 2022 1.1113

Portfolio Activity

Invest in people, who invest in you.
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 Australian Income 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 
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