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While share markets were volatile during July, most generally

rose strongly as markets considered the implications of a

slowing world economy and rising interest rates. 



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

Net Portfolio Return (Wholesale)** 2.4% -3.0% -1.2% 0.4% 3.5% 4.6% 5.7%

Income - - - 3.6% 3.0% 3.4% 3.5%

Capital Growth - - - -3.2% 0.5% 1.1% 2.1%

Volatility - - - 5.9% 6.2% 4.1% 4.8%

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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Portfolio Sectors

UTILITIES &
INFRASTRUCTURE
4.2%

CASH
8.4%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
15.3%

BONDS &
FLOATING

RATE NOTES
36.4%

About your Australian
Income Fund

Senior Analyst

Dealer & Analyst

Portfolio Manager

Security Weighting (%)

BHP Group (BHP) 3.0

Telstra Corporation (TLS) 2.3

NAB Capital Notes 6 (NABPI) 2.1

Coles Group (COL) 2.0

Rural Funds Group (RFF) 2.0

OTHER
EQUITIES
20.4%

PREFERENCE SHARES 
INCLUDING CAPITAL 

NOTES 
15.3%
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Share market valuations have corrected
substantially from earlier highs. From a
price-earnings (P/E) perspective, the FactSet
World Index P/E multiple has declined from
21x in Dec 2021 (and a peak of 35x in Feb
2021) to around 14x at present. This shows
that most of the valuation excesses of
recent years have been unwound and are
near long term averages. As such, there is
the potential for stocks to rebound should
global economic growth conditions remain
resilient, and assuming interest rate
expectations and bond yields do not rise
much into late 2022 and early 2023. 
 
Under the current monetary tightening
environment, we expect equities to trade in
a volatile fashion over the next 12 months,
with modest gains on average. We believe
equity markets will struggle to sustain gains
until recession concerns ebb on the back of
less hawkish central banks once global
inflationary pressures peak. 
 
With valuations reset lower, the outlook for
equities will largely hinge on the
performance of earnings. Corporate profits
in most markets have remained resilient. As
growth decelerates and some profit
downgrades play out, investors could
become more nervous about the earnings
outlook, especially given the elevated
nature of profit margins. This could place
selling pressure on equities. These dynamics
underpin our view that equity performance
will remain volatile. While there have been
some notable disappointments during the
recent Q2 earnings reporting season, overall
results are yet to be fully revealed, and
downgrades by analysts in coming months
are likely. 

The combined impact of significantly higher
interest rates coupled with much higher
energy prices, produces a less favourable
economic outlook, particularly for interest
rate sensitive sectors (housing, cars) and
related durable goods demand and
discretionary spending. An offset to these
forces should be provided by a pick-up in
wages due to tight labour markets, but the
intentions of central banks seem likely to
outpace this positive for household cash
flows in the near term. 

Inflation will be hard to solve without
recession, although governments and
central banks claim a soft landing is
possible. An inverted yield curve – which
happens when short-term interest rates
exceed long-term rates – has been a useful
predictor of recessions historically, as it
shows that bond investors expect economic
growth to slow. The yield curve most
analysts watch for inversion as a potential
sign of recession is the US 2-year versus US
10 -year Treasuries. 
 

Market Commentary

Equity performance will remain
choppy before stocks find a durable
bottom. 
There are reasons to be optimistic for
an eventual moderation in inflation,
but it could take time.
The Fed, the RBA, and other central
banks will need to be cautious on how
far and how fast they move on rates if
recession is to be avoided. 

While share markets were volatile during
July, most generally rose strongly as
markets considered the implications of a
slowing world economy and rising
interest rates. The MSCI World Index was
up by 6.4% during the month. 
 
The ASX 200 Accumulation Index rose by
5.7% in July, with the speculative end of
the market recovering some of its
previous losses. Technology, Financials,
Australian Real Estate Investment Trusts
(AREITs) and Healthcare sectors all
performed well, whereas Materials were
weaker. Most European markets were
likewise in the black, and government
bond markets recorded strong price
increases despite inflation pressures
intensifying. As we noted in a previous
report, the rise in interest rates will
produce a significant test for markets
over the coming year. However, it is well
anticipated, and markets are already
adjusting. 
 
The International Monetary Fund (IMF)
has again lowered its global growth
forecasts, with emphasis on falling rates
of growth in the US and China. Growth in
global gross domestic product (GDP) is
expected to slow to 3.2% in 2022, half the
pace of last year’s expansion. In 2023,
global growth is set to weaken further to
2.9%. The downgraded estimates,
released during the last week of July,
come as the world grapples with the
fallout from Russia’s invasion of Ukraine,
prolonged disruptions caused by the
pandemic and rapidly tightening financial
conditions. 

According to the IMF, global inflation is
likely to intensify this year and next by
nearly a full percentage point to 8.3% and
5.7%, respectively. Australian Bureau of
Statistics data revealed that the local
consumer price index (CPI) rose by 1.8%
in the June quarter, with the annual
inflation rate increasing to 6.1%. This is
substantially higher than the RBA’s
inflation target of 2-3%, increasing the
pressure to hike rates again. 
 
Three themes appear to be dominating
market thinking: 

1.

2.

3.

Whilst interest rates will rise further,
they are not likely to go much above
3.0% or perhaps 3.5%, and central banks
will be careful not to upset markets too
much. 
Following the recent adjustment in
share prices, many quality companies
are once again offering sound long-term
value. 
Even with growth slowing across the
world, and risks of recession in various
regions, the slowdown is likely to be
relatively mild, by historical standards. 

At month end, the 2-year notes were
yielding 2.9% and the 10-year 2.6%,
indicating inversion. However, as is the
nature of economic and financial models,
definitive answers are rarely forthcoming.
Currently in the US, only 7% of all yield
curves are inverted versus the typical
scenario of more than 50% before previous
recessions. 
 
Despite the uncertainties, there are reasons
to be reasonably positive with the outlook
at present:
 

For now, though, the focus is firmly on the
central banks, which want to ensure that
inflation comes down in an orderly way. On
balance, we expect the global economic
recovery will continue, but at a slower pace.  
  
Broad diversification across asset classes
and sectors in this period of heightened
volatility makes a lot of sense. The
correlation across markets has fallen to low
levels, and when countries, sectors and
industries are demonstrating low
correlations, this can help to manage overall
portfolio volatility. 
  
As we have previously noted, the outlook is
challenging for highly priced growth assets
and companies without current profitability;
their values will be tested by higher bond
yields. However, solid businesses that
benefit from inflation and moderate
economic growth will continue to do well.
With markets having pulled back quite
considerably, these investments now exhibit
attractive yields and sound prospects.
Similarly, well-tenanted properties occupied
by solid businesses will do well for their
owners, particularly now that long bond
rates have declined from their peaks. 
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*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.

DistributionsPortfolio Commentary

Period Ending Wholesale Units

30 June 2022 2.1208

31 March 2022 1.1113

31 December 2021 0.4431

30 September 2021 0.5921

(Cents for units)

Portfolio Activity

BUY Fixed Income Assets

NAB Capital Notes 6 (NABPI) 
We participated in the primary issue priced at 3.15% over
90-day BBSW.

Macquarie Group Capital
Notes 6 (MQGPF) 

We participated in the primary issue priced at 3.70% over
90-day BBSW.

NAB Tier 2 subordinated
floating rate note 

We participated in the primary issue priced at 2.80% over
the 90-day BBSW. 

Equity Assets

Australia and New Zealand
Banking Group (ANZ) 

We are participating in the ANZ entitlement offer as it
raises capital to buy the banking business of Suncorp
Group.

BHP Group (BHP) & 
Fortescue Metals Group
(FMC)  

We have increased our allocation to BHP and FMG using
the proceeds from the WDS position exit.   

SELL Fixed Income Assets
Macquarie Group Capital
Note 5 (MQGPE) 

Allocation reduced with the view to exit and switch to
MQGPF.

Macquarie senior floating
rate note 

We exited this position with proceeds reallocated to the
NAB Tier 2 subordinated floating rate note noted above. 

Equity Assets
Woodside Energy Group
(WDS) 

We exited WDS with proceeds being allocated to
increasing our holding in to BHP and FMG. 

Graincorp Limited (GNC) 
We took some profit (i.e., reduced the portfolio position)
as we look to mitigate weather related risks linked to La
Nina.

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 

The continued inflationary and
recessionary risks are still a large focus
which central banks are determined tame
quickly by front loading higher interest
rates. As an example, the Canadian
central bank recently hiked its rate by
1.00% while the US Fed hiked by 0.75%.
Of note, is that the ECB joined in with the
first hike in 11 years of 0.5%. This activity
has seen the fear of recession risk
surpassing the risk of runaway inflation
as investors anticipate the demand
destruction will have an immediate effect
to modulate inflation and that central
banks will quickly reverse their tightening
policy, perhaps within a year or shortly
thereafter. 

USA’s second quarter GDP print came in
at an annualised rate of -0.9%, well below
consensus expectations of +0.3%
following a -1.6% slump in the first
quarter. As the result, we saw global long
bond yields come back (bond prices
moved up) significantly which has flow-
on effects on local yields. The Australian
10-year bond yield settled at around 3.1%
at month end after peaking in mid-June
2022 at around 4.2%. As equity markets
are generally 12 months forward looking,
equities rallied in July, after a poor
month in June 2022.     

We expect this current bout of volatility to
persist particularly given the war in
Ukraine, resurgence of the Omicron strain
and China’s strict COVID-19 control
measures. We will continue to take
advantage of increased market volatility
to accumulate quality securities, making
use of any market or price weakness. 

The characteristics we seek include
excellent management with renewed
commitment to ESG and long-term
sustainability, strong balance sheet, a
defensive business model and consistent
income. 

https://www.eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=781700f4-542a-4d16-86ec-9ba78ec02843

