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Funds Update
Global markets staged a strong rebound during January, recovering a good part of the
losses incurred in the last quarter of 2018. World financial markets have been volatile
since peaking last September, with three main concerns:
•
Tightening US monetary policy,
•
President Trump’s trade wars, and
•
China’s economic slowdown.
The US Federal Reserve (the Fed) has been on a well-articulated path of “normalizing”
rates following strong economic growth. The most recent rate increase in December
was anticipated, but the big question for markets was this: Will the Fed continue on the
rate rise path, or pause and wait to see how the economy responds to earlier actions?
The answer was delivered in the Fed’s January Statement as follows:
“In light of global economic and financial developments and muted inflation pressures,
the Committee will be patient as it determines what future adjustments to the target
range for the federal funds rate may be appropriate.”
While questions remain whether the Fed will apply the right balance between ensuring
the US economy continues to grow, and tapping the brakes to protect against the
return of inflation, markets have been reassured that Fed Chairman Powell is alert to
the risks of “over-shooting” with its rate rises. There is a good chance the Fed will do
whatever is needed to maintain steady growth, albeit a bit slower than in 2018.
President Trump’s trade measures have been the subject of much discussion, but
not all that much has actually happened so far: skirmishes with Canada, Mexico
and, mostly, China rather than full-out trade war. The IMF has estimated that to date,
announced actions might take around half a percent off growth in the US and China,
but these measures have not yet been implemented. The threatened increase in US
tariffs on $200 billion of imports from China, from 10% to 25%, has not yet occurred.
It is possible that a deal with China may still be negotiated. Certainly it is difficult to
imagine why Xi Jinping and Donald Trump would not want to put this battle behind
them.
There are legitimate concerns about China’s economic slowdown. China has provided
a third of global growth in recent decades. Debt levels in China are uncomfortably
high. For decades, the dynamism of the private sector has offset inefficient stateowned enterprises, but this beneficial transition could be reversing under Xi. There
are other imbalances which need correction, especially investment which remains
unsustainably high.
Yet China has demonstrated resilience and capacity to correct imbalances, and
further growth is likely albeit at more moderate rates. China has a superb track record

of managing even the most difficult challenges, and its “command economy” means that
it is better able to manage its transition than most other economies.
In Australia, there can be few doubts that the domestic economy is slowing more sharply
than expected. A range of data has weakened recently: retail sales have slowed; car sales
slumped to a 6 year low; sentiment measures have fallen below average. Households
are being forced to curb growth in spending as a result of weak income growth, and
confidence has taken a beating from heightened volatility in financial markets and falling
house prices. The forthcoming Federal election is certain to make matters even worse.
For the Reserve Bank of Australia (the RBA), the data comes on top of third quarter
national accounts that already showed disappointing conditions across the consumer
and confirms that the weakness appears to be ongoing. The RBA has left official rates
steady at “emergency low levels” of 1.5% for two and a half years. Market expectations
have been that the next move in rates would be an increase. But following recent
economic weakness, including an acceleration in the fall in house prices across Sydney
and Melbourne, it is now equally likely that the next move in rates will be a cut.
Much will hinge on the strength of the jobs market, with unemployment at 5%. Despite
the low jobless rate, this has not translated into a significant lift in wages. Some measures
of job advertisements have recently turned negative for the first time in three years. If the
job market tightened, and inflation picked up, then rates would have to rise. But if the
economy is softer than anticipated, and income and consumption growth disappoint,
then the RBA would be forced to reassess the situation. At present, the probabilities are
finely poised.
While global and local uncertainties remain, we continue to apply our rigorous investment
process and retain cash buffers in portfolios to reduce risk and to fund new opportunities.
We utilise volatile market conditions to selectively increase exposure to high quality
companies when they are trading at attractive prices.
We expect global market volatility to continue for a while longer as asset markets adjust
to an incrementally higher cost of money. And yet we are impressed with the range of
investment opportunities still available for long term capital. Our view is that the market
environment remains supportive of steady but not spectacular growth.
Thank you for your continued support of Clime.

Adrian Ezquerro
Chief Investment Officer
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Snapshot

After the severe sell-off in markets at the end of 2018, we now see
much more value in asset classes on a 5-year outlook than we did
12 months ago. Prices for many shares are offering much better entry
points for future returns.

Portfolio Annual
Return (Wholesale)

Porftolio Annual
Return (Retail)

6.73%

6.12%

However, there are still some caveats to this backdrop. The globe is
not without risk. Growth is still there but is slowing to a more moderate
pace. This does not worry us in itself; however, there are some
lingering speedbumps in the world that could cause further volatility.
Firstly, there is a lot more corporate debt in the world now than there
was 5 years ago. In addition, that debt is of a lower quality, plus there
has been an explosion of unregulated debt in the Chinese market.
Secondly, interest rates are still low by historical standards and,
excluding the USA government bonds, yields are extremely low around
the major economies. The next phase of growth cannot be driven by
more debt, tt will need to come from other factors of production.
From a valuation standpoint, there is now better value as these risks
are all better reflected in today’s market. As the era of cheap money
wanes, investors must watch with care to see which companies and
sectors are healthy and robust and which have had their blemishes
shielded by the benign monetary environment.
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Fund Size
(Retail)

$88.3m

$4.5m

Performance (31/01/19)
1 month

3 months

6 months

1 year

2 years*

3 years*

Inception*

Wholesale (AUD Portfolio Return)

1.42%

-0.24%

-0.41%

6.73%

9.65%

6.15%

8.09%

Retail (AUD Portfolio Return)

1.41%

-0.28%

-0.90%

6.13%

9.25%

5.85%

5.58%

Hurdle

0.83%

2.50%

5.00%

10.00%

10.00%

10.00%

10.00%

Inception: Wholesale Units: 4 March 2014. Retail Units: 11 March 2015.
*Performance figures for more than 1 year are annualised, calculated after all applicable fees and taxes. Performance figures compare unit price to unit price for the given period.

Distributions

Asset Allocation

Fund Size
(Wholesale)

Top 5 Holdings

Period Ending

Wholesale Units
(cents per unit)

Retail Units
(cents per unit)

30 June 2018

5.5659

4.5878

30 June 2017

3.9597

3.3798

30 June 2016

9.0831

7.5602

Stock

Ticker

Weight

Roche Holding AG-Genusschein

ROG SW

5.6%

Booking Holdings Inc

BKNG US

4.0%

Alphabet Inc Class C

GOOG US

3.9%

Microsoft Corporation

MSFT US

3.7%

Oracle Corp

ORCL US

3.6%

The information contained in this document is published by the Clime Asset Management Pty Limited. The information contained herein is not intended to be advice and does not take
into account your personal circumstances, financial situation and objectives. The information provided herein may not be appropriate to your particular financial circumstances and we
encourage you to obtain your own independent advice from your financial advisor before making any investment decision. Please be aware that investing involves the risk of capital loss
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