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Market & Economic Commentary 
We have reported with growing confidence of a return to strong growth following the pandemic recession, supported 
by extraordinary fiscal and monetary programs on a global scale. This has been borne out by both economic data and 
the performance of financial markets over the first three months of the calendar year. A corollary of this reflation narrative 
has been the surge in yields of government bonds as economic growth accelerates and normalisation approaches.

The bond market has been in a strong bull trend for 40 years, driven by factors including low inflation, globalisation, 
technology, demographics, monetary and fiscal policy, commodity prices and “secular stagnation”. It now appears that 
this four-decade trend may finally be ending. Growing economic optimism and increasing inflation expectations are 
reducing demand for government bonds at a time when the supply of bonds is rising as governments borrow more. 
The unwinding of the extreme valuation distortions in US and G7 government bond markets due to QE programs has 
probably only just begun and will likely be an ongoing investment theme for years to come. 

Nevertheless, at present the cost of capital remains historically low and is unlikely to derail the recovery in the global 
economy (or corporate profits) over the next year or two. Therefore, investors are encouraged to maintain a pro-growth 
bias in portfolios, but favour equities that are less vulnerable to a rising bond yield environment. And prudent investors 
should ensure that all bond exposures in portfolios are carefully monitored and limited to an appropriate weighting.

Supporting the current favourable environment for risk assets, the US Federal Reserve reiterated its dovish policy of 
ultra-easy monetary conditions, while noting that a full economic recovery still remained distant. The Fed stated that no 
rate changes were planned until 2023 at the earliest, and that bonds and mortgage-backed securities would continue to 
be purchased until further notice.  

Fed officials sharply upgraded their US growth forecasts due to the massive fiscal stimulus passed by the Biden 
administration and an accelerating vaccine rollout. The upgrades to the forecasts were significant: whereas in December 
they predicted 4.2% GDP growth this year for the US, that estimate was increased to 6.5%, which would be the fastest 
economic expansion since 1984.

Of course, risks remain in markets which have rallied sharply since the emergence of covid vaccines in early November 
last year. Nevertheless, with ultra-easy monetary conditions and massive fiscal support in the world’s largest economy, 
the road towards rising asset prices appears to be the path of least resistance.

Whether or not inflation is returning has been one of the most debated topics in financial markets over the last few 
months. As expected, we are seeing pricing pressures on food, energy, and commodities as economies re-open following 
lockdowns. Yet despite these trends, absolute core inflation levels remain generally subdued. 

Some further inflationary pressures are expected in coming months (on base effects); however, the problem is less a 
short-term rebound of inflation, but the possibility of change in the inflation paradigm ahead. In other words, are we 
heading towards a prolonged period of higher inflation? The “return of inflation” narrative is gaining traction, propelled 
by the $1.9 trillion US fiscal package as well as anticipated multi-trillion dollar infrastructure programs and the recovery 
in demand expected as vaccination programs accelerate. 

While there is a great deal of uncertainty, an important factor is the labour market, which we do not see fully recovering 
to pre-crisis levels for at least another year if not longer. There are divergences, in terms of unemployment in different 
sectors and industries and across markets, but our view is that the labour market recovery will be uneven and take some 
time, thereby dampening inflation pressures at least in 2021 and for most of 2022.

Against this backdrop, our key convictions are that as the reflation trade continues, investors should favour equities and 
property to cash and bonds. Investors should monitor the impact of inflation on interest rates and corporate earnings. 
As there is a rising consensus on cyclical securities with the reopening of economies, selection in equities is increasingly 
relevant. The focus should be on sound businesses with a preference for quality and value.

Markets are looking beyond the near-term headwinds of Covid-19 and a sluggish vaccine rollout across some countries 
in Europe and in Australia. Positive sentiment has been driven by hopes of continued policy support combined with an 
increasingly clear path to reopening. Substantial fiscal stimulus, progress on the vaccination front, and strong corporate 
earnings make economic rebound, profit recovery and reflation the main themes in the near term. 



Investors should rely on fundamental analysis and process discipline to unearth businesses with sustainable income 
streams and sound balance sheets. We are constructive on cyclical sectors (such as materials) as they gradually price 
in the economic recovery. From a sector perspective, a steeper yield curve should support financials, and this marks a 
switch from 2020, when yields were very low and asset write-offs expected. Importantly, investors should explore sectors 
where recovery is not yet priced-in by the market. Overall, while many uncertainties persist and market volatility is 
anticipated, we remain cautiously optimistic that the favourable environment for risk assets such as equities and property 
should endure for the rest of the calendar year.

Porfolio Commentary 
The S&P/ASX200 Accumulation Index delivered returns of 2.4% and 4.3% return for the month and quarter, respectively. 
Whilst the Australian market delivered a solid return for the month, it again lagged major international indices. In 
local currency terms, the S&P 500, FTSE 100, and DJ Euro Stoxx 50 indices delivered returns of 4.4%, 4.2% and 7.9% 
respectively.

Domestically, we again observed material divergence in return outcomes by market cap segment and by sector. 
Large caps materially outperformed small caps during March, a contrast replicated in the US market. Utilities (+6.8%), 
Discretionary (+6.7%), Communications (+5.9%) and Real Estate (+5.6%) were all solid outperformers in March, while 
Materials (-3.1%) and Information Technology (-2.8%) lagged.  

Key contributors to the portfolio return for the March quarter were:

•	 Large Cap Australian Equities: Contributors; WBC (+26.0%), NAB (+15.0%), BHP (+9.6%), no significant detractors
•	 Small Cap Australian Equities: Contributors; HSN (+47.3%), CDA (+39.1%), ADH (+19.4%), no significant detractors
•	 Income & Other Securities: Contributors; NABPF (+3.0%), RHCPA (+2.7%), no significant detractors

We explore a number a number of these positions, while also introducing two new positions, in the commentary below:

Large Cap Australian Equities

OZ Minerals (OZL) was a new addition to the portfolio during the quarter. OZL is a copper focused miner based 
in South Australia, which was formed in 2008 from the merger of Oxiana and Zinifex. The company has a strong 
management team and operational track record, and both of its principal assets are very long life and low-cost mines. 
Further, OZ is expected to achieve significant production growth over the next two years. 

The supply and demand story for copper is also positive. Copper demand is leveraged to global GDP, which is set to 
strongly recover this calendar year. The IMF upgraded its global growth forecast in April by 0.5% to 6.0%, which follows a 
-3.5% contraction in 2020. At the same time, global copper supply is facing issues with declining grades at ageing mines, 
while new discoveries and developments have been few and far between. 

Mineral Resources (MIN) was another new addition during the quarter. MIN operates as a provider of mining 
services to Australia’s major iron ore producers, while also mining iron ore and lithium in its own right. MIN has a number 
of iron ore projects in development which are expected to result in an increase in production from approximately 20Mt 
in FY2021 to 50Mt per annum over the next 5 years. 

MIN’s lithium operations are conducted in a joint venture with global leader Albermarle. Lithium demand is increasingly 
tied to electric vehicle production, which is forecast to grow at 35% per annum over the next five years according to a 
recent Deloitte research paper. This is expected to result in approximately 10% per annum growth in consumption of 
battery related minerals, including lithium. The lithium price has recovered strongly in 2021 from a preceding period of 
oversupply, with prices up over 90% year to date. 



Finally, MIN is a founder led business, which creates a strong alignment of management and shareholder interests and 
usually means a passionate, highly motivated leadership team. Chris Ellison, CEO, started the company in 2006 and 
currently owns 11.8% of shares on issue.

Westpac Banking Corporation (WBC) was a leading positive contributor in the quarter, returning 26.0%. This 
followed a 16.9% return in the December 2020 quarter, which was noted in our last quarterly report. The drivers are 
largely consistent with that earlier performance, with an accelerating economy improving the outlook for bad debts and 
capital, the latter due to lower risk weights on loan assets. 

Westpac provided a quarterly update during the period, which exceeded expectations on the capital position and 
maintenance of the net interest margin. Clime estimates that Westpac’s surplus capital position could fund a buyback 
of approximately 5% of shares on issue. On the net interest margin, Westpac and peers have been able to offset the 
impact of a lower RBA cash rate with reductions in term deposit rates, given strong flows into low cost at-call deposits.  

BHP Group (BHP) returned 9.6% for the quarter, which also followed a strong December quarter performance. 
Commodity prices have continued to exceed market expectations, with the iron ore price rising 4% during the quarter, 
the copper price gaining 13% and the Brent crude price up 31%. These price changes are in US dollar terms and were 
assisted by a further 1% appreciation of the USDAUD. Clime expects the price for iron ore in particular to moderate from 
the current level, while we note that current prices would imply a 16% free cash flow yield. It remains our view that near 
term consensus expectations are likely to continue to be upgraded.  

Small Cap Australian Equities

Hansen Technologies (HSN) was one of the highlights of the March quarter, delivering a total return of 47.0%. After 
announcing a strong 1H21 result and upbeat outlook in February, in March HSN upgraded FY21 guidance on the back of 
a material $25m 5-year contract with German telco Telefonica. HSN increased its FY21 revenue range from $295-305m 
to $316-326m, a 7% upgrade at the midpoint. The increase amounts to $21m incremental revenue, reflecting license 
revenue to be recognised in 2H21 (under IFRS accounting rules). As most of this revenue will fall straight to the bottom 
line, the underlying FY21 EBITDA margin range increased to 37-39%, above management’s expected long-term margins 
of 32-35%. 

We substantially added to our position in HSN last year at $2.80 per share or a $560m market capitalisation. Based 
on guidance, we expect HSN will generate $75m in free cash flow for FY21, representing a 13% free cash flow yield 
at the $2.80 share price. Although the stock has doubled since then, HSN still trades at a reasonable valuation. We 
remain positive on the stock given its strong track record of EPS growth (albeit via a highly successful M&A program), 
extremely high customer retention, high recurring revenues, balance sheet capacity and long-term growth afforded by 
a fragmented global market.

Codan (CDA) returned 39.1% during the quarter, reflecting a strong first half result, the announcement of two acquisitions 
and the effective upgrade to its full year earnings outlook. Coming into FY21, CDA had delivered compound annual 
growth in earnings of 32% over the past 5 years. Incredibly, this trajectory looks set to improve in FY21, with the company 
delivering profit growth of 36% in the first half. 

CDA also announced the acquisition of both Domo Tactical Communications and Zetron during the quarter. Both are US 
based businesses that will materially build out CDA’s Communications division, with each acquisition largely funded from 
existing cash reserves. As highlighted in recent reports, we remain upbeat about the future prospects for the business. 
Record levels of metal detection sales have continued, while communications will have a materially stronger second half.

Adairs (ADH) was another solid contributor, returning 19.0% for the quarter. The home furnishings omni-channel 
retailer posted a pleasing half year result, beating the top end of December earnings guidance. The result was impressive 
on several fronts, with sales and underlying EBIT up 35% and 166%, respectively, and online share of sales hitting 37% of 
the total, up from 22%. Sales momentum carried through the month of January, signalling another strong half to finish 
FY21. 



However, a share price below $4 reflects scepticism around the sustainability of recent performance. ADH is currently 
capitalised at $650m and is set to substantially add to its $22m net cash position by the end of the financial year. For 
further context, first half FY21 EBIT was $60m. ADH certainly rode strong COVID tailwinds in 1H21, but we believe 
conditions remain favourable in the near term, further supported by a surging housing market. 

Household savings rates are elevated, and the Australian consumer remains largely landlocked with outbound travel 
down 97% in January, meaning $65bn of annual international travel spend continues to be diverted to sectors like 
household goods. ADH is well positioned having expanded its loyalty program to 900k Linen Lovers, up from 800k in 
June last year.

Portfolio Review Outcomes & Outlook

In the January monthly report, it was disclosed that your investment management team was undertaking a detailed 
portfolio review. This set out to explore various ways to improve long term outcomes for investors in the Sterling Clime 
model portfolios, and now been completed.

This process reviewed recent performance, portfolio structure and also encompassed extensive due diligence on high 
quality managers that we believe are well positioned to contribute positively to sound long term investment performance 
for the portfolios.

The review led to some portfolio refinements. Firstly, we have increased the allocation of portfolios to international 
equities. This was achieved via two avenues: (1) an increased allocation to an incumbent in AB Global Equities, and (2) 
an initial allocation to the Lakehouse Global Growth Fund (LGGF).

The LGGF focuses on investing in mid to large capitalisation growth companies located mainly in developed markets. 
The Fund is invested in some of the world’s largest growth companies using its signature long-term, high conviction 
approach with a core focus on asymmetric outcomes. 

The Lakehouse team has delivered exceptional outcomes for its investors, returning 25.6% per annum since its 2017 
inception. This equates to outperformance of 14.7% per annum and places the fund in the top decile of its category 
over the past three years.

Secondly, we have introduced the Clime Smaller Companies Fund (CSCF) to portfolios. The CSCF provides Sterling Clime 
investors with a new exposure to a range of high quality smaller Australian companies, one that previously could not 
be efficiently implemented via a separately managed account (SMA) structure. The CSCF has also delivered strongly for 
investors since its 2017 inception, returning 20.2% per annum (as of 9 April 2021), well ahead of both the S&P/ASX200 
Accumulation Index and the Small Ordinaries Accumulation Index. The CSCF is also ranked in the top decile of its 
category over the past three years.

With these refinements now implemented, we believe portfolios are well placed to achieve their long term objectives. 
If advisers and/or clients would like to discuss or require further details, please do not hesitate to contact us. As always, 
we thank you for your ongoing support.



Portfolio Snapshot

Inception Date SMA Model Code Portfolio Objective Benchmark

20th October 2017 SR0010 Deliver strong risk-adjusted total returns Blended Conservative Index1

Sterling Clime Conservative Portfolio (SR0010)

1Sterling Clime Blended Conservative Index is comprised of a 20% weighting to S&P/ASX 200 Accumulation Index, 5% to S&P/ASX 200 A-REIT Accumulation Index, 5% weighting to MSCI World ex Australia Index (AUD), 
60% weighting to the Bloomberg AusBond Composite Index and 10% weighting to the RBA Cash Rate.

Security Weight (%)

Realm High Income Fund 10.3

Charter Hall Maxim Property Securities 8.2

Australia & New Zealand Banking Group Ltd (ANZPG) 3.8

Commonwealth Bank of Australia Capital Notes 2018 3.8

Ramsay Health Care Preference Shares (RHCPA) 3.7

Top 5 Holdings



About the Model Manager

Clime applies a consistent 
approach to identify the 
most attractive investment 
opportunities within the universe 
of stocks.

Clime invests with a focus on 
quality and a strong valuation 
discipline. Our investment 
solutions are centred on helping 
clients grow their wealth.

Sources: Sterling, Clime Asset Management Pty Ltd, Factset and Praemium. The information provided in this document is general advice only and does not constitute investment or other advice. The content of this 
document does not constitute an offer or solicitation to subscribe for units in the Fund or an offer to buy or sell any financial product. Accordingly, reliance should not be placed solely on this document as a basis for 
recommendation to make an investment, financial or other decision. You should read any relevant Product Disclosure Statement or other disclosure document before making a decision to invest. The performance shown 
represents performance of model portfolios that are periodically restructured and rebalanced based on the Investment Manager’s underlying investment process. Individual client accounts may not achieve the same 
returns as the underlying model portfolios. The model portfolios’ returns are presented on a gross basis and do not take into consideration the platform provider’s and/ or investment management fees. Performance figures 
are not audited by an external body. Past performance is not a guarantee of future returns and are provided for information purposes only. Investment in securities and other financial products involves risk. An investment 
in a financial product may have the potential for capital growth and income but may also carry the risk that the total return on the investment may be less than the amount contributed directly by the investor. Clime 
Asset Management Pty Limited (ABN 72 098 420 770  AFSL 221146) and Sterling do not accept any liability for any inaccurate, incomplete or omitted information of any kind or any losses caused by using this information.

Asset Allocation

Australian 
Dollar  
6.5%

Aust Equities - 
Large-Cap

19.9%

International 
Shares  

8.6%

Interest Bearing 
Securities
50.0%

Aust Equities 
- Small-Cap

6.8%

Direct 
Property 

8.2%

Sterling Clime Conservative Portfolio (SR0010)

Portfolio Performance (31/03/2021)

1 m 3 m 6 m 1 y p.a 3 y p.a Inception p.a

Portfolio Return 2.2% 3.4% 6.7% 18.8% 5.6% 5.1%

Sterling Clime Index 1.5% -0.8% 3.1% 10.0% 5.9% 5.5%

Return vs Index 0.7% 4.2% 3.6% 8.8% -0.3% -0.4%

Number of Individual Holdings (excluding cash): 29


