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Over February, most global equity markets rallied, 
however were choppy over the course of the month 
as yields of 5 & 10 year United States (US) Treasuries 
increased. This increase in yields provided some 
uncertainty to investors that the US Federal Reserve 
may be too accommodative with their monetary 
policies. The Australian share market also experienced 
volatility during the month, however, was a beneficiary 
of having such large weightings in banks, who are 
generally thought to benefit from rising rates. 

Solid Rebound 

Both the global macro and long short Australian equity 
strategies experienced positive months for February 
2021. The Frame Futures Fund generated 2.21% whilst 
the Frame Long Short Australian Equity Fund had a 
strong month of performance, rising 8.53%. Although I 
was satisfied with the performance of both strategies, 
under the surface our investments experienced 
significant volatility through out the month. The 
global macro strategy, benefited from our exposure 
to global equities, however suffered losses in fixed 
income, commodity, and currency investments. The 3 
& 6-month performance figures for the Frame Futures 
Fund are 5.13% and 17.37%. The long short Australian 
equity strategy, rebounded strongly after last months 
end of month 3-day sell off. This rebound takes the 
Frame Long Short Australian Equity Fund 3-month 
performance to 8.46%.

Yields, Yields, Yields

During February 10-year US Treasury yields gradually 
climbed, going from 1.079% to 1.395%. This jump saw 

an increase in the speed at which money was allocated 
away from high growth, high valued tech companies, 
into higher yielding, lower valued companies like 
financials. This rotation can be seen during February 
with the Nasdaq down -0.123%, whilst the Dow Jones 
was up 3.168%. I interpret this move in yields positive 
for the market over the medium term, as it shows that 
both equity and markets are both in agreement that 
the underlying health of the economy is recovering. 
However, in the short term, I would continue to expect 
to see more volatility as investor repositioning occurs.

Market Volatility

Since the start of the year, volatility across global 
investment markets has increased significantly. We 
saw the Gamestop (GME) induced sell-off at the end 
of January, Tesla Inc (TSLA) & Apple Inc (AAPL) decline 
by ~20%, domestic banks rallying aggressively (WBC 
rose 12.27% in February alone) and most recently the 
extreme spikes in the 5 & 10-yr yield.  In times like these, 
our focus is on determining if for the positions we hold, 
the tide is going in or going out, rather than focusing on 
the day-to-day volatility.

Outlook

March brings with it the conclusion of the domestic 
reporting season. We will take stock and analyze how 
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our businesses reported during February and possibly 
tweak our position sizing. Also, with the spike in yields 
mentioned above, it is also a good opportunity to review 
our investment themes for 2021 and ensure that in an 
environment with increasing interest rates, our macro-
economic positioning is suitable.

If you would like to discuss any of these points, please 
email me at hue@framefunds.com.au or call our office 
on 02 8668 4877.

Hue Frame 
Managing Director and Portfolio Manager

Past performance is not an indicator for future performance. This is not intended to be 
financial advice and does not take into account any particular person’s circumstances. 
Before relying on this information, please speak to an independent financial adviser.
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Inflation, Crude Oil, Copper & Real Estate

Over the last few weeks investors have been fixated on 
rising yields in fixed income markets. The benchmark 
US 10-year Treasury Note yield rose from 1.08% to 
1.40% during February as financial markets begin to 
price in the current economic recovery, in combination 
with the unprecedented level of monetary and fiscal 
stimulus which was unleashed to combat the COVID-19 
induced recession in 2020. 

We detailed the extent of this stimulus in our previous 
article “Investment Themes 2021 revisited - Part 1.”. We 
noted the goal of Governments and Central Banks alike 
was to reflate their economies to a healthy level. To do 
this they implemented supportive monetary policy, in 
conjunction with fiscal stimulus packages. 

Since the release of our “Investment Themes 2021 
revisited - Part 1. “, the US House of Representatives is 
set to pass the final version of a $1.9 trillion relief plan 
which would see another round of stimulus cheques 
sent out to Americans earning less than $80,000 per 
year. With US Federal Reserve Chair Jerome Powell 
continuing to signal support for low interest rates for the 
foreseeable future, expectations that we may see a rise 
in inflation can be seen in the bond market. Real yields 
also seem to be signalling approaching inflation. Real 
yields are calculated by subtracting the rate of inflation 
from the nominal (regular) yield. Increasing real yields 
imply the economy is recovering to a healthy state, 
however a rapid increase in real yields is a warning the 
cost of capital may be rising too fast – in other words 
inflation. The US 10-year US Treasury Real Yield is up to 
-0.66% from -1.08% at the beginning of the year. 

Given these developments in the market, the remainder 
of this piece will be spent discussing assets that 
have historically performed well in an inflationary 
environment.

Commodities

Commodities tend to perform well as inflation 
increases. This is because as the demand for goods 
and services increases above available supply, the price 
of the goods and services rise as the market seeks to 
maintain equilibrium between supply and demand. This 
effect flows down the supply chain causing the price 
of the commodities used in the production process to 
also rise.

Crude Oil

Oil is a major input in the economy and is used in many 
critical activities such as electricity production, steel 
production, fuel for cars, construction of roads and 
heating, among others. With the current global roll-out 
of the vaccines produced by Pfizer and AstraZeneca, 
in combination with the aggressive stimulus efforts 
noted above, the global economy should continue to 
recover from COVID-19. As global economies recover, 
more people will begin to travel overseas , businesses 
will continue to reopen and there will be an increase in 
economic productivity. Oil will therefore be a key input 
in almost all economic activity associated with the 
global economy reopening. If prices begin to increase 
further up the supply chain, we expect to see the price 
of oil appreciate in response.

Copper

Similarly, to oil, copper is a commonly used commodity 
in economic reopening activities, especially for 
infrastructure projects where it is used for wiring, 
roofing, plumbing and other industrial machinery. In fact, 
29% of all copper usage is used in construction, 16% in 
infrastructure, 13% in transport and 11% in industrial 
activity (including renewables). These are sectors 
that could be set to see the most significant increase 
in prices as the most recent waves of government 
support hit the economy. Copper is therefore naturally 
positioned to positively adjust to inflation induced price 
increases. 

LATEST MARKET INSIGHTS
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Both copper and oil have performed exceedingly well 
over the last 6 months. There have been sustained 
production cuts by OPEC, which has supported the oil 
price. An increased level of enthusiasm for copper is 
also in play due to its application in the renewables and 
electric vehicle market. These factors in combination 
with the ‘reflation trade’ mentioned in our most recent 
article have driven both the oil and copper markets to 
new yearly highs. While both commodities have been 
extraordinarily strong, we expect them to continue to be 
market leaders as inflation becomes more of a concern 
for investors.

Real Estate

Real Estate is another asset that is known to perform 
well during periods of rising inflation. As inflation 
increases, the resale value of property has historically 
kept pace. In addition, commercial lease payments 
tend to be positively tied to inflation, meaning that 
annual price increases adjust upwards depending on 
the level of CPI. These characteristics make property 
an attractive investment in times of price increases. 
The current low interest rates also have a significant 
impact on house prices, as the cost of borrowing 
decreases making mortgages more affordable. Lower 
rates discourage saving as return on investment in a 
bank account is low – people either seek higher returns 
elsewhere (for example in the share market) or spend 
more of their income. Both of these increase demand in 

the market and therefore prices. 

Additionally, supportive rhetoric around sustaining the 
current monetary policy stance will further encourage 
leverage. This is due to interest payments on mortgage 
loans being more affordable. Recent RBA analysis 
suggested residential property prices could increase as 
much as 30% in the coming years if borrowers believed 
the cut to interest rates is permanent.

While the future of commercial property is uncertain 
as it goes through a transformative period due to 
new work from home practices, an economic restart 
should support retail centres and commercial property 
in central business districts as more people return to 
work. We would expect this upward trend in prices to 
continue as inflation becomes a more present threat.

*time of writing 08/03/21 
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HUE FRAME
Portfolio Manager

HARRY HEANEY
Research Analyst

Global Macro

Frame Futures Fund

Units of the Frame Futures Fund appreciated by 2.21%. The core strategy 
contributed 2.81% to performance, whilst the trading strategy detracted 
-0.34%.

Equities contributed strongly, adding 3.66%. Currency, Fixed Income 
and Commodity investments declined by -0.29%, -0.64% and –0.31% 
respectively.

Most global equity markets rallied, however were choppy over the course 
of the month, as yields of 10 & 30-year United States (US) Treasuries 
increased. This increase in yields provided some uncertainty to investors 
that the US Federal Reserve may be too accommodative with their 
monetary policies. 

The Australian share market also experienced volatility during the month. 
Our local market benefited from having large weightings in banks, who are 
generally thought to benefit from rising rates. During February, ANZ, NAB 
& WBC rose 9.06%, 3.592% and 12.27% respectively. CBA was the laggard, 
dropping -3.45%.

Largest contributors to the performance were our investments in listed 
cryptocurrency businesses (+1.01%), copper explorers and producers 
(+0.53%) and battery material producers & explorers (+1.33%). Largest 
detractors to performance were our investments in China A50 equity 
markets (-0.89%) and our investments in listed gold producers and 
explorers (-0.50%).

In terms of fund activity, we continued to build positions in a selection of 
global cannabis businesses. We also took advantage of some erratic price 
action in some of our small cap investments (ID8, PAM, DCC). 

At the conclusion of the month, the Fund holds 47 investments.

WRITTEN BY HUE FRAME

Past performance is not an indicator for future performance. This is not intended to be financial advice and does not take into account any particular person’s cir-
cumstances. Before relying on this information, please speak to an independent financial adviser.

FUND PERFORMANCE as at 28th February 2021

1 month 3 months 6 months 1 year

Frame Futures Fund

RBA Cash Rate + 3%
Excess Return 1.98% 4.36% 15.80% 19.18.%

0.24% 0.77% 1.57% 3.25%

2.21% 5.13% 17.37% 22.43%
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HARRISON FLEMING
Portfolio Manager

HUE FRAME
Co - Portfolio Manager

Australian Equities

Frame Long Short Australian Equity Fund

The Frame Long Short Australian Equity Fund rose 8.53% in February. 
Comparatively, the XJO achieved a return of 1.00% for the period. 

February was an eventful month, as the domestic reporting season 
provided numerous opportunities for the strategy. Macroeconomic 
developments, namely, rising yields, added to the volatility, as we 
witnessed a rotation from growth into value names toward the second 
half of the month. Given the ASX 200’s higher weighting of financial 
companies, our market performed relatively well under these conditions. 
Some have compared the situation to what happened during the tail end 
of 2018, where US treasury yields rose materially, causing a market selloff. 
We will be actively monitoring this theme as it develops.

Upon conclusion of the month, the 5 largest holdings within the portfolio 
were Lynas Rare Earths Limited (LYC), Pro Medicus Limited (PME), Bank 
of Queensland Limited (BOQ), Iluka Resources Limited (ILU) and Fletcher 
Building Limited (FBU). The top sector weighting was Materials at 57%. 
Our view is that materials and cyclical businesses should continue to 
outperform as the global economy recovers.

The top three performers and their approximate contributions were LYC, 
OZL and BOQ, contributing 1.59%, 1.18% and 0.97% respectively. LYC beat 
consensus expectations for EBITDA, NPAT and EPS. OZL delivered a sixth 
consecutive year of meeting or exceeding copper production guidance. 
BOQ announced their intention to acquire ME Bank.

The bottom three performers and their approximate detractions from 
performance were Nanosonics Limited (NAN), SEEK Limited (SEK), REA 
Group Ltd (REA) -0.59%, -0.45% and -0.34% respectively.

In terms of Fund activity, we exited investments in NAN, SEK and REA, as 
each business released underwhelming half yearly results.

WRITTEN BY HARRISON FLEMING

Past performance is not an indicator for future performance. This is not intended to be financial advice and does not take into account any particular person’s cir-
cumstances. Before relying on this information, please speak to an independent financial adviser.

FUND PERFORMANCE as at 28th February 2021

1 month 3 months 6 months 1 year

Frame Long Short Australian Equity Fund

RBA Cash Rate + 3%
Excess Return 8.29% 7.69% 3.20% -

0.24% 0.77% 1.57% -

8.53% 8.46% 4.77% -
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EDWARD HAWKE
Equities Dealer

Stocks in Play

Capitalizing on rising inflation expectations

Inflation and rising inflationary expectations can be a minefield for 
investors to navigate. There is a fine line between having a good amount 
of inflation in the economy and suddenly having too much. The market 
should in theory like inflation reverting to normalised levels post-Covid, as 
it signals a broader economic recovery. However, as we have seen over 
the last couple of weeks, it is not the increase of inflationary expectations 
that has worried the market, but how quickly these expectations have 
changed. 

With rising inflationary expectations, high growth names tend to be the 
ones hit the hardest, this is primarily due to the belief that interest rates 
will need to rise to curb expected inflation. Growth companies often 
have capital-intensive business models, so rising interest rates increase 
their cost of capital. Our preferred way to protect against inflation in our 
portfolios is to own defensive companies with strong free cash flow and 
pricing power. As noted in our inflation update, copper, oil, and base metals 
also tend to perform well in inflationary environments, this is especially 
true when the moves are being fuelled by expansionary monetary and 
fiscal stimulus.

Copper stocks in play

We discussed a couple of copper stocks in last month’s newsletter 
(ASX:EM2 and ASX:OZL), another one that is worth monitoring is Copper 
Mountain (ASX:C6C). C6C is a dual-listed ASX/TSX entity with its flagship 
Copper Mountain mine located in Canada. Mining commenced in 2011 
with the project 75% owned by C6C and the remainder owned by Mitsubishi 
Metals corporation. For the full 2020 calendar year, C6C produced over 
77.6 million pounds of Copper, which was ahead of the company’s 
original guidance of 75 million pounds. The beat in production guidance 
was primarily due to an increase in feeder grades, which improved overall 
copper recoveries. With full-year all-in sustaining costs (AISC) of US$1.69 
per pound, a sustained copper price above $4.00 a pound will mean strong 
cash flows for C6C. Management has recently guided to higher CY2021 
production (between 85-95 million pounds of copper). If management 
continues to beat these expectations in conjunction with a strong copper 
price, we would expect shareholders to be rewarded.

One copper stock in play that we discussed in last month’s newsletter 
was Eagle Mountain Copper (ASX:EM2). Since our commentary last 
month, it has seen a gain of over 50%. To recap, EM2’s key focus is on 
its Oracle Ridge & Silver Mountain project in Arizona. Its primary aim is 
to become a low-cost, sustainable supplier of copper to the green energy 
sector. Oracle Ridge already has an existing underground mine as well as 

WRITTEN BY EDWARD HAWKE

Past performance is not an indicator for future performance. This is not intended to be financial advice and does not take into account any particular person’s cir-
cumstances. Before relying on this information, please speak to an independent financial adviser.



STOCKS IN PLAY

an existing high-grade copper/silver resource, however, 
their current focus is on expanding this resource. 

The recent surge can be attributed to a number of 
things. Firstly, EM2 raised $11mn at 35c (22/02), and 
encouragingly the managing director, Charlie Bass, 
contributed $2mn of his own capital. Secondly, drilling 
results released on the 25th of February reported some 
excellent copper hits including 12m at 3.47% copper. 
Lastly, two well-known funds, Regal Funds Management 
& Paradise Investment Management have notified the 
market that they are now substantial holders of the 
company. Despite the substantial rise in the share 
price, we still like EM2 as we believe that management 
will continue to deliver on their exploration and goal of 
becoming a world-leading producer of environmentally 
sustainable copper. 

Crude oil stocks in play

Oil has been on an excellent run over the last 6 months 
and in the last couple of weeks, the WTI Crude oil price 
touched levels not seen since 2018. The recent price 
rises can be attributed to the cold weather in the US, 
particularly in Texas where the ‘Texas freeze’ caused 
the largest ever US oil production decline. Also, OPEC 
came out last week putting further supply cuts on the 
table. 

Oil prices have commonly been a leading indicator 
of rising inflation as oil has many applications. We 
expect that if inflationary expectations persist, crude 
will continue to perform. There are several ASX listed 
Oil producers and explorers on the ASX, ranging from 
large-cap producers to junior explorers and developers. 
One large-cap oil producer we are following is Santos 
Ltd (ASX:STO). Santos’s flagship assets are located in 
the Cooper Basin, Queensland, and the Barossa. Santos 
has guided CY2021 production of 84-91 mmboe, with 

upstream production costs of $8.00-$8.50boe. Santos 
has a strong balance sheet, and we are watching for 
potential M&A activity, however, we do not expect it 
to come in the near term. Santos is also a large-scale 
producer of LNG through its Darwin and Barossa 
projects. Despite a period of depressed LNG gas prices, 
management is optimistic about a recovery. 

Does the sell-off in tech present any opportunities?

Rising yields have certainly ground the tech-heavy 
Nasdaq to a halt, with the index down considerably since 
its all-time highs set on the 16th of February. Domestic 
tech favourites have not avoided the sell-off, Afterpay 
(ASX:APT) is down over 30% since its February highs, 
Appen (ASX:APX) & Nuix (ASX:NXL) are down 65% 
and 50% respectively on the back of lacklustre reports 
and broker downgrades. We are cautious on high p/e 
growth stocks at the moment, as the volatility in yields 
is rife. 

We stress the importance of not buying company’s 
whose share prices are in free fall as they can always 
go much further than expected. We prefer to identify 
a technical basing of the share price, accompanied 
by some positive fundamental or macro news before 
we scale into positions. One key point to think about is 
whether the companies in your portfolio have capital-
intensive business models. If they were unable to raise 
money for a couple of years, would their business 
survive? 

The dot com bubble is a good example as to why having 
a concentrated portfolio in these capital-intensive 
growth stocks and high p/e names can be a recipe for 
disaster.

Past performance is not an indicator for future performance. This is not intended to be financial advice and does not take into account any particular person’s cir-
cumstances. Before relying on this information, please speak to an independent financial adviser.
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