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Market Insights 
Australian equity markets advanced modestly in May, with the S&P/ASX 200 Accumulation Index returning 1.1% for the month. 

The recovery that began in April continued, although the domestic market lagged a broadly stronger global backdrop. The US 
S&P 500 rose around 5%, led heavily by the technology sector and artificial intelligence (AI) semiconductors, as offshore 
investors continued to reward the data-centre and compute build-out. In my view, the defining feature of the month was the 
narrowness of leadership: gains were concentrated in a small number of sectors rather than broadly distributed across the 
market. 

The dominant domestic event was the Federal Budget for 2026-2027, which the Government delivered in May.  

I regard it as the most significant change to the tax system since the introduction of the GST. The headline measures affecting 
individuals are material: investors will now pay their full marginal tax rate on all real capital gains, subject to a minimum applied 
rate of 30%; from 1 July 2027 negative gearing on residential property will be limited to new builds; and from 1 July 2028 
discretionary trusts will attract a 30% minimum tax paid by the trustee.  

The Government framed these reforms around housing affordability and inequality, coupled with a $2bn Local Infrastructure 
Fund and build-to-rent measures, alongside a $14.5bn package to strengthen fuel and fertiliser reserves. In my opinion the 
second-round effects of these changes have not been fully assessed, and they introduce a layer of uncertainty into the 
consumer, banking, and property outlook that the market is still digesting. 

On monetary policy, the RBA raised the cash rate by a further 25 basis points to 4.35%, continuing to lean against inflation that 
remains above target.  

The market has been pricing a further move to 4.60% later in the year, though I expect the Board to pause and assess the 
combined impact of the Budget and prior tightening before acting again (which they have done in June).  

The inflation picture is genuinely mixed.  

April headline CPI eased to 4.2%, the lowest reading of the current cycle, while core inflation ticked up to 3.4% from 3.3%, a 
reminder that the last leg of disinflation is likely to be the most difficult. Q1 GDP slowed sharply to 0.3% quarter-on-quarter, 
household consumption is softening, and unemployment rose to 4.5%, the first meaningful increase in some time. 

Sector dispersion was wide. Materials was the standout, rising more than 10% as base metals rallied, with copper extending 
its structural advance on AI data-centre and energy-transition demand. Consumer Discretionary also gained, supported by 
softer data and the prospect that the rate-hiking cycle is nearing its end.  

At the other extreme, Health Care was again the weakest sector, falling close to 9%, driven by a further earnings downgrade 
from CSL and an ongoing struggle with both the valuation and growth outlook for the sector.  

Energy was weaker as oil softened on hopes of a Middle East resolution, alongside the defensive Consumer Staples and Utilities 
sectors.  

Small Caps and Mid Caps both edged ahead of Large Caps, with the S&P/ASX Small Ordinaries Accumulation Index rising 
2.03%. 

We have written in past letters that we expect Quality to reassert itself as markets place greater value on strong balance sheets, 
predictable earnings, and durable cash flow, particularly in uncertain conditions.  

May continued that trend, with the highest-quality names within our long books performing well. We do not draw firm 
conclusions from a single month, but the dispersion now evident across sectors and factors is precisely the environment in 
which I believe: disciplined, bottom-up active management can add value. 

Construction Risks 
Australia’s construction industry is facing risks, and they are worth consideration. Construction accounts for 27% of every 
corporate insolvency in Australia, the single largest source of company failure for four years running. 

And there is further risk on the horizon.  
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A "perfect storm" has impacted the industry as it faced Covid lockdowns, cost inflation, and scarce labour availability. However, 
storms pass, and the industry may now be living through a structural reset - something more permanent. 

 

 

Australia recorded more than 14,700 corporate insolvencies in FY2024-25, the highest since the data series began in 1999-
2000. In fact, Australia was one of the global economies hitting a 10-year insolvency high in 2025. An award unwanted.  

The construction concentration within that number is unprecedented for a single industry. That is not a cyclical wobble. It is a 
sector-specific repricing of risk. 

These risks are analysed and discussed in much greater detail, see the Full Article here: Construction Insolvencies – Australia’s 
Second Wave  

Outlook 
As always, we premise our views with: We do not attempt to forecast markets, as we do not believe this possible. However, 
we do apply stringent risk and macroeconomic overlays to our investments. We train ourselves to think long term and not be 
distracted by short-term thinking or market fluctuations. 

Two issues continue to frame the outlook: the Middle East and the Federal Budget.  

Following the signing of a memorandum of understanding between Iran and the US, the key terms of the nuclear programme 
were left for later discussion. A ceasefire has been declared and extended, but the situation remains uncertain and the two 
sides remain divided.  

We have yet to see the full impact of the conflict on global growth and inflation, and we remain cautious accordingly. 

Domestically, we believe the Budget tax changes will have larger implications than the Government has acknowledged, and 
that the knock-on effects have not been thoroughly assessed.  

Limiting negative gearing to new builds may support investment in the short term, but the resale market may become 
constrained. Combined with an already inflationary environment, the potential for further rate rises, and softer housing prices, 
the negative wealth effect could weigh further on the consumer.  

As a result, we remain cautious on the Real Estate, Banking, and Consumer Discretionary sectors, though we note that several 
high-quality companies within them are beginning to look attractive on valuation. 

 

https://blackwattlepartners.com/wp-content/uploads/2026/06/Construction-insolvencis-Australias-Second-Wave.pdf
https://blackwattlepartners.com/wp-content/uploads/2026/06/Construction-insolvencis-Australias-Second-Wave.pdf
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Looking through the noise, the structural themes we are focused on are: 

1. The durability of the AI-driven demand thesis as it flows through the resources complex, particularly copper, and through 
the picks-and-shovels providers of data-centre connectivity and compute. 

2. The sensitivity of the housing market, the banks, and listed property to the proposed Budget changes, and the second-
round effects on consumer spending. 

3. The path of energy prices through any resolution of Middle East tensions, and the implications for refiners, airlines, and 
inflation. 

The valuation discount of Australian Small Caps relative to Large Caps, is now near its widest in more than a decade, against 
a backdrop where the conditions that created the discount appear to be turning. Yet, our philosophy does not change with the 
cycle.  

We continue to seek businesses with enduring competitive advantages, strong balance sheets, aligned management teams, 
and attractive valuation entry points: companies that can compound value irrespective of economic noise. Periods of narrow, 
thematic leadership are difficult to navigate in the short term, but they typically create opportunities for patient capital as quality 
businesses fall out of favour relative to the prevailing market theme. 

Commentary on Blackwattle’s Funds 
We will make mistakes and missteps. But rather than hide from our mistakes, as an investment team we strive to learn from 
them. This is one of our unwavering commitments.  

This month, four of our Funds outperformed their respective benchmarks. 

 
1: The Blackwattle Mid Cap Quality Fund, Large Cap Quality Fund, and Long-Short 130/30 Quality Fund's inception dates are 8 August 2023. The Blackwattle 
Small Cap Quality Fund's inception date is 12 September 2023. The Blackwattle Small Cap Long-Short Quality Fund's inception date is 21 November 2023. 
Blackwattle Equity Income Fund inception date is 12 February 2026. 2. Small Cap Long-Short Quality Fund Returns are normalised for the removal of unallotted 
applications, following the transition of Investment Manager of the Fund. There was a six-month transition period beginning 21 November 2023 and ending 21 
May 2024, following the transition of Investment Manager of the Fund. During this transition period, the Fund Benchmark was 50% cash rate as determined 
by the Reserve Bank of Australia and 50% S&P/ASX Small Ordinaries Accumulation Index 3. Benchmark: Long-Short 130/30 Quality Fund and Large Cap 
Quality Fund is S&P/ASX 200 Accumulation Index, Mid Cap Quality Fund is S&P/ASX300 Accumulation Index-S&P/ASX20 Accumulation Index, Small Cap 
and Small Cap Long-Short Quality Fund is Small Ordinaries Accumulation Index, Equity Income Fund is S&P/ASX 100 Total Return Index: 75% 
/ RBA Cash Rate: 25%. All returns are calculated after fees have been deducted and assume distributions have been reinvested. No allowance is made for tax 
when calculating these figures. Past performance is not a reliable indicator of future performance. Source: Apex.  
 

Blackwattle Large Cap Quality Fund 

The fund returned +2.09% in May, outperforming the benchmark by +0.95% net of fees. 

Key Contributors: Aristocrat Leisure (ALL) was a strong contributor, reporting better-than-expected growth in its installed base 
of premium leased games and continuing industry-leading investment in new game development while returning excess capital 
via an enlarged buyback. Overweight positions in BHP (BHP), Anglo American (AAL) and Alcoa (AAI) also added value as 
materials outperformed on firming commodity prices. Being underweight CBA (CBA) and holding no Brambles (BXB) further 
helped, with BXB downgrading earnings on US pallet-network constraints. 

Fund Performance (Net of fees) 1 month 3 months 6 months 1 Year Since Inception1

Blackwattle Small Cap Quality Fund 4.93% -3.99% -8.20% 12.36% 13.97%

Blackwattle Small Cap Long-Short Quality Fund 2 6.21% -3.58% -7.97% 13.40% 10.67%

Blackwattle Mid Cap Quality Fund -1.98% -8.41% -12.02% -3.72% 6.86%

Blackwattle Large Cap Quality Fund 2.09% -2.84% 0.97% 5.50% 9.22%

Blackwattle Long-Short 130/30 Quality Fund 2.31% -3.80% 1.46% 6.63% 10.72%

Blackwattle Equity Income Fund -0.48% - - - -1.86%

Fund Relative Return vs Benchmark (Net of fees) Since Inception1 Benchmark3 Value Add Inception Date

Blackwattle Small Cap Quality Fund 13.97% 11.79% 2.17% 12-Sep-23

Blackwattle Small Cap Long-Short Quality Fund 2 10.67% 10.94% -0.28% 21-Nov-23

Blackwattle Mid Cap Quality Fund 6.86% 7.44% -0.58% 08-Aug-23

Blackwattle Large Cap Quality Fund 9.22% 10.51% -1.29% 08-Aug-23

Blackwattle Long-Short 130/30 Quality Fund 10.72% 10.51% 0.21% 08-Aug-23

Blackwattle Equity Income Fund -1.86% -0.51% -1.36% 12-Feb-26

31 May 2026
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Key Detractors: CSL (CSL) remained a drag on the Health Care sector after a further earnings downgrade, with FY26 revenue 
now guided to around $15.2bn against market expectations near $15.8bn. The Fund has recently moved to a small overweight 
given the stock now trades at a substantial discount to the ASX 200. 

Blackwattle Long-Short 130/30 Quality Fund 

The fund returned +2.31% in May, outperforming the benchmark by +1.17% net of fees. 

Key Contributors: Aristocrat Leisure (ALL) was a strong contributor for the reasons noted above, alongside overweight positions 
across the materials complex. An overweight in Virgin Australia (VGN) also added value, as airlines remained disciplined on 
capacity and VGN's prior jet-fuel hedging protected margins. The short book provided a net benefit despite the rising market, 
helped by short positions in Health Care, with the short book rising by less than the long book. 

Key Detractors: CSL (CSL) weighed on the Health Care sector following its downgrade, although the Fund has moved to a 
small overweight on valuation grounds. Short positions in a rising market also incurred absolute losses, as expected, though 
they detracted less than the long book contributed. 

Blackwattle Mid Cap Quality Fund 

The fund returned -1.98% in May, underperforming the benchmark by -3.64% net of fees. The underperformance was driven 
almost entirely by a single position; excluding Tuas, the Fund was broadly in line with the market. 

Key Contributors: Capricorn Metals (CMM) was the largest contributor, rallying 25% after completion of the Federal 
environmental assessment for the Mt Gibson Gold Project, which materially de-risks the permitting pathway. We continue to 
view CMM as one of the highest-quality gold producers on the ASX, with a low-cost base, strong balance sheet, and a 
disciplined management team. 

Key Detractors: Tuas Limited (TUA) was the largest detractor, falling 65% after Singapore's regulator suspended its review of 
the proposed M1 acquisition, causing the transaction to lapse. The market is pricing close to a worst-case outcome. In our 
opinion, it is likely that TUA's operating licence remains intact with a fine that can be paid by its cash balance, and we retain 
conviction in the underlying business, expecting industry consolidation in time. 

Being material unit holders alongside our investors, we feel the impact of this outcome directly. We continue to hold the position 
given the divergence between the market's pricing and our assessment of the situation. 

Blackwattle Small Cap Quality Fund 

The fund returned +4.93% in May, outperforming the benchmark by +2.91% net of fees. 

Key Contributors: Megaport (MP1) rose 69.4%, as the market began to appreciate the significance of its move into compute-
as-a-service layered on its global data-centre connectivity network. Tasmea (TEA) gained 27.5%, a founder-led trade-skilled 
services business benefiting from the electrification thematic and a strong record of organic and bolt-on growth. 

Key Detractors: Magellan Financial Group (MFG) fell 17.2% after the Board signalled the transfer of its legacy Global Equities 
mandate to a partner manager. We view the decision as cleaning up a legacy issue, and note the post-month-end rebrand to 
Barrenjoey Group reflects the broader transformation of the business through its merger with Barrenjoey Capital Partners. 

Blackwattle Small Cap Long-Short Quality Fund 

The fund returned +6.21% in May, outperforming the benchmark by +4.19% net of fees. 

Key Contributors: Megaport (MP1) and Tasmea (TEA) were the key contributors, for the same reasons noted above. We 
continue to regard Megaport's compute-and-connectivity combination as one of the most compelling investment cases we 
have seen in some time. 

Key Detractors: Magellan Financial Group (MFG) was the key detractor, falling 17.2% on the legacy fund transfer. We remain 
supportive of the investment case, anchored in the quality of the Barrenjoey talent pool and the balance-sheet liquidity the 
merger provides. 
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Blackwattle Equity Income Fund 

The fund returned -0.48% in May, behind its reference index (75% S&P/ASX 100 Total Return Index / 25% RBA Cash Rate) of 
+0.97% net of fees. 

 The shortfall was driven mainly by stock selection rather than options positioning, as the Fund did not fully capture the narrow 
momentum rally. 

Key Contributors: BlueScope Steel (BSL) benefited from the AI investment thesis flowing through its US steel business, with 
North Star spreads moving sharply higher. Rio Tinto (RIO) and Virgin Australia (VGN) also contributed, RIO through its copper 
exposure and VGN through Consumer Discretionary strength and softer oil prices. 

Key Detractors: Brambles (BXB) was the main detractor, narrowing FY26 profit guidance and selling off around 25% on US 
pallet-network cost pressures; the Fund retains the position on the structural quality of the pooled network. REA Group (REA) 
also weighed on returns as the Budget's property-tax proposals raised concerns over listing volumes, prompting the Fund to 
reduce its position. Performance was also affected by the Fund's nil position in Fortescue (FMG), which rallied on resilient iron 
ore prices. 

Options coverage finished the month at 49% of share holdings, towards the lower end of our expected range, following a larger-
than-usual expiry of positions. We expect to rebuild coverage in coming months as new opportunities arise.

Gratitude and Commitment

To our clients and partners - Thank you.  

It is a privilege to represent your capital and hold your trust. We remain committed to investing alongside you, ensuring our 
interests are always aligned with your own.  We re-iterate the commitments to our investors: 

- We will always commit our own capital alongside your own.  
- We will never allow personal trading. 
- We will always constrain the capacity of our Funds. 
- We will learn and improve from our mistakes. 
- We will act with transparency. 

Kind regards, 

 

Michael Skinner CIO and Managing Director, and the entire Blackwattle Team 

  



 

How to Invest 

To invest please click on the link 
http://www.blackwattlepartners.com/invest/ or call 02 7208 9922. 

  

Contact Details 

Investor Services 
Apex Fund Services 
Ph: 1300 133 451  
E: registry@apexgroup.com  

Distribution and Sales Team 

 

Matt Dell 
Non-Executive Director 
0423 793 456 
mdell@blackwattlepartners.com 

 

Maggie Mills 
Head of Distribution 
0498 183 569 
mmills@blackwattlepartners.com 
 
 

  

 

Justin Carroll 
Senior Account Director QLD 
0410 403 608 
jcarroll@blackwattlepartners.com 

 

Nick O'Hare 
Senior Account Director VIC 
0423 773 837 
nohare@blackwattlepartners.com 

 

Sid Cavallaro 
Senior Account Director NSW 
0409 405 617 
scavallaro@blackwattlepartners.com 
 

 

This document is issued by Blackwattle Investment Partners Pty Limited (ABN 24 663 839 094) (BIP) corporate authorised representative of Blackwattle 
Licensing Pty Limited (ACN 665 711 839 AFSL 547 617) (corporate authorised representative no. 001304362) the investment manager of the Blackwattle 
Funds. Equity Trustees Limited (ABN 46 004 031 298, AFSL No. 240975) (EQT) is the responsible entity of the 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 document is intended to 
provide general information only and is subject to change. It does not constitute an offer to subscribe for units in the Fund. The information does not 
consider the investment objectives, financial situation, or particular needs of any individual. You should seek advice from your licensed financial adviser 
and read the product disclosure statement (PDS) before making an investment decision. The PDS and target market determination (TMD) for the Fund can 
be obtained for free by visiting our website www.blackwattlepartners.com. A TMD describes who this financial product is likely to be appropriate for (i.e. 
The target market), and any conditions around how the product can be distributed to investors.  It also describes the events or circumstances where the 
Target Market Determination for this financial product may need to be reviewed. 

Neither BIP, EQT or their related body corporates guarantee repayment of capital or any particular rate of return. An investment may achieve a lower-than-
expected return and investors risk losing some or all of their principal investment. BIP has obtained information from sources it considers to be reliable but 
does not represent that such information is accurate or complete, or that it should be relied upon. Neither BIP nor EQT make any representations or 
warranties, express or implied, as to the accuracy or completeness of the information it provides and to the maximum extent permitted by law, neither BIP, 
EQT nor its directors, employees or agents accept any liability for any loss caused by using this information 
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