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Market Update: May 
 

May was marked by a meaningful improve-
ment in global risk appetite, driven by expectations 
of an agreement between the United States and Iran 
and a sharp decline in oil prices, with Brent crude 
falling approximately 19% during the month. The 
easing of fears surrounding a stagflationary shock 
(weak growth combined with high inflation) sup-
ported global equity markets, particularly technology 
and artificial intelligence-related assets, while sover-
eign bond yields, which had reached multi-year highs 
in the middle of the month, partially retraced as the 
geopolitical outlook improved. 
 
International 
 

In the United States, economic data contin-

ued to point to a resilient economy. The labor market 

showed healthy job creation, albeit accompanied by 

a slight increase in the unemployment rate, while re-

tail sales came in somewhat stronger than expected. 

Inflation, on the other hand, remains above target: 

core PCE inflation stayed elevated for the fifth con-

secutive month, leaving the Federal Reserve in an un-

comfortable position. Minutes from the latest mone-

tary policy meeting indicated that most members 

would be willing to raise interest rates should infla-

tion remain under pressure, while Kevin Warsh as-

sumed the Fed Chairmanship amid growing debate 

over the possibility of renewed monetary tightening. 

In Europe, the environment remained chal-

lenging. Economic activity lost momentum, with the 

slowdown concentrated in the services sector, while 

inflation surprised to the upside, particularly in its 

core components (less volatile items). Although 

longer-term inflation expectations remain relatively 

well anchored, the European Central Bank continues 

to monitor the secondary effects of the energy shock 

closely, maintaining a cautious and potentially restric-

tive stance for upcoming meetings. 

In Asia, China once again showed signs of 

moderate growth, with activity and credit data com-

ing in below expectations. The meeting between Xi 

Jinping and Donald Trump in Beijing focused on 

diplomatic stability but produced no meaningful pro-

gress on trade-related disagreements. In financial 

markets, technology and semiconductor-related as-

sets once again stood out positively, with Asian 

equities delivering strong performance, particularly 

in Japan and South Korea, benefiting from renewed 

global enthusiasm surrounding artificial intelligence. 

Domestic 

In Brazil, May brought a clearer deteriora-

tion in the domestic risk outlook. Inflation worsened 

both in terms of headline levels and composition, 

with significant pressure coming from food, tradable 

goods, and services. Higher fertilizer prices, the sec-

ondary effects of the oil shock, and climate risks as-

sociated with a potential Super El Niño have in-

creased concerns regarding food prices in the second 

half of the year. At the same time, economic activity 

remains more resilient than previously expected, with 

a tight labor market, low unemployment, and strong 

real wage growth, making it more difficult for service 

inflation to moderate. 

The exchange rate also ceased to act as a dis-

inflationary force. After a strong appreciation in pre-

vious months, the Brazilian real depreciated by ap-

proximately 1.6% in May, reflecting weaker support 

from commodities, renewed capital flows toward 

global growth assets, and the increasing proximity of 

the presidential election. In this context, the room for 

further interest rate cuts has narrowed considerably. 

Markets have begun to consider the possibility of an 

interruption in the easing cycle, while some asset 

managers no longer rule out discussions about a po-

tential return to rate hikes should inflation and infla-

tion expectations continue to deteriorate. 

Local markets delivered negative perfor-

mance during the month. The Ibovespa fell 7.2%, 

with weakness concentrated in domestic sectors and 

greater pressure on interest-rate-sensitive assets, 

while long-duration fixed income underperformed 

amid a repricing of the inflation outlook. The elec-

toral backdrop also began to carry greater weight, 

with opinion polls showing a relative improvement 

in Lula’s position versus Flávio Bolsonaro following 

new political controversies. Nevertheless, the pri-

mary driver of domestic assets remained the combi-

nation of elevated inflation, high interest rates, and 

resilient economic activity.  
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