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Market update: August 
 

August was marked by a combination of 

still-resilient global growth and greater pressure on 

long-term interest rates. In the United States, activity 

data remained firm and inflation continued to send 

mixed signals, prompting Federal Reserve Chair Ke-

vin Warsh to strike a more hawkish tone at Jackson 

Hole. At the same time, concerns about the U.S. fis-

cal trajectory, the government's heavy financing ne-

eds and the strong artificial intelligence investment 

cycle helped keep long-term yields elevated across 

other developed economies as well. Adding to the 

backdrop, the lack of progress in negotiations with 

Iran and the continued closure of the Strait of Hor-

muz kept energy and food prices as sources of infla-

tion risk. 

Despite this, risk assets had a positive 

month. The U.S. corporate earnings season surprised 

to the upside, and technology stocks recovered part 

of July's losses, once again taking the main U.S. eq-

uity indices to record highs. The dollar weakened, 

while emerging markets also posted positive perfor-

mance. In fixed income, pressure on longer-dated 

maturities led the U.S. Treasury to unexpectedly ex-

pand its bond buyback program, a move interpreted 

as an attempt to contain the rise in long-end yields. 

The measure contributed to some decline in yields 

toward month-end, but also reinforced demand for 

safe-haven assets outside the dollar, with gold and sil-

ver posting particularly strong gains. 

International 
 

In the US, the economy continued to ex-

pand at a healthy pace. Consumption moderated so-

mewhat but remained at a high level, while inves-

tment-related indicators stayed firm, including those 

tied to the infrastructure and artificial intelligence 

cycle. The labor market, however, began to show 

clearer signs of cooling, with weaker job creation and 

negative revisions to previous months, although still 

without pointing to a sharp deterioration in the econ-

omy. 

On inflation, the first releases of the month 

were more benign, but the indicators most closely 

watched by the Fed continued to show meaningful 

pressure in services. At Jackson Hole, Warsh 

reaffirmed the commitment to the inflation target, 

argued that the recent improvement was not yet 

enough to conclude that the inflation process had 

been resolved, and highlighted that price increases 

remained broad-based across much of the consumer 

basket. As a result, another rate hike in September 

remained a meaningful possibility at month-end. 

Even against this more restrictive monetary back-

drop, resilient growth and strong corporate earnings 

supported U.S. equities, particularly technology com-

panies. 

In Europe, activity indicators surprised to 

the upside, with improvement in both manufacturing 

and services. Growth remains moderate, but the data 

were better than feared and helped ease some con-

cerns about a sharper slowdown in the region. At the 

same time, energy prices once again added pressure 

to the inflation outlook, especially amid the sharp rise 

in European natural gas prices. 

The European Central Bank did not meet in 

August, but communication from its members con-

verged on the possibility of another rate hike in Sep-

tember, which would bring the normalization cycle 

to an end. Thus, despite better activity, still-persistent 

inflation and pressure from energy prices kept Euro-

pean yields elevated, with 10-year German govern-

ment bond yields reaching their highest level in more 

than a decade. Even so, regional equities advanced 

moderately during the month, tracking the more fa-

vorable global backdrop for risk assets. 

In Asia, China continued to show an une-

ven recovery. Industrial production, exports and 

technology-related segments continued to support 

growth, while consumption, the property market and 

private-sector confidence remained weaker. Against 

this backdrop, the government began to signal a so-

mewhat more proactive fiscal stance, accelerating al-

ready-planned disbursements without announcing a 

new large-scale stimulus package. 

In Japan, the central bank maintained its 

bias toward monetary policy normalization. Commu-

nication from different committee members became 

more hawkish over the course of August, with some 

advocating a faster pace of tightening than previously 

signaled, increasing expectations of another rate hike 

in the coming months. Even so, the wide interest-
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rate differential versus the United States continued to 

weigh on the yen, which returned to its weakest levels 

of the year. Asian equities, meanwhile, recovered part 

of July's losses, supported by the rebound in techno-

logy stocks and improved global risk appetite. 

Domestic 
 

In Brazil, the main macroeconomic develop-

ment was the continued slowdown in activity. Sec-

ond-quarter GDP posted positive growth, but its 

composition showed greater weakness precisely in 

domestic-demand components such as household 

consumption and construction, while sectors less 

sensitive to the cycle, such as agriculture and extrac-

tive industries, provided support. Indicators released 

during the month reinforced the perception of a gra-

dual loss of momentum, while credit data began to 

show rising delinquency. Against this backdrop, the 

Central Bank cut the Selic rate by 25 basis points and 

left the door open to further reductions, while stres-

sing the need to monitor inflation and inflation ex-

pectations. These, in turn, remain pressured in servi-

ces core measures, despite some relief in less cyclical 

items. 

In markets, however, Brazil underperformed 

other emerging markets. Foreign investors posted a 

sharp outflow from equities, the largest in several ye-

ars, the real depreciated, and the Ibovespa ended the 

month close to flat, despite a relatively supportive 

global risk environment. Part of this movement ap-

pears to reflect profit-taking on positions accumula-

ted previously, but the approaching elections and fis-

cal uncertainty have become increasingly important 

in asset pricing. Election polls also began to point to 

a more balanced race, increasing domestic assets' 

sensitivity to the outlook for economic policy after 

the election. New polls released in the second half of 

the month were already reflected in a partial recovery 

in equities. Among domestic asset classes, inflation-

linked fixed income delivered the strongest perfor-

mance. 

Overall, August reinforced an important di-

vergence between the global and domestic back-

drops: while global growth remains relatively firm 

and continues to support risk assets, elevated interest 

rates across major economies remain a source of 

pressure. In Brazil, by contrast, slowing activity is 

beginning to create room for lower interest rates, but 

fiscal and electoral risks limit a more sustained im-

provement in domestic assets. 
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