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In May, risk assets posted strong gains, con-

tinuing the rally that began in the second half of April 

and approaching this year’s (and all-time) highs. The 

temporary pause in the trade war — with a 90-day 

negotiation window following the Trump admin-

istration’s rollback of much of the tariff increases — 

combined with economic data that eased fears of an 

imminent recession and solid earnings from U.S. 

companies (particularly in the technology sector), 

helped restore investor confidence and drive re-

newed interest in equities and credit markets. 

While U.S. equities led the rally, global assets 

also benefited from improving risk appetite, with 

emerging market currencies and fixed-income assets 

seeing broad-based gains. The euro and Japanese yen 

continued their appreciation trend observed 

throughout the year. After April’s turbulence and the 

sharp recovery that followed, risk assets — particu-

larly U.S. equities — now appear to offer more lim-

ited upside, as upcoming economic data may reveal 

some softness and the current tariff truce is set to 

expire. 

In the U.S., inflation data came in below ex-

pectations, marking a welcome surprise after several 

months of elevated inflation readings. On an annual-

ized basis, price levels are now hovering near the 

Federal Reserve’s target (Figure 1). However, the re-

cent tariff increases are expected to place upward 

pressure on prices, leaving the Fed in a challenging 

position. Recent comments from Fed officials sug-

gest that interest rates are likely to remain on hold 

until there is greater clarity on the outlook for both 

economic activity and inflation. At the same time, the 

government unveiled the Big Beautiful Bill, which 

points to a significant fiscal expansion, adding an-

other layer of uncertainty to the policy landscape. 

In the Eurozone, activity indicators remain 

soft, prompting the European Central Bank (ECB) 

to deliver its eighth consecutive rate cut in early June, 

bringing the benchmark rate to 2%. The ECB also 

signaled that the current easing cycle may be nearing 

its end. Looking ahead, increased government spend-

ing on defense and infrastructure is expected to 

provide some support for growth — a dynamic that 

has already begun to boost European equities in sec-

tors exposed to these themes. 

China’s economy lost momentum in May, as 

credit data pointed to weak demand for new financ-

ing and the Caixin PMI (a key gauge of business sen-

timent) indicated stagnation — largely driven by fall-

ing exports in response to higher U.S. tariffs. The ser-

vices sector showed somewhat better resilience, 

though not enough to offset a broader picture of low 

inflation (running at just 0.3% over the past 12 

months), which is putting pressure on the govern-

ment to announce further stimulus measures. 

 
 

Brazilian assets largely tracked the positive 

performance of global risk markets in May, with 

small caps and domestically oriented stocks standing 

out. Economic activity and employment continue to 

show resilience, prompting analysts to revise their 

GDP forecasts for 2025 slightly higher, now hover-

ing just below 2.5%, despite still-elevated interest 

rates. 

On the political front, a proposed increase in 

the IOF tax on credit and foreign exchange transac-

tions triggered a strong backlash from both lawmak-

ers and the business community. Part of the decree 

was rolled back in under 24 hours, and there is a high 

likelihood that it will be fully repealed, following clear 

signals from Congress that it will not tolerate higher 

tax burdens. 

The government continues to face signifi-

cant challenges in reversing its declining approval rat-

ings, which have now fallen to their lowest levels 

since the start of President Lula’s third term. As a re-

sult, markets are increasingly pricing in the potential 

for a more reform-minded government going for-

ward, while placing less emphasis on the current fis-

cal deterioration — even as public debt continues to 

rise at an unsustainable pace. 
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