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Risk sentiment improved on balance in August,
underpinned by resilient macro data and a
robust US Q2 corporate earnings season,
before a hawkish Jackson Hole address from
Fed Chair Warsh and persistent Middle East
conflict injected fresh uncertainty into the
inflation and rates outlook.

Australian equities locked in a fifth straight
month of gains driven by a pronounced rotation
away from interest rate sensitive and consumer-
facing sectors toward defensive and resources.

Domestically, the RBA held the cash rate
unchanged at 4.35%, deciding that it was best

to pause and wait for additional information
while noting underlying inflation remains sticky
with some upside risks to the central view. The
key domestic data was the monthly inflation
data, which saw trimmed-mean inflation running
at 3.6% yoy in July, unchanged from June and
slightly above market expectations.

Global equity markets delivered a broadly
positive month, with the Al trade and a strong
US earnings season driving performance. The
S&P 500 finished up for the month +2.7% with
86% of companies reporting a positive EPS
surprise.

The S&P/ASX200 returned +1.5% in August, taking the six-
month return to +0.3% and one year to +4.4%. At a sector
level, the best performing sectors for the month were
healthcare (+18.8%), materials (+12.3%), and utilities
(+7.6%). The worst performing sectors included consumer
discretionary (-7.9%), real estate (-6.6%), and financials
(-5.2%). Healthcare performance was primarily driven by
reporting season outperformance and a rotation into
defensives. Notably, CSL Limited (CSL, +39.4%) reported
margin recovery following a challenging period that required
significant restructuring. Minerals 260 (MI6) was the best
performing stock on the ASX200, returning +48.3% reflecting
a strong gold price environment during the month.
Conversely, Arena REIT (ARF) was the worst performing
stock in the index, returning -27.3%, as it faces a tenant
default leading to lost income.

Global equities had a broadly positive month with the MSCI
World ex Australia Total Return Index (AUD) returning +0.5%
for the month. South Korea’s KOSPI (+3.5%) rebounded in
August following a 22% decline in July as the outlook for
semiconductors and DRAM pricing improved. The S&P500
was positive returning +2.7%, Europe was also positive with
Euro STOXX 50 up +1.0% and Japan Nikkei 225 +3.1%. The
equally weighted S&P500 was up 2.1% and the Russell 2000
finished up 1.0%.

Global listed property (AUD hedged) returned -3.1% for the
month, bringing the six-month return to -1.1%. Infrastructure
also performed negatively, returning -1.9% for the month,
-2.2% over six months and +11.9% for the year.

Fixed income returns were mixed with the AusBond
Composite Index returning -0.2% and the Global Aggregate
(AUD Hedged) up 0.2%. Domestically, Australian yields rose
with the 3-year up 17bps to 4.66% and the 10-year up 17bps
to 5.09%. In the US, Fed Chair Warsh delivered a hawkish
note at the Jackson Hole Symposium, renewing market
expectations for a US September rate hike.

Gold rose 9.7% to US$4,437/oz supported by central bank
demand and geopolitical instability. Ongoing tensions in the
Middle East pushed oil prices higher from an intra-month low
of US$78.11 before ultimately finishing the month +0.41%
from the prior month-end at US$90.49/bbl.
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The AUDUSD appreciated 2.1% over the month, finishing
August at US$0.72, supported by firmer commodity prices
and a hawkish-on-hold RBA. On a trade-weighted basis the
AUD rose 1.1%. The Japanese Yen, by contrast, remained
under sustained pressure ending the month at ¥160 (-1.5%).
The primary drivers of weakness include US-Japan interest
rate differential, structural capital outflows, BoJ policy
constraints, and elevated imported energy costs amid
ongoing geopolitical tensions.
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Overview

Global financial markets in August 2026 were shaped by the
tussle between the escalating US-Iran conflict, continued
strong earnings growth, and concerns over financing the
elevated levels of debt. The net of these factors saw long-
dated Treasury yields rise intra-month to multi-decade
highs, forcing government intervention. Fed Chair Kevin
Warsh's hawkish Jackson Hole remarks, signalled inflation
was "not meaningfully slowing" cemented expectations of a
September rate hike, pressuring bonds globally. Equities
proved resilient early in the month, with the S&P 500 and
Stoxx 600 reaching record highs on strong earnings, before
retreating on rising bond yields and Al capex scrutiny. The
US dollar weakened for a second consecutive month,
providing some support to Emerging Market equities which
also saw Asian tech names stabilise. Gold held firm amid
fiscal deficit, supported by record central bank buying.

Rising Bond Yields | Bessent’s Intervention

Long-dated yields rose sharply through August, with the 30-
year Treasury yield hitting 5.34% mid-month, its highest
level since 2007. Rising yields reflect a supply-side term
premium shock, driven by deficits and Al-related corporate
issuance crowding out capital, a key distinction from the
inflation-driven 2022 rate shock. Treasury Secretary Scott
Bessent responded with buybacks targeting the long end of
the curve, sparking a brief rally that helped equities
rebound, though relief proved temporary as yields resumed
climbing.

Al Capex Scrutiny | Rotation Within the Al Trade

Coming out of a turbulent July, investors spent August
scrutinising whether the quantum of Al infrastructure
spending will generate adequate returns. Semiconductor
stocks and companies tied to the Al supply chain came
under pressure as investors questioned whether the
enormous wave of spending on data centres, chips, and
power infrastructure can ultimately generate returns
sufficient to justify the ftrillions of dollars being committed.
Concerns about Al monetisation, overcapacity, Chinese
competition, complex financing structures, and leverage,
triggered a broad unwind. This fed a broader market rotation
out of chips, the main early beneficiary of Al investment,
toward other segments of the Al value chain like
infrastructure, power and applications, as investors called
for greater selectivity.

AUS Earnings | Downgrades to FY27 Earnings

Australian corporates delivered broadly in line with FY26
expectations. For FY26, industrial earnings beat
expectations by 0.9%, financials by 0.1% and commodities
missed by 0.7%, yet there is caution in FY27. For FY27,
commodity earnings forecast have been cut by 4.4%,
industrials by 1.7% and financials by 0.6%. Companies and
analysts have become more cautious about the currency,
commodity prices, and domestic demand.

Industrial sales and EBITDA missed in FY26, but lower
depreciation and interest and tax expenses pushed net-
profit 0.9% higher. In FY27, analysts expect further cost
savings and lower depreciation, helped by restructuring
programmes, but not enough to offset weaker revenue.
FY27 net-profit forecasts have fallen by 1.7%.

Commodity producers face the opposite problem. Sales
forecasts have increased, but costs are rising even faster.
FY27 operating-cost assumptions have increased by 2.8%
and depreciation by 3.6%, contributing to a 4.4% downgrade
to net profit. Several years of capex inflation are now
working their way through the income statement.

Geopolitics | Appears No Progress in Iran

Renewed tension between the U.S. and Iran led to
heightened volatility in oil prices, and the U.S. and Iran
traded gunfire, with America striking Larak Island in the
Strait of Hormuz and Iran retaliating with missile strikes,
driving Brent crude back over $90 a barrel. Markets
questioned the feasibility of a ceasefire, with no offramp in
sight, at this point.

FOMC | Warsh Gets Hawkish

US economic data in August pointed to a labour market
losing momentum, with employment falling by 23,000 jobs
and the prior month being revised down (from +57,000 to
+20,000 jobs). Inflation data in August also showed inflation
continues to remain sticky. Against this backdrop, new Fed
Chair Kevin Warsh delivered his first Jackson Hole address,
marking his 100th day as chairman.

Rather than offering the forward guidance markets craved,
Warsh avoided committing either to forward guidance or a
reaction function. He struck a notably hawkish tone on
inflation, saying this US summer's encouraging inflation
readings don't indicate "meaningful" improvement,
prompting bond markets to react swiftly by pricing in a hike.
He emphasised that bringing PCE inflation back to the Fed's
2% target remains the "firm, fixed target" for policymakers,
calling July's 3.7% PCE reading concerning. The speech left
investors torn between the weak jobs data (dovish) and
Warsh's inflation  vigilance  (hawkish), heightening
uncertainty ahead of the September 15-16 FOMC meeting,
where markets were left genuinely split on whether the Fed
would cut or consider tightening further.

Gold | Safe Haven In Volatile Times

Gold staged a sharp rally in August, climbing nearly 10%
from ~$4,000 to $4,437/0z, its best month since January.
The move was driven by soft jobs, CPI, and PPI data that
briefly flipped September rate-hike odds lower, alongside
the US national debt crossing $40 trillion, which reignited
fiscal-credibility concerns. Record Q2 central bank buying
(288.9 tonnes, led by Poland and China) reinforced the
structural bid. A weaker dollar and Treasury's bond-market
intervention added further support, though the hawkish
Jackson Hole tone late in the month introduced fresh
volatility risk to the rally.

Key September Macro Events

Australian GDP (2", US Unemployment (4™), US August
CPI (11", Australian Unemployment (24"), FOMC Policy
Decision (16"), RBA Policy Decision (29"), Australian
Monthly CPI (30"), US Core PCE (30").
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