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Key takeaways: 

• Strong Q2 earnings supported August equity gains, though leadership rotated toward small-caps and other lagging areas of the market 
as the Technology sector’s performance stalled.  

• Artificial Intelligence (“AI”) enthusiasm paused as concerns around massive AI spending, ChatGPT-5’s troubled rollout, and an MIT study 
showing limited return on investment (“ROI”) from AI pilots tempered recent momentum.  

• President Trump’s dismissal of senior officials at the Bureau of Labor Statistics (“BLS”) and Federal Reserve (“Fed”) raised concerns over 
institutional independence, adding policy uncertainty.  
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E quity markets continued to rally in August, with equity indexes closing positively for the month.  The S&P 500 returned 1.91%, marking 
its fourth consecutive monthly gain.1  Gains were most pronounced in the small and mid-cap space, with the Russell 2000 up 7.00%, its 

strongest month since November of last year.2  Outside of the US, international equities also pushed higher, with the MSCI All-World ex-US 
up 3.31%.3  This strength abroad was bolstered by continued weakness in the US Dollar, which declined 2.20% during the month, as measured 
by the U.S. Dollar Index.  Gold also had a strong month climbing 4.60% to a new record high.4 

Robust corporate earnings were the primary driver behind the continued strength of US equity markets.  By month-end, 98% of S&P 500 
companies had reported second-quarter results, with 81% delivering positive revenue surprises and aggregate index earnings rising 11.9% 
year-over-year.5 While earnings strength was broad-based, the rally’s composition shifted in the latter half of the month.  Materials and 
Healthcare led with gains of 5.58% and 5.25%, respectively, whereas Technology posted only a modest 0.27% increase.6 Given rapid multiple 
expansion across many technology stocks in recent months, this shift in leadership may persist in the near term.  

The Technology sector’s slowdown was most visible in AI-linked stocks, which have been the defining narrative of the post-2022 bull market.  
For the first time in months, this theme faced notable setbacks.  NVIDIA, the bellwether of the AI rally, reported earnings on August 27.  Alt-
hough results were strong, elevated expectations left investors unimpressed, and the stock declined for three consecutive days following the 
release.7 Other AI-related names also fared poorly: Dell Technologies, now a key player in the data center market, fell 8.9% after disappointing 
results, while Marvell, a leading AI semiconductor company, dropped 18.6% following its second-quarter report.8 

Adding to the AI narrative woes was the highly anticipated release of ChatGPT-5, which was marred by difficulties.  Unlike previous updates, 
OpenAI removed all prior models from the offering, forcing users onto GPT-5.  Broad complaints surfaced across social media, with users 
claiming lower response quality.  Others argued that without the option to select a specific model, workloads built on earlier interactions had 
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become unusable.9 Beyond these technical frustrations, the episode also raised strategic questions for OpenAI. It remains to be seen whether 
the GPT-5 rollout proves a temporary setback or an opening for competitors to gain market share.  Putting an additional damper on the AI 
narrative was a recently released report from MIT, which noted that 95% of corporate generative AI pilot programs have produced no return 
on investment.10 Still, we believe that artificial intelligence is one of the most disruptive technologies since the invention of the internet.  We 
also believe that, from an investor’s perspective, the key is to balance caution in the near term, where expectations can often become unreal-
istic, with recognition that the long‑term trajectory of AI adoption remains highly compelling.  

Beyond the market's internal dynamics, several political and economic developments also shaped the month.  The labor market, a key pillar of 
US economic strength, showed increasing signs of weakness.  Non-farm payrolls indicated that the US economy added only 73,000 jobs in 
July and the prior two months were revised significantly lower, a result that fell well below economists’ expectations.11 Rather than reacting 
negatively, investors interpreted the report as a signal that the pace of rate cuts could accelerate toward the end of 2025, focusing more on 
the prospect of easing monetary policy than on the underlying trend of a weakening labor market.  We believe the market’s willingness to 
rally despite soft labor data increases the risk of a sharp correction if expected rate cuts fail to sufficiently support employment.  

However, President Trump’s reaction was perhaps the most impactful part of the data release.  Following the report, he fired the Commis-
sioner of the BLS, Dr. Erica McEntarfer.  The President then took to social media to confirm that her termination was a direct result of the jobs 
report, and claimed the numbers were "rigged to make Republicans, and me, look bad. "12 The BLS is responsible for vast amounts of eco-
nomic data that millions of investors rely on, underscoring its institutional importance.  Regardless of President Trump ’s claims, we believe 
that maintaining impartiality of economic data will be critical for market stability going forward.  

The President also moved to fire Lisa Cook, a member of the Fed Board of Governors.  The White House legal team argues that Cook can be 
dismissed for cause based on allegations of mortgage fraud.  Cook and her lawyers have countered that there are no legal grounds for her 
removal and intend to challenge the decision in court.  Beyond the legal arguments, in our opinion, Trump ’s comments made the motivation 
seem that the firing was about gaining control of the Fed.  “We’ll have a majority very shortly, so that’ll be good,” he said, referring to the 
Fed’s governing board.13  He added, “Once we have a majority, housing will swing,” highlighting his intent to influence interest rate policy.14 
The Fed’s independence is critical, as it allows the institution to pursue its dual mandate free from short-term political pressures.  We believe 
that if that independence is compromised, markets may begin to price in political interference, triggering volatility, driving long-term rates 
higher, and eroding confidence in the stability and preeminence of the US financial system.  

Fed Chairman Jerome Powell also spoke last month at the annual Jackson Hole Economic Symposium, a yearly conference that brings togeth-
er top central bankers, economists, and academics.  In his keynote speech, Powell addressed the current economic situation, highlighting the 
simultaneous slowdown in both job growth and GDP growth.  He reiterated that although tariff impacts on prices are expected to be short-
lived, the Fed remains cautious about the potential second-round effects on inflation.  Beyond this, Powell signaled that with monetary policy 
still being restrictive, the outlook may justify lowering rates.  Investors interpreted Powell’s tone as dovish.15 A rate cut at the September 
meeting is now seen as near consensus, with futures pricing in a 91.6% probability of a 25-basis-point cut.16 
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August proved to be another positive month for equity markets, driven by strong corporate earnings and marking a favorable start to the third 
quarter.  However, despite the market’s resilience, we maintain a cautious outlook.  The AI-fueled rally showed signs of a potential leadership 
rotation, and the labor market, a key pillar of economic strength, showed signs of weakness.  We believe that market valuations appear 
stretched, and further labor weakness could challenge the economy’s ability to maintain momentum.  Against this backdrop, we favor defen-
sive sectors in equity markets, such as healthcare, and economically-resilient asset classes, like private infrastructure, which historically pro-
vide more stable returns during periods of uncertainty.  Linking market fundamentals with political risk, the recent actions of the Trump ad-
ministration, notably the firing of key economic officials, raise concerns about the independence of government agencies like the Federal Re-
serve.  We believe that maintaining the perceived impartiality of these institutions is essential for sustaining confidence in the US financial 
system.  Given these risks, we also favor a modest allocation to gold as a hedge against political risk and the uncertainty stemming from po-
tential challenges to institutional independence.  
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Important Disclosures 

This publication is provided by Element Pointe Family Office (“Element Pointe”) for general information and educational purposes only. Any 
discussion of securities or investment strategies should not be construed as research or investment advice. This material should not be con-
strued as an offer to buy, sell or hold a security or investment strategy, and is not provided in a fiduciary capacity. 

This publication contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, other uncer-
tainties and factors, actual results may differ materially from the expectations portrayed in such forward-looking statements. Readers are 
cautioned not to place undue reliance on forward-looking statements, which speak only as of their dates. 

Element Pointe does not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information 
prepared by any unaffiliated third party incorporated herein, and takes no responsibility therefore. All such information is provided solely for 
convenience purposes only and all users thereof should be guided accordingly. 

Nothing herein should be construed to limit or otherwise restrict Element Pointe’s investment decisions. Element Pointe customizes the 
portfolios it manages to suit the needs of each client. Investment advisory services are only provided to investors who become Element 
Pointe clients pursuant to a written account agreement, which investors are urged to read and carefully consider in determining whether such 
agreement is suitable for their individual facts and circumstances. 

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. 
Investments in alternative investment strategies is speculative, often involves a greater degree of risk than traditional investments including 
limited liquidity and limited transparency, among other factors and should only be considered by sophisticated investors with the financial 
capability to accept the loss of all or part of the assets devoted to such strategies. Investing in the stock market involves gains and losses and 
may not be suitable for all investors. The indexes mentioned are unmanaged and an investment cannot be made directly into them and do not 
include fees and charges, which would reduce an investor's return. Past performance is no guarantee of future results. 

All expressions of opinion reflect the judgment of the authors as of the date of publication and are subject to change without prior notice. 
There is no guarantee that the views and opinions expressed herein will come to pass.  

Element Pointe and its affiliates and employees may hold positions in the securities discussed. You may access Element Pointe ’s regulatory 
filings on the SEC’s website for additional information about certain of the securities that the firm, its affiliates and its principals may hold. It is 
important that you do not base your investment decisions on our discussion of certain individual securities as one ’s overall investment port-
folio and individual objectives should be considered when making such a decision. 


