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Key takeaways: 

• Leading AI stocks held up the S&P 500, which closed down only 0.45%, while the equal-weight S&P fell 4.99%, its widest gap with the 
headline index since March 20201 

• The FOMC raised the policy rate 25 bps and the 10-year Treasury yield rose to 5.29%2 with real yields accounting for nearly all the move  

• Brent moved back above $100/bbl for the first time since July amid renewed escalation in the Middle East, including a drone strike that 
temporarily disabled a crucial pipeline 
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R ising rates set the tone for markets in September, and the AI leaders were among the few able to withstand them. The 10-year 
Treasury yield rose 54 bps to 5.29%, Brent crude rose back above $100/bbl for the first time since July, the Fed hiked 25 bps, and yet 

the headline S&P 500 lost only 0.45%, closing the month less than 2% below all-time highs. The top of the index provided much of the 
cushion, with the Mag 7 delivering a 4.18% gain for the month, driven by a surge from Meta on the release of its Muse AI agent. However, the 
equal-weight S&P diverged drastically from the market cap-weighted index, finishing down 4.99% on the month, the widest spread since 
March 2020. The small-cap Russell 2000, comprised of companies that primarily finance themselves with floating-rate debt, lost 5.40%. 
Sector-wise, Tech (+4.42%) and Communication Services (+4.26%) led, while Financials (-7.28%) and Materials (-6.93%) were the laggards.3 

With no fundamental catalyst to anchor the market ahead of earnings season, hawkish central banks, higher rates, and geopolitical headlines 
hit the rate-sensitive areas of the market, while the AI leaders held firm. 

The split between the top of the index and the rest can be traced back to the continued AI infrastructure buildout, which has substantially 
driven economic growth and a rally in the stocks tied to it. In GDP terms, the AI buildout is shaping up to be the biggest single economic bet in 
US history at its current pace. AI investment is set to hit 1.9% of GDP in 2026, reaching a share of the economy last seen during the 19th-
century railroad boom.4 The September PMI rose to its strongest reading in more than five years on the back of a broad acceleration in new 
orders, activity, and employment. The Atlanta Fed’s GDPNow forecast is currently tracking to 3.7% real GDP in 3Q, or 7.1% nominal. In that 
light, the move in long-end yields makes sense. After breaking through the 5% mark in the middle of the month, the 10-year continued its 
push upward. Over long horizons, the 10-year converges toward trend nominal growth. The logic is that the government must offer investors 
roughly what they could earn in the economy to sell its bonds. That relationship broke down after the GFC, when QE and a negative term 
premium held yields below nominal GDP for over a decade, so the current move may be seen as a normalization. Despite large moves in oil 
and refined products, the 10-year breakeven, a proxy for long-run inflation expectations, rose just 4 bps, while the 10-year TIPS (real) yield 
rose 50 bps.5 
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The current move in rates is unlikely to deter the AI buildout. AI projects underwritten at high returns can absorb the higher cost of debt, so 
the largest issuers have not found the run-up in rates restrictive yet. But some businesses may find marginal projects harder to justify as 
borrowing costs rise, which may explain the selloff in rate-sensitive areas. Hyperscalers initially funded capex from operating cash flow, but 
with capex now exceeding cash flow from operations, they have increasingly tapped debt and equity markets. Estimates call for $400 billion 
of hyperscaler debt issuance in 2027 as the share of debt-funded capex reaches a peak of 35%.6 As debt funds a growing share of the 
buildout, rates will eventually matter. The signs to monitor are hyperscaler credit spreads, new-issue concessions, and revisions to capex 
guidance. 

Fed Chair Warsh noted the effect of hyperscaler debt issuance on rates at the abbreviated press conference following the FOMC ’s unanimous 
decision to hike 25 bps.7 The Chairman emphasized a continued commitment to price stability, and the summary of economic projections 
(SEP) showed core PCE at 3.4% in 2026, with no return to 2% until 2029.8 Markets have priced in three additional 25 bps hikes by the end of 
2027.9 Other major central banks, including the European Central Bank, Bank of England, and Bank of Japan, are expected to keep hiking as 
well. The dollar posted its largest monthly gain since March, with the DXY up 2.04%, as US yields repriced faster than those abroad and 
geopolitical risk drew haven demand. On the back of higher rates and a stronger dollar, gold fell 6.04% in September.10 

Geopolitical risk added another layer to the month's cross-currents. The situation in Iran remains fluid and continues to drive near-term 
inflation, though as noted above, that pressure has yet to feed through to long-run inflation expectations. Yemen’s Houthis took over a swath 
of land on the coast of the Bab el-Mandeb Strait, while an Iranian-backed militia launched a drone attack from Iraq that struck and 
temporarily knocked out the Saudi East-West Pipeline, which has been a major off-ramp for oil exports out of the Arabian Peninsula since the 
closure of the Strait of Hormuz. Iranian control of the Strait of Hormuz appears to be loosening as oil exports have picked up despite the 
negative headlines and aggressive posturing. Flows through the East-West Pipeline have been restored, and regional oil exports are now just 
11% below pre-war levels, averaging 20.5 mbd over the past 10 days.11 The recovery has been uneven, however, with crude exports back to 
98% of pre-war levels, while refined product exports such as diesel, gasoline, and jet fuel remain at just 58%.12 With crude largely flowing 
again, Brent’s hold above $100/bbl mostly reflects a geopolitical premium, while the shortfall in refined products has kept pump prices 
elevated. 

Diplomacy offers the clearest path to unwinding that premium. The UN General Assembly provided diplomatic cover for discussion between 
the US and Iran. One view is that Iran’s political leverage has reached its peak with the midterms approaching, as elevated oil prices are a key 
issue for voters. That leverage would likely diminish once the election passes, giving Tehran an incentive to negotiate before November while 
on strong footing. If the window passes, however, the path to a lasting pause becomes less clear. An agreement could push oil lower and ease 
pressure on inflation and rates; without one, the risk premium in energy prices is likely to persist. On the other major geopolitical front, 
President Xi Jinping’s state visit to Washington produced few headlines beyond an extension of the trade truce until January. With tariffs still 
elevated and few details on next steps, trade remains an area of caution. 
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With September behind us, October brings a dense calendar of catalysts. Midterm rhetoric will pick up ahead of the November 3rd elections, 
with campaigns focused on affordability and AI data centers. As it stands, Kalshi gives Democrats a 61% chance of winning majorities in both 
the House and Senate, an outcome that would return Washington to a divided government. The FOMC meets again in the last week of 
October, with markets currently pricing an 83% chance of a hold.14 Third quarter earnings season could give markets the fundamental anchor 
that was missing in September, with consensus expecting S&P 500 year-over-year earnings growth of 29.1%.15 The big banks kick things off 
in mid-October, while the hyperscalers round out the end of the month with capex guidance in full focus.  

Market breadth deteriorated considerably in September. The AI buildout continued to power growth at the top of the index, while higher rates, 
hawkish central banks, and geopolitical risk weighed on nearly everything else. The AI buildout looks durable and the fundamentals behind it 
remain strong, but the wide gap between the headline and equal-weight indices is a reminder of how concentrated returns have become. 
With earnings poised to provide the anchor September lacked, we remain constructive in the short term, favoring diversification as the most 
prudent approach.  
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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 
construed 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 and may include plans, projections, and 
estimates, which are not assurances of future performance. Due to known and unknown risks, uncertainties, and other 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 are only valid as of the date made. 

Element Pointe does not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information 
included in this report that was prepared by any unaffiliated third party, and has not independently verified and is not responsible for such 
information, which is provided solely for general reference. 

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 are speculative, often involve 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. 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 not a 
guarantee of future results. 

Investing in the stock market involves gains and losses and may not be suitable for all investors. All investments involve risk, including the 
risk of loss of principal. 

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 happen.  

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  at https://www.sec.gov/search-filings 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 portfolio and individual objectives should be considered when making such a decision. 




