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MONTHLY MARKET INSIGHTS

Key takeaways:

®  Equity indices masked the turbulence beneath them in July, with market action ranking among the most dislocated in recent memory.
® Arenewed escalation of the US-Iran conflict reasserted energy as a dominant macro risk.

® Yields pushed higher through the month even as the Fed held rates at Warsh's second meeting.

At the index level the month of July was unremarkable, with the S&P 500 finishing roughly flat. Yet beneath the surface it was among the
most turbulent tapes in recent memory, defined by sharp turnover in leadership, significant deleveraging, and volatility concentrated at
the single-stock level. The month featured renewed escalation in the Middle East, a momentum unwind that forced a prominent Al fund to
liquidate its public equities through an arranged sale®, and a historic coordinated intervention in currency markets. Semiconductors bore the
brunt, falling 17.59%2 and collectively shedding $1.5 trillion in market capitalization, which saw its industry weight in the S&P 500 slip from
over 20% to 16%.3 Energy was the standout, rising 12.13% as crude rallied on renewed conflict with Iran.%The dislocation was clearest in the
spread between single-stock and index implied volatility (VIXEQ less VIX), which widened to a record high while cross-stock implied

correlations sat near record lows.®

Mega-cap earnings bifurcated across the Magnificent Seven. Amazon and Microsoft both surged over 15% on the back of their reports, while
Meta, Alphabet, and Apple fell by high-single-digit percentages or greater.® Remarkably for the decliners, all but Apple have since recovered
to trade above their pre-earnings levels. The aggregate picture is historically strong. With 61% of the index reported, 86% of companies have
beaten EPS estimates, the highest share since Q2 2021.7 Even excluding outsized non-operating gains at Alphabet and Amazon, blended
earnings grew 28.8% and beat expectations by 9.2%, above the 10-year average of 7.4%. This marks the second consecutive quarter above
20% and the seventh straight of double digits.® Next-twelve-month EPS growth sits at its third-highest reading on record, accompanied only
by post-recession recoveries.® While margin gains have narrowed, equal-weighted margins are plateauing and market-cap-weighted
expansion leans on only a few names against rising input costs. As we have written previously, that strength has not been rewarded with
multiple expansion; on the contrary, July's selloff left the S&P Information Technology sector at ~20x forward earnings, well off its ~23x ten-
year average.' Put differently, the absence of multiple expansion could suggest the market is bracing for a pullback rather than a

continuation of the earnings trajectory.
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Kevin Warsh's second meeting as Chair was the most “live” FOMC in some time, with market-implied odds of a rate hike as high as 40%
beforehand." The committee held the Fed Funds rate at 3-1/2 to 3-3/4 percent, with three dissents from regional Fed presidents favoring
hikes?, which shifted attention to the press conference. Pressed on whether he would raise rates to contain inflation, Warsh alluded to
alternative pathways to fight price increases. The likeliest is balance-sheet reduction. The balance sheet has expanded by more than $200
billion since December, initially to ensure adequate liquidity and cushion overnight funding, an expansion some estimate amounts to a 25-
basis-point cut.” The committee is divided on whether balance-sheet growth impacts inflation, but Warsh appears to argue privately that it is
contradictory to press for rate increases while the balance sheet is still growing. Whatever the internal debate, the bond market has drawn its
own conclusion. Yields have moved decisively, with the 2-year well above 4% and the 30-year having spent its longest stretch above 5% since
2007."Warsh is keen to let markets evaluate the economy on their own, preferring in his words that they “learn to play the ball, not the
referee,” which he believes returns cleaner signals to the committee.’ With forward guidance gone, attention turns to the August 28 Jackson

Hole address, historically a venue for signaling major policy shifts, and to the September FOMC meeting.

July brought a renewed escalation with Iran, following the breakdown of the earlier memorandum of understanding. The situation remains
fluid, shifting hourly, and headlines offer little signal. For the United States, the objective, however obscured, is a defanged Iran less able to
threaten regional interests. For Iran, it is preserving national autonomy, keeping the regime’s grip on power, and controlling the Strait of
Hormuz. Their aims are currently incompatible, and absent real pain on either side, lasting compromise appears unlikely in the short term. Iran
has made regulation of the Strait a centerpiece of its posture, attempting to frame charges as a service fee rather than a toll."® Qil has
responded to the re-escalation, gaining 21.32% in July as the market priced a longer conflict.'” As we have noted, refined products, not the
crude benchmark, have been where strain is most felt. The system is less insulated now than in the spring as participants have drawn down
global inventories materially, leaving markets more vulnerable to new disruptions even as Gulf exports have partially recovered. China has
been the market's principal shock absorber, cutting crude imports by 40% from February to May, but that buffer has little room to give a

second time."®

July's macro developments extended beyond energy: in a coordinated move, the United States intervened alongside Japan to strengthen the
yen. The yen had been on a downward path of late and extended its slide to 164 against the dollar, its lowest level in 40 years.” President
Trump confirmed the joint intervention aboard Air Force One on Sunday night, and the yen gapped to 155 on the morning of August 3.2° Japan
is the largest foreign holder of U.S. Treasuries, at about $1.14 trillion, and a disorderly decline in the yen risks forcing Treasury sales.?' The
Treasury offered a suite of tools, including a repo facility that lets Japan borrow dollars against its Treasury holdings rather than sell them.??

The scale and coordination are notable, and Treasury Secretary Bessent has signaled readiness to repeat it if necessary.
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Beyond the month's macro flashpoints, the longer-term Al story picked up new political weight in July. The politics of artificial intelligence
have sharpened around two issues: the physical data-center build-out and model regulation. Public opinion on data centers has soured on a
bipartisan basis. Opposition to construction reached 63% in a July poll® and is turning to action. By Data Center Watch's count, local pushback
stalled or halted 75 projects nationwide, worth ~$130 billion, in the first quarter of 2026 alone, with moratorium bills surfacing in 14 states. %
We expect data-center opposition to feature prominently in midterm campaigning and to function as a potential constraint on the Al build-
out. On model regulation, the debate has two strands. The first is safety-driven and industry-led. Employees and founders across leading
labs have signed open letters such as “Pacing the Frontier,” urging government intervention to slow development should capability outrun the
ability to control it. The second concerns Chinese open-weight models, which have reached a “good enough” threshold for most applications
and sit just below the frontier at a far cheaper per-token cost. Moonshot's Kimi K3, released in mid-July, drew analogies to DeepSeek’s debut
in January 2025. Chinese models are now widely available and offered through Alphabet's and Amazon's clouds.?s Washington is now
debating whether to permit U.S. firms from using Chinese models at all, citing data-leakage and intellectual property concerns. Those
concerns may be legitimate, but a blanket restriction on capable, customizable, low-cost models could disadvantage U.S. firms. Together,

these two debates will shape the pace and scale of the next phase of Al build-out.

In the month ahead, several events will shape the balance of the year. The Iran situation will continue to evolve, and the resolution path is
likely to drive energy prices and the inflation outlook. Jackson Hole on August 28 should offer the clearest read yet on Warsh's intended
direction for policy. A steady cadence of semiconductor earnings throughout the month will test whether July’s drawdown was a repricing or
the start of a wider move. The earnings backdrop remains strong providing continued support for equity markets, but the room for error has
narrowed. Higher yields are tightening financial conditions, margins are plateauing, and the energy market remains volatile. We continue to
favor diversification across capitalizations, sectors, and geographies as a hedge against concentration while maintaining participation, and we

will adjust tactically as opportunities come into clearer focus.
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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.
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