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Key Observations:  What We’re Watching This Week:

Bulls regained control and pushed the S&P 500 to new intra-
day and closing all-time highs on the heels of FOMC Chair 
Jerome Powell’s speech on Friday. Small- and mid-cap U.S. 
stocks would be bigger beneficiaries of lower interest rates 
and outperformed their larger capitalization peers into the 
weekend. The Fed cutting the funds rate in the coming 
months would provide a constructive backdrop for risk 
assets of all types, but the pendulum may have swung too 
far toward unbridled enthusiasm.  

Abroad, developed markets outperformed emerging 
markets due to strength out of Eurozone and U.K. equity 
indices while Japan took a breather. For emerging markets, 
strength out of China, India, and Mexico were offset by 
weakness out of Taiwan. Notably, there are signs that 
India has found a bottom, which would be welcomed by 
investors in developing markets. Weakness in the U.S. dollar 
into the weekend could also provide a persistent tailwind for 
improved relative performance abroad.  

Yields on U.S. Treasuries of all tenors fell on the week as hopes 
for a September rate cut dominated, offsetting upward 
pressure stemming from better-than-expected U.S. PMI’s 
and a continued lift in yields tied to developed markets 
abroad. Credit came under pressure throughout much of 
the week as market participants focused on the downside 
risks to the labor market and the U.S. economy. Those fears 
dissipated as Chair Powell struck a dovish tone, spurring a 
‘buy everything’ mentality which contributed to a rally in 
investment-grade and high yield corporate bonds to close 
out the week. 

The Conference Board will release its August Consumer 
Confidence Survey on Tuesday with the reading expected 
to fall month over month to 96.4 from 97.2 in July. 

Nvidia, the $4.5T semiconductor behemoth and largest 
constituent in the S&P 500 by market capitalization, is set 
to post quarterly results on Wednesday. Recent weakness 
in AI-related names could reverse course if Nvidia issues 
upbeat guidance. 

July Personal Consumption Expenditure (PCE), the FOMC’s 
preferred inflation gauge, is released Friday. Headline 
PCE is expected to rise 0.2% month over month and 2.6% 
year over year, compared to 0.3% and 2.6% in June. Core 
PCE, which is more closely monitored by policymakers, is 
expected to rise 0.3% month over month and 2.9% year 
over year versus 0.3% and 2.8% readings the prior month. 
Readings in line with consensus estimates would provide 
further evidence that inflationary pressures remain sticky 
with little progress toward returning to the FOMC’s stated 
2% target having been made in recent months.
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Stocks: Risk-Off Tone In The Lead-Up To 
Jackson Hole Shifts As Chair Powell Hints A 
September Rate Cut Is Likely; Breadth Better 
Than Feared With Weakness Centered 
Around The Technology Sector; European 
Equities Rally As Japan Consolidates; The 
Usual Suspects Continue To Lead As Capital 
Rotates In Emerging Markets.

Profit Taking In AI-Related Names Before Nvidia’s 
Earnings Release Reverses Into The Weekend. Profit 
taking in some of this year’s biggest winners was evident 
again early last week as some of the highest-profile 
artificial intelligence (AI) beneficiaries lagged for the 3rd 
consecutive week as investors looked to de-risk portfolios 
in advance of Nvidia’s closely watched earnings release 
this Wednesday. Defensive sectors associated with lower 
volatility factors, specifically consumer staples and health 
care, outperformed early in the week as a risk-off tone took 
hold due to concerns that the Fed Chair would be more 
hawkish in his speech on Friday. But those concerns proved 
unwarranted and economically and interest rate-sensitive 
sectors such as consumer discretionary, energy, financial 
services, industrials, materials, and real estate rallied into the 
weekend as the FOMC Chair all but stated a rate cut was 
coming in September. On the AI front, many of the laggards 
early on in the week caught a bid on Friday as falling 
short-term interest rates would ease some of the valuation 

concerns surrounding this cohort of stocks. Active managers 
looking to play catch-up into year-end after lagging their 
benchmark will likely look at the AI cohort of stocks as a way 
to make up ground into year-end, and with rate cuts on the 
way, this could be a tailwind that materializes in the August/
September timeframe. In the near-term. However, the path 
forward for AI plays likely hinges upon Nvidia’s guidance in 
the coming week.

European Equities Lead As Japan Takes A Well Deserved 
Breather. Lower beta stocks in developed markets abroad 
held up better than most with the MSCI EAFE index posting 
a respectable 0.8% weekly gain. Exposure to Italy, Spain, 
Switzerland, and the U.K. were leading contributors with a 
diverse blend of sector leadership that points to broader 
fundamental health in the continent’s equity markets, even 
as the dollar rose for most of the week. Promising strength 
out of the U.S. dollar reversed Friday after Fed Chair Powell 
suggested the U.S. labor market was in a “curious kind of 
balance” with downside risks to the labor market building, 
suggesting the U.S. economy may not be as resilient as it has 
appeared to be. Earnings growth out of developed nations 
abroad still has a long road ahead to rival U.S. companies, but 
it’s encouraging that European stocks were able to provide 
stability when called upon last week. The MSCI Japan index 
ended the week down just 0.3% as investors took profits after 
the Nikkei 225 closed at a new all-time high last Monday. 
Technically speaking, the Tokyo Stock Exchange (TOPIX) has 
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been on a tear since its mid-July breakout, rising just over 
10% in the last six weeks, which leads us to view last week’s 
consolidation as a healthy event. 

The Usual Suspects Remain Leaders As Capital Rotates 
Between Emerging Markets. Reversals were a common 
theme across markets last week with emerging market 
equities following suit as recent leaders such as Brazil and 
Taiwan spent much of the week underwater while recent 
laggards such as India outperformed the MSCI EM index 
which fell by 0.4% on the week. The MSCI Taiwan index 
dropped 4.8% due to weakness in Taiwan Semiconductor 
as U.S. Trade Secretary Lutnick floated the idea that the 
administration was considering equity stakes in companies 
that received CHIPS Act subsidies. This announcement 
came after headlines broke that the U.S. government could 
take a 10% stake in Intel, a dynamic that feels akin to how 
China’s government integrates with large companies based 
there, but by the weekend the stance on owning foreign 
shares had been abandoned. Trade news on the U.S./India 
front hasn’t improved much, but with most investors already 
underweight, incrementally positive news on the country’s 
economic prospects could be enough to bring fundamental 
buyers back into the fold. Among the top performers, China 
and Mexico retained their leadership status with the pair 
generating gains of 1.6% and 2.2%, respectively, last week, 
with both now higher by over 29% or more on the year. The 
push higher in Chinese equities came from the technology 
sector as Nvidia’s call to halt H20 AI chip production was 
expected to benefit the country’s own chipmakers. The 
production pause in the H20 chip that was greenlighted 
specifically for China by the U.S. administration comes after 
policymakers in China started steering companies away 
from the chip due to national security concerns.

Bonds: Treasuries, Corporate Bonds Rally As 
Rate Cuts Are Priced Back In On FOMC Chair 
Powell’s Dovish About-Face; FOMC Minutes 
Are Stale But Still Worthy Of Discussion; Bets 
On A September Rate Cut Rise Sharply, But 
The Path Forward For The Fed Is Far From 
Certain. 

Treasury Yields End The Week Lower As Rate Cuts Get Priced 
Back In. Despite the risk-off tone that forced U.S. equity 

indices lower on the week, there wasn’t much of a bid 
under Treasuries early last week, but FOMC Chair Powell’s 
Jackson Hole speech on Friday skewed more dovish than 
expected and generated a bid for bonds of all tenors into 
the weekend. Treasury yields bounced on Thursday after 
the release of the August preliminary Manufacturing PMI 
was expected to remain in contraction but topped the 
consensus forecast, coming in at 53.3 vs. the 49.7 estimate, 
while the Services PMI also surprised to the upside, coming 
in at 55.4 vs. the 54.2 estimate. The July PMI readings were 
supportive of the U.S. economic resiliency narrative, which 
along with the lift in sovereign bond yields abroad, served 
to put modest upward pressure on Treasury yields in the 
belly and long-end of the yield curve, But Chair Powell’s 
dovish comments Friday spurred buying, particularly in 
short-dated bonds, which led to a modest steepening of 
the yield curve. With the 10-year ending the week with 
a yield of 4.25%, we remain focused on the 4.20% area 
as a likely floor of support, which should limit total return 
potential for long-term U.S. Treasuries, broadly speaking, 
over the near-term.

Risk-Off Concerns Seeping Into Credit Quickly Subside. 
High yield corporate bonds got cheaper throughout 
the balance of last week in the lead-up to FOMC Chair 
Powell’s Friday speech, but he struck a more dovish tone 
than the market expected, and buyers quickly stepped 
in to bid up lower quality bonds. The Bloomberg U.S. 
Corporate High Yield index returned 0.2% on the week, 
falling short of the 0.4% rise in the Bloomberg Aggregate 
Bond index, but things could have been far worse for 
high yield. Before Chair Powell’s speech Friday buoyed 
sentiment, demand for below investment grade bonds 
appeared to be flagging as frothy valuations provided 
investors with little margin of safety should the Fed be 
unwilling to ease policy in the face of softening labor 
market conditions. We can track the price movement 
back to demand in part because there was no supply 
to speak off last week as both Jackson Hole and summer 
doldrums left the primary market frozen. The tide could 
turn in September as companies look to term out debt 
should all-in yields drift below the 7% threshold we saw 
earlier this month. At the end of the day, credit is certainly 
frothy but easier monetary policy justifies historically lofty 
valuations as the FOMC appears more focused on a 

Multi-Asset Solutions | Weekly Commentary

This is more than business.
This is moving the world forward.

August 25, 2025

Transforming Portfolios. Advancing Missions.



HighlandAssoc.com© 2025 Highland Associates

economic downturn in the offing. 

FOMC Minutes Long On Tariffs, Inflation, And Labor Market 
Risks, But Already Stale. Last Wednesday, minutes from the 
FOMC’s July 29-30 meeting were released and we were 
most interested in whether more Committee members were 
close to joining the two known dissenters in favor of a rate 
cut.  There were few signs that others were close to breaking 
rank and on balance the minutes appeared to take on a 
more hawkish tone than Chair Jerome Powell struck in his 
post-meeting press conference. On balance, while the 
minutes point to the Committee being more concerned 
with the upside risks to inflation stemming from tariffs as 
opposed to being focused on downside risks to the labor 
market, given perspectives and viewpoints likely would 
have been altered had the FOMC had access to the July 
employment report in advance, the minutes are stale and 
of little value in forecasting what the Committee is likely to 
do in September.

Upward Trend In Jobless Claims Back The Case For A 
September Rate Cut. Initial claims for unemployment 
insurance for the week ended August 16 were released 
Thursday and came in at 235k, above the 225k estimate. 
Continuing claims for the week ended August 9 were 
released the same day and rose from 1,953k the prior week 
to 1,972k, providing further evidence that those being 
laid off were finding it difficult to find new employment. 
While on the surface these readings don’t show that the 
labor market is collapsing, the upward trend in initial and 
continuing claims is worrisome and something the FOMC 
will be monitoring in the lead-up to its September 16-17 
meeting. Minutes from the Committee’s July meeting 
showed the FOMC was more focused on potential upward 
pressure on inflation stemming from tariffs, but the weaker 
July employment report along with the upward trend in 
initial/continuing claims since mid-July may spur additional 
voters to back a rate cut next month to move the funds rate 
closer to ‘neutral.’ We continue to expect 50-basis points of 
cuts between now and year-end, and Fed funds futures are 
now pricing in an 81% likelihood of a cut in September after 
FOMC Chair Powell’s speech in Jackson Hole, up from 71% 
in the lead-up to his remarks.
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