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Singularities 
 

 

 

Team Augustine has a few science fiction fans intrigued by 
“singularity”.  It’s a geek’s BOGO -- in physics, the point of black 
hole infinite gravity where the laws of physics cease to operate, 
and in technology, the point of self-reinforcing parabolic 
advancement.  As we review the past quarter, Singularities 
seems an apt title.  Markets and economies are grappling with 
singular forces, most notably the AI boom and one-sided policy 
priorities. 

Markets continued their strong ascent in Q3 2025.  The MSCI All 
Country World stock index returned 7.6%, bringing its year-to-
date return to 18.4%.  The Bloomberg US Aggregate bond index 
returned 2.0%, bringing its year-to-date return to 6.1%.  Notably, 
gains among stocks are extremely concentrated, with most of the 
market’s return and earnings growth coming from a short list of 
AI-related stocks, a continuation of trend since AI chat models 
appeared three years ago. 

The dominance of the AI theme extends beyond stock prices into 
the real economy.  Business spending on technology – especially 
AI infrastructure – has surged to unparalleled levels, while most  
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other capital expenditures languish.  Indeed, investment in information-processing equipment and 
software accounted for 92% of US GDP growth in the first half of 2025.  AI is the only major engine of 
non-residential investment growth – categories like structures or traditional equipment are flat or down, 
while spending on data centers, software, and R&D is soaring as the hyper scaler tech firms collectively 
increased capital outlays over 60% year-over-year, approaching $400 billion annually. Simply put, 
virtually all growth in the US economy is from AI and tech capex.  This singular focus on AI is reshaping 
the global growth mix – to the point that economists are debating whether the US economy’s resilience 
is being propped up by a narrow tech investment boom. 

Is the boom a bubble?  It’s a hard call, but a recent shift in the way AI capex is financed suggests a 
close call.  In the early phase, tech companies deployed ample cash reserves to fund AI initiatives.  As 
the scale of investment ballooned, some turned to traditional debt markets.  We’ve seen a rise in 
corporate bond issuance specifically aimed at funding AI and cloud expansion.  In the recent quarter, 
we witnessed a third stage: vendor financing, where sellers extend financing to buyers to keep the AI 
wheel spinning.  This introduces a circular financing loop that is unprecedented since the telecom and 
networking bubble 25 years ago.  For example, Nvidia has agreed to invest up to $100 billion in OpenAI 
to help it expand (by buying more Nvidia chips).  This self-referential funding underscores the fervor 
and faith in AI’s future rewards while introducing interdependence and fragility in the system.  In the 
race to artificial general intelligence, the circularity has arrived before the singularity. 

While the economy and markets chase AI, policymakers have noticeably pivoted: the US Federal 
Reserve has shifted to easing mode despite inflation remaining above target, betraying a near-singular 
focus on the job market.  The Fed cut interest rates in September for the first time since 2024 and 
signaled a bias toward additional cuts. Unemployment, meanwhile, remains near historical lows.  
Normally, one would not expect rate cuts in such an environment.  Yet the Fed’s rationale has centered 
on the labor market.  There are tentative signs of cooling job growth, and the Fed seems intent on 
cushioning any rise in unemployment preemptively. 

Price stability has become a “nice-to-have,” while full employment is treated as the “need-to-have.”  Fed 
officials have tacitly made clear that avoiding a hard landing in jobs is the priority, for which the cost 
may be higher for longer inflation.  Political pressures are reinforcing the Fed’s stance.  With an election 
year on the horizon and fiscal authorities grappling with high interest costs on debt, the US central bank 
is under pressure.  The consequences of this approach are nuanced.  On the positive side, easier 
monetary policy boosts market sentiment and helps the economy to continue expanding.  However, if 
the Fed loosens too much or is too slow to re-tighten later, there is risk that inflation expectations could 
rise and bond investors require higher term premium. 

The macro narrative of 2025 so far is one of extraordinary enthusiasm colliding with rising imbalances – 
a sort of financial singularity where normal relationships are distorted.  Investor optimism around 
artificial intelligence has reached a fever pitch, propelling equity valuations to historically very high 
levels (especially in the US) and underwriting an historic surge in capital expenditures by tech firms.  
Market valuations reflect the hope that AI will usher in a new productivity era, boosting growth and 
profits for years to come.  Potential second-order effects on labor markets are, for now, given a pass.  
Meanwhile, there is a palpable sense of policy safety net among investors – a belief that if anything 
goes wrong, authorities will step in (be it cutting rates more aggressively or even fiscal stimulus 
measures).  This policy optimism supports the economy and is helping to keep stock valuations high, 
credit spreads tight, and volatility low despite plenty of uncertainties.  The tradeoff is moral hazard.  
Markets might be underpricing risk because they assume the Fed or Congress will bail them out of any 
downturn. 

________________________________________ 
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Augustine Global Equity 

Against this backdrop of singular forces, Augustine Global Equity portfolio delivered solid results in Q3 
2025, while maintaining a risk-conscious profile. For the third quarter, the strategy returned +9.0%, 
compared to +7.6% for the MSCI ACWI. Year-to-date through Q3, the portfolio is up +15.1%, versus 
the ACWI’s +18.4%.  Security selection drove the quarter’s performance with strong results in the 
industrials, financials, and technology sectors slightly offset by energy and materials.  At the country 
level, the portfolio’s exposure to Taiwan and Japan were top contributors to performance, offset slightly 
by its exposure in India and France.  Key position contributors to performance were Apple, Marubeni, 
Mitsui, Taiwan Semiconductor, Mizuho Financial, and United Therapeutics, offset slightly by positive 
but lagging returns from Microsoft and Gilead Sciences. 

The portfolio is underweight the US and overweight select international markets, notably Japan, 
Taiwan, India, and parts of Europe based on a strong relative value proposition.  While international 
markets trade at a premium to their historical tendency, they are not as speculatively valued as the US 
market that is trading at the very top end of its long-term valuation history.  Some of the premium of US 
stocks reflects the higher growth and ROE of its technology companies, but there is also a considerable 
sentiment bias.  We see better risk-adjusted opportunities abroad, where expectations are more 
reasonable and there is room for positive surprises.  We are confident the exposure will add value. 

Augustine’s investment philosophy – a focus on quality and relative value – remains expressed in the 
portfolio.  The portfolio holdings’ 19.1x price-to-earnings ratio stands at a substantial discount to the 
index’s 24.4.  Industry-comparative metrics regarding returns on capital, cash flow, and strength of 
balance sheet show an emphasis on quality, conservatively-financed businesses.  While our preference 
for quality and value may lag index returns in periods fueled by high-risk preferences, we have high 
conviction that prudently investing with an eye toward quality and value provides attractive upside 
participation while limiting exposure to speculative excesses and market drawdown. 

________________________________________ 

Augustine Fixed Income 

Treasury yields declined across the curve in the third quarter of 2025, driven by growing expectations 
for Federal Reserve easing and signs of moderating inflation. The front end of the curve saw sharper 
declines than longer maturities, resulting in a modest steepening of the yield curve. Credit markets 
performed well, supported by strong corporate fundamentals and a broad risk-on tone. Spreads 
tightened across most sectors, reflecting investor confidence and demand for yield. However, with 
credit risk premia now at historically low levels with limited room for further spread compression, this 
places greater importance on identifying relative value opportunities within credit segments. 

Augustine Core Plus Fixed Income returned +2.0% in Q3 2025, matching the Bloomberg US Aggregate 
Index’s +2.0%.  Year to date, the portfolio’s return is +6.5% versus the benchmark’s +6.1%, and 
relative returns are positive over longer time horizons. 

Within the portfolio, security selection and sector allocation contributed positively to performance. Our 
overweight to corporate credit was a key driver, with security selection within corporate bonds emerging 
as the largest contributor.  Yield curve positioning detracted, as our defensive stance limited 
participation in the rally.  We managed duration approximately 20% below benchmark levels, reflecting 
our view that long-term interest rates may rise on higher term premium.  Additionally, our underweight 
to agency mortgage-backed securities modestly detracted from returns, as spreads in that sector 
tightened significantly. 
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Augustine Short-Term Fixed Income returned +1.4% Q3 2025, versus +1.2% for the ICE 1-3 Year 
Government / Corporate Index. Year to date, the portfolio’s return is +4.6% versus the benchmark’s 
+4.1%, and relative returns are also positive over longer time horizons. 

The primary driver of excess returns was asset allocation, followed by positive security selection, while 
yield curve positioning slightly detracted from performance. The portfolio’s overweight to short-term 
investment-grade corporate bonds proved beneficial, as tightening credit spreads supported strong 
returns. In addition, security selection within the corporate bond sector contributed positively to overall 
performance. 

We continue to maintain a defensive posture against interest rate risk, keeping portfolio duration shorter 
than the benchmark. While corporate fundamentals remain supportive, we recognize the risks posed by 
ongoing uncertainty surrounding trade and immigration policies.  As a result, we have de-risked the 
portfolio throughout the year - reducing corporate bond exposure and increasing allocations to US 
Treasuries and Agency Mortgage-Backed Securities. 

Our meaningful allocation to US Treasuries provides flexibility and liquidity. If market volatility and 
uncertainty result in credit spread widening, we are positioned to opportunistically redeploy capital into 
segments offering more compelling risk-adjusted returns. 

We maintain a constructive view on high-quality fixed income and continue to prioritize quality and 
relative value.  With the Federal Reserve expected to continue easing and valuations stretched across 
many credit sectors, our focus remains on building a resilient portfolio – one that can navigate shifting 
market dynamics while delivering consistent long-term results. 

________________________________________ 

We hope this review of investment strategy, the economy, and capital markets helps to inform about 
our investment outlook and how we have positioned client assets to achieve returns while managing 
risk.  We welcome your questions. 
 
A Team Announcement 
 
We are pleased to announce that Felipe S.M. Bricio, CFA has joined the Augustine team as an 
investment operations analyst.  Felipe comes with experience as a investment portfolio analyst and 
treasury analyst at EverBank and associate in fixed income trade support at Cantor Fitzgerald.  
Welcome Felipe! 
 
With best regards and appreciation for the opportunity to work on your behalf, 
 
 

                                             
Jeffrey E. Bernardo CFA    Milena D. Spasova CFA CIPM  Neil J. Sullivan CFA   Frederick M. Blum 
 

                                                 
     Franco Cirelli CPA CFP®    Ashley L. Cox   Felipe S.M. Bricio CFA   Scott T. Allan    Anna K. Zullo 

            

 


