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AI, Energy, and The
Jevons Paradox

In 1865, the Engl ish economist Wil l iam Stanley Jevons observed something
counterintuit ive:  as coal-powered steam engines became more eff ic ient,  total
coal  consumption went up, not down. James Watt's improved engine design
made coal  so much cheaper per unit  of work that it  opened the door to
entirely new uses.  Factories mult ipl ied. Rai lways expanded. Industr ies that
never would have existed at higher energy costs suddenly became viable.
Brit ish coal  consumption tr ipled by 1900.[2]

Jevons' insight — that eff ic iency gains can increase total  resource
consumption — was largely forgotten for over a century.  But it 's  back. And
it's relevant.

[ [1]  Al l  graphics in this commentary were AI generated – either by Claude or ChatGPT – with sources
for data where relevant l isted and verif ied.
[2]Jevons,  W.S. (1865).  The Coal Question. Macmil lan and Co.:  Wil l iam Stanley Jevons'  The Coal
Question (1865),  beyond the rebound effect
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https://en.wikipedia.org/wiki/The_Coal_Question
https://shs.hal.science/halshs-00738258v1/document
https://shs.hal.science/halshs-00738258v1/document
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For decades, technological  progress steadi ly reduced energy intensity
across the US economy. Our GDP grew whi le total  energy consumption
stayed relat ively f lat.  LED l ights replaced incandescent bulbs.  Bui ldings got
smarter.  Cars got more fuel  eff ic ient.  Even our data centers — quiet ly
humming in the background of the Information Age — managed to handle
exponential ly more computing without proport ional ly increasing power use.
Eff ic iency won.

AI may f l ip that equation.
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[3]  Dennard scal ing broke down between 2005–2007 per general  industry consensus -  Understanding
Dennard scal ing -  Rambus

The Power Wall  of Insane Chip Innovation

Most of the modern chip era benefited from a companion to Moore's Law
known as Dennard Scal ing. The concept was elegant:  as transistors got smal ler,
their  power density stayed constant.  You could double the transistors on a chip
without increasing its heat output.  That’s the reason your smartphone has
more computing power than the machines that sent us to the moon, yet it  f i ts
in your pocket without burning a hole through it .

Around 2005, the physics broke down.[3]Transistors became so smal l  that
current leakage — electrons bleeding through even when the transistor is  "off"
— made it  impossible to keep reducing voltage. Clock speeds, which had been
cl imbing steadi ly for decades, f lat l ined. The industry hit  what engineers cal l
the "power wal l ." We could increase transistors on a chip but not performance
per watt.  The industry adapted by going paral lel  — instead of one faster core,
you got mult iple cores working together.  It  was a workaround, not a solut ion.
But for most appl icat ions,  i t  was good enough.

AI changed the nature of the problem entirely.  Tradit ional  computing, l ike
running a spreadsheet or loading a webpage, uses only a fract ion of a chip's
transistors at any given moment.  AI workloads are different.  Training a large
language model or running real-t ime inference l ights up essential ly the entire
chip,  a l l  at  once, continuously.  Every core f ir ing. Every transistor act ive.  AI has
effect ively gone from the equivalent of one human genius working sequential ly
on tasks to a stadium of people col laborat ing on everything al l  at  once.

https://www.rambus.com/blogs/understanding-dennard-scaling/
https://www.rambus.com/blogs/understanding-dennard-scaling/
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Nvidia's latest Blackwel l  chip has 208 bi l l ion transistors and draws 1,200
watts[4]  — roughly the same as a microwave oven running ful l  blast.  And you
don't have one of these in a data center.  You have hundreds of thousands.

The result  is  a fundamental  shift  in where energy goes inside a data center.  For
years,  the data center industry's biggest energy chal lenge was the bui lding
itself  — the air  condit ioning, the power systems, the l ighting. The computers
inside were relat ively modest consumers.  AI f l ipped that:  the chips themselves
are now the dominant power draw, and everything else has to scale up to
support them. Servers and computer equipment consume roughly 40–60% of
total  faci l i ty power.  Whi le cool ing, the thermodynamic cost of removing al l
that heat eats another 25–40%.[5]  The remainder goes to power distr ibution,
l ighting, and administrat ive overhead. Eff ic ient hyperscale faci l i t ies l ike
Google's have squeezed overhead to as l i tt le as 9% above IT load.[6]

[4]NVIDIA, “Inside NVIDIA Blackwel l  Ultra:  The Chip Powering the AI Factory Era” (August 2025).  
[5]  ABI Research, “Data Center Energy Consumption Forecast” (2025);  Uti l i ty Dive, “The 2025 Outlook
for Data Center Cool ing” (January 2025).

https://blogs.nvidia.com/blog/blackwell-ultra/
https://www.abiresearch.com/blog/data-center-energy-consumption-forecast
https://www.abiresearch.com/blog/data-center-energy-consumption-forecast
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But AI's  power-hungry chips are pushing in the other direct ion. As chip
wattage increases,  so does the heat they generate,  and so does the cool ing
bi l l .  Goldman Sachs notes that eff ic iency improvements that previously
masked growing power needs have "largely plateaued."[7]

[6]Google reported a f leet-wide PUE of 1.09 as of 2025, per Socomec, “Understanding the Power
Consumption of Data Centers.”
[7]Goldman Sachs Research, AI data center power demand project ions (2025).
[8]  Fountainhead Asset Management,  Market Commentary,  January 2025.
[9]Microsoft CEO Satya Nadel la,  comments fol lowing DeepSeek’s announcement (January 2025).

The Eff ic iency Mirage

In our January 2025 commentary, [8]  we discussed how DeepSeek chal lenged
the assumption that AI "wi l l  demand ever increasing power and energy."
DeepSeek introduced novel  eff ic iencies,  materia l ly  lowering energy
requirements and overal l  costs.  We cal led it  "a huge breakthrough, resett ing
the cost structure and potential ly  accelerat ing AI development."

DeepSeek made AI cheaper.  And cheaper AI means more people use it ,  more
companies deploy i t ,  and more data centers get bui l t .  Microsoft  CEO Satya
Nadel la captured it  wel l :  "As AI gets more eff ic ient and accessible,  we wi l l
see its  use skyrocket."[9]  Per-query cost drops;  total  queries explode. This is
the paradox. DeepSeek did not reduce demand for energy — it  may have
accelerated it  by lowering the barr ier to adoption for an entirely new class of
users and appl icat ions.

A Local and Global Arms Race

Every pr ior tech revolut ion was essential ly  weightless.  Google was two guys in
a garage. Facebook was a dorm room. The entire social  media era ran on
infrastructure that already existed — the internet backbone, the cel l  towers,
the phones already in people's pockets.  Value l ived in code, and software
companies earned 80%+ gross margins precisely because they sold weightless
things.
AI f l ips this  on its  head. For the f i rst  t ime in the modern tech era,  the
breakthrough technology requires massive physical  infrastructure at every 

https://www.socomec.us/en-us/solutions/business/data-centers/understanding-power-consumption-data-centers
https://www.socomec.us/en-us/solutions/business/data-centers/understanding-power-consumption-data-centers
https://www.goldmansachs.com/insights/articles/AI-poised-to-drive-165-increase-in-data-center-power-demand-by-2030
https://www.cnbc.com/2025/01/29/microsoft-ceo-nadella-ai-efficiency-deepseek.html


The scale of the result ing US arms race is  staggering. Amazon, Alphabet,
Microsoft ,  and Meta col lect ively plan to spend approximately $650 bi l l ion in
capital  expenditures in 2026, a roughly 60% increase from the already histor ic
$400+ bi l l ion spent in 2025.[11]  The power required to train frontier AI
models is  now doubl ing annual ly. [12]  Epoch AI,  a research organizat ion
focused on AI trends,  projects that the largest individual  training runs could
require 4–16 gigawatts by 2030[13]  — the equivalent of four to s ixteen large
nuclear power plants for a s ingle model.  EY recently put i t  plainly:  "The s ingle
most cr i t ical  constraint on the entire digital  bui ld-out in 2026 hinges upon
energy scarcity."[14]
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layer s imultaneously — purpose-bui l t  chips,  industr ia l -scale data centers,  new
power generat ion, gr id upgrades,  cool ing systems, and water.  The four largest
tech companies are now spending at levels that match Boeing, Exxon, and
Ford as a percentage of gross prof it . [10]  These former "asset- l i te" businesses
have become heavy industry overnight.

[10]Carson Group, “Big Tech Capex Plans Are Bal looning” (February 2026).  Hyperscalers now spending
~65% of gross prof it  on capex, comparable to Boeing (69%),  Exxon (62%),  and Ford (60%).
[11]Company f i l ings and capital  expenditure project ions.  See: Yahoo Finance, “Big Tech Set to Spend $650
Bi l l ion in 2026” (February 2026).
[12]Epoch AI,  “The Power Required to Train Frontier AI Models is  Doubl ing Annual ly” (September 2024).
[13]Epoch AI & EPRI,  “How Much Power Wil l  Frontier AI Training Demand in 2030?” (August 2025).
[14]Vamsi Duvvuri ,  EY Americas AI Leader,  “10 AI Predict ions for 2026,” AI Business (January 2026).

https://www.carsongroup.com/insights/blog/big-tech-capex-plans-are-ballooning-is-that-good-or-bad/
https://www.carsongroup.com/insights/blog/big-tech-capex-plans-are-ballooning-is-that-good-or-bad/
https://finance.yahoo.com/news/big-tech-set-to-spend-650-billion-in-2026-as-ai-investments-soar-163907630.html
https://finance.yahoo.com/news/big-tech-set-to-spend-650-billion-in-2026-as-ai-investments-soar-163907630.html
https://epoch.ai/data-insights/power-usage-trend
https://epoch.ai/blog/power-demands-of-frontier-ai-training
https://aibusiness.com/generative-ai/10-ai-predictions-2026
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Bloomberg put i t  in stark terms: the largest US automakers,  construct ion
equipment manufacturers,  ra i l roads,  defense contractors,  wireless carr iers,
and parcel  del ivery companies — 21 companies including Exxon Mobil ,  Intel ,
and Walmart — are projected to spend a combined $180 bi l l ion in 2026.[15]
Four tech companies wi l l  spend 3.5x that amount.  As a share of GDP, this
bui ldout already exceeds the broadband/telecom boom of the ear ly 2000s and
trai ls  only the rai l road boom of the 1880s. [16]
Why? Because these companies v iew AI as the next winner-take-al l  platform —
the operat ing system of the Automation Age. Just as Google became the
gateway to information and Windows became the system every business ran
on, whoever controls the AI platform layer,  the models,  the cloud
infrastructure,  and the developer ecosystem, becomes the tol l  col lector on
every transact ion in the next economy. None of them are wi l l ing to lose that
race. [17]
Simultaneously,  there is  a global  race that not only dictates the platform
winner but also has ser ious geopol it ical  impl icat ions (e.g. ,  mi l i tary
appl icat ions) .  Given AI’s  current energy intensity,  i t  is  a s ignif icant gat ing
item. You can design the most br i l l iant chip in the world,  but i f  you can't  plug
it  in,  i t 's  a paperweight.

[15]Bloomberg, “Big Tech to Spend $650 Bi l l ion This Year as AI Race Intensif ies” (February 2026).
[16]Carson Group / Wal l  Street Journal  historical  comparison; Kobeissi  Letter analysis of tech CapEx as %
of GDP.
[17]DA Davidson analyst Gi l  Lur ia,  quoted in Bloomberg (February 2026);  Si l icon Republ ic,  “Investors
Worried After Big Tech Plans $650bn Spend” (February 2026).
[18]  Fountainhead Asset Management,  Market Commentary,  December 2023.

America's Energy Advantage

In our December 2023 commentary, [18]  we wrote that America is  "blessed
with a bounty of natural  resources,  an enviable geographic locat ion, and
strong governmental  inst i tut ions." That framing is  more important now than it
was then. The US is  uniquely posit ioned to lead the AI era not just because of
our chips and software talent,  but because of our energy assets.  We are the
world's largest natural  gas producer.  We have s ignif icant nuclear capacity.  We
have an increasingly pro-energy regulatory environment.  And we have a
mature f inancial  system that can capital ize the massive infrastructure bui ldout
this moment demands.

https://www.bloomberg.com/news/articles/2026-02-06/how-much-is-big-tech-spending-on-ai-computing-a-staggering-650-billion-in-2026
https://www.carsongroup.com/insights/blog/big-tech-capex-plans-are-ballooning-is-that-good-or-bad/
https://www.carsongroup.com/insights/blog/big-tech-capex-plans-are-ballooning-is-that-good-or-bad/
https://www.siliconrepublic.com/business/big-tech-650bn-capital-expense-bill-2026-meta-amazon-google-microsoft
https://www.siliconrepublic.com/business/big-tech-650bn-capital-expense-bill-2026-meta-amazon-google-microsoft
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Goldman Sachs projects that global  data center power demand wi l l  surge
175% by 2030 versus 2023 levels. [1]  US data centers alone wi l l  consume
roughly 8% of total  US electr ic ity by 2030, up from 3% in 2022. US technology
companies have s igned contracts for more than 10 GW of potential  new
nuclear capacity,  with several  plants potential ly  operat ional  by 2030.[2]  This
isn't  just  an economic advantage — it 's  a competit ive moat.

Addit ional ly,  as highl ighted on ear l ier  charts,  the US has been part icular ly
good at creat ing energy eff ic iencies,  result ing in f lat  energy consumption over
the last  twenty-f ive years despite material  GDP growth. Over the same period,
we’ve had decl ining per-capita consumption. This compares posit ively to the
rest of the world,  and in part icular,  China.  The chart below i l lustrates the
divergence: whi le the rest of the world,  dr iven overwhelmingly by China,
nearly tr ipled energy consumption s ince 1970, the US kept total  consumption
essential ly  f lat  whi le quadrupl ing GDP.

[19]Goldman Sachs Research, global  data center power demand project ions (2025).
[20]  Goldman Sachs Research, US nuclear and ut i l i ty infrastructure est imates (2025).

https://www.goldmansachs.com/insights/articles/AI-poised-to-drive-165-increase-in-data-center-power-demand-by-2030
https://www.goldmansachs.com/insights/articles/AI-poised-to-drive-165-increase-in-data-center-power-demand-by-2030
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Here is  the tension: can we innovate our way out of the energy constraint,  or
do we s imply need more of i t?
The honest answer is  both.  The same competit ive pressure that is  dr iv ing AI's
insat iable demand for power is  a lso dr iv ing innovation in how we generate
that power.  Smal l  modular nuclear reactors,  once a theoretical  cur iosity,  are
being act ively developed by companies backed by Amazon, Google,  and
Microsoft .  Grid-scale battery storage is  improving rapidly.  Advanced
geothermal,  once dismissed as niche, is  attract ing ser ious capital .  Even the
cool ing problem itself  is  spurr ing breakthroughs,  for example,  l iquid cool ing
and immersion cool ing technologies are al lowing faci l i t ies to operate at
power densit ies that would have been unthinkable f ive years ago.[21]

Where Does This Leave Us?

[21]  Uti l i ty Dive, “The 2025 Outlook for Data Center Cool ing” (January 2025);  Microsoft and Schneider
Electr ic l iquid cool ing designs (December 2024).

https://www.utilitydive.com/news/data-center-cooling-outlook-2025/736218/
https://www.utilitydive.com/news/data-center-cooling-outlook-2025/736218/
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Energy, in other words,  is  becoming an innovation story in i ts  own r ight — not
just about pumping more oi l  or spinning more turbines,  but about
fundamental ly rethinking how we generate,  distr ibute,  and consume power.
The AI revolut ion has a power cord. But the act of plugging it  in may spark an
energy revolut ion just as consequential .

Deep Thought: The Shadow Fleet — The World's Most Important Balancing Act

[22]  Fountainhead Asset Management,  Market Commentary,  December 2025.

In last  month's Deep Thought we explored Edward Fishman's Chokepoints,
which detai ls  how economic weapons,  namely sanct ions,  capital  controls,  and
currency access,  have become the dominant tool  of modern geopol it ics. [22]  A
quest ion l ingered: Do economic weapons actual ly work?

The shadow f leet,  a c landest ine network of over a thousand aging oi l  tankers,
offers a fascinat ing answer.
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Russia,  I ran,  and Venezuela col lect ively produce roughly 15% of global  oi l
supply and s it  on nearly 40% of the world's proven reserves. [23]  Simply
shutt ing off  their  oi l  would tr igger an energy cr is is  dwarf ing the 1973
embargo. So Western pol icymakers face competing goals:

1.  squeeze revenues enough that adversar ies cannot fund aggression,
2.  whi le keeping enough oi l  f lowing so prices remain manageable.  

A global-scale r isk management exercise.

For Russia,  the tool is  a pr ice cap — Western- insured ships can carry Russian
oi l  only i f  sold below a set pr ice (recently lowered to $44.10/barrel ) . [24]  For
Iran and Venezuela,  i t  is  a comprehensive embargo — their  oi l  is  not supposed
to be sold at al l .  In pract ice,  however,  i t  st i l l  reaches buyers l ike China at
steep discounts.

[23]U.S.  Energy Information Administrat ion; OPEC Annual Stat ist ical  Bul let in 2025; IEA Oil  Market Report,
December 2025.
[24] "New dynamic mechanism to lower price cap for Russian crude oi l  to $44.10 per barrel ." European
Commission, January 15, 2026.
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The shadow f leet is  what makes i t  a l l  work.  By operat ing outside Western
shipping and insurance, these tankers bypass the cap entirely.  Russia sel ls
above the cap, but buyers demand discounts for the r isk.  I ran and Venezuela
use s imi lar  tact ics s imply to sel l  oi l  at  a l l . [25]  The uncomfortable truth:  the
shadow f leet is  funct ional  for the West.  Sanct ioned oi l  keeps reaching the
market,  maintaining supply — but adversar ies earn far less per barrel .  Russia's
Urals crude fel l  to roughly $43/barrel  in late 2025, i ts  lowest s ince the
invasion of Ukraine. [26]

The r isk? Push enforcement too hard and 15% of global  supply gets disrupted
— prices spike.  Don't  push hard enough and adversar ies remain wel l - funded.
The margin for error is  thin. [27]

[25]Centre for Research on Energy and Clean Air  (CREA) via FREE Network pol icy brief,  November 2025.
[26]IEA Oil  Market Report,  December 2025.
[27] KSE Inst itute,  February 2025; Danwatch (Denmark),  August 2025; The Atlant ic,  December 2025.
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Talking Points —
February 2026

Monthly Market Recap

Equity and f ixed income markets were volat i le throughout February.  The Dow
ended up being the only major US index to f inish higher,  whi le intermediate and
long-term yields fel l  material ly.  Much of the sel l ing pressure in equity markets
was a direct result  of ongoing concerns related to AI disruption and r is ing
concerns surrounding the health of pr ivate credit  markets.  The one posit ive
event for markets this month was the Supreme Courts rul ing on tar i ffs .  

The overal l  sentiment surrounding AI has shifted drast ical ly over the past few
months.  After months of exuberance where any company or industry remotely
related to AI surged, markets f i rst  began to take issue with the massive amounts
of capex spend. Earnings results were analyzed with more of a “f ine tooth
comb” with investors wanting to see results that just i f ied the capex – companies
that met or exceeded expectat ions performed better than those that did not
( i .e.  things returned to normal) .

Sentiment then turned negative throughout the month of February.  It  started
with Anthropic (AI company) launching new AI productiv ity tools that expanded
its capabi l i t ies to perform “special ized” business funct ions.  The main concern
centered around the idea that these tools (as wel l  as future advancements)
would decrease the need for software products/services as wel l  as make access
to data more democrat ized. As a result ,  software companies and data providers,
which were already trading at stretched valuat ions,  sold off  material ly.  

Later in the month, Citr ini  Research publ ished a report outl in ing a bear case for
AI in which “white-col lar” knowledge work and jobs essential ly disappear as a
direct result  of advancements in AI.  The report also highl ighted a long l ist  of “at
r isk” industr ies including software, banking, and even food del ivery.  Their  thesis
is  that throughout modern economic history “human intel l igence” has always
been a scarce input and that the introduction of AI to most industr ies wi l l  result
in an “unwinding” of that premium. Simply put,  as AI advances companies’  need
for humans decreases,  leading to massive layoffs of white-col lar workers which
ult imately craters the economy as we know it .
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Markets have always thought of this as more of a longer-term type of r isk that
could be mit igated given the t ime horizon ( i .e.  companies,  governments,  and
people have t ime to adjust/adapt)  -  this report essential ly suggested that this
could be a r isk sooner rather than later.  By the end of the month, sentiment was
bad enough that when Nvidia reported record breaking earnings results,  i ts
shares sold off  by more than 5%. Expect this focus on AI disruption to continue
in the weeks and months to come.

Private credit  markets started to show signs of weakness last month when a
publ ic ly traded BDC managed by Blackrock reported an unexpected 19% decl ine
in net asset value due to write downs on posit ions that had previously been
marked at par.  Concerns were further fueled this month when the sel loff  in
software started given that software makes up around 18-20% of the private
credit  universe.  Shares of large private asset managers sold off  material ly as a
result .  Then later in the month sel l ing pressure intensif ied when Blue Owl ( large
private credit  manager)  announced that it  would be restr ict ing withdrawals from
one of i ts  pr ivate credit  funds aimed at ordinary investors.  The f irm also
announced that it  would be sel l ing approximately $1.4 bi l l ion in assets in order
to help meet their  elevated redemption requests.  With the mass adoption of
private credit  in inst itut ional  and retai l  portfol ios in recent years,  any
widespread l iquidity crunch could be very problematic for the asset c lass.  

There was some posit ive news this month, markets welcomed the Supreme Court
rul ing that President Trump exceeded his powers by imposing tar i ffs  without
clear Congressional  authorizat ion. The decis ion essential ly wipes out al l  the
tar i ffs  implemented by the Trump administrat ion, including the 10% basel ine
ones and the elevated tar i ffs  for “bad actors.” Whi le markets were happy with
the outcome, caution remains as there is  st i l l  a lot of uncertainty surrounding
tariffs:

President Trump immediately implemented new 10% global  tar i ffs
It  is  unclear whether the government wi l l  have to refund companies for tar i ffs
already paid
Recent trade deals are now expected to be under review
Tariffs were being used as a tool  to apply economic pressure on US
adversaries l ike Iran,  Russia,  and China
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Graphs/Visuals
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Highlights/Notes

Highlight:  Ris ing concerns related to AI disruption and the health of the private
credit  market resulted in material  sel l ing pressure in equit ies.  

FAM Sentiment Summary 2025:
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FAM Sentiment Summary 2025:

Noteworthy Sentiment Items:
Inf lat ion – Bul l ish to Mildly Bul l ish 

CPI data did show a trend lower,  but PCE data surprised to the upside.
Middle Eart – Remained Bearish 

Tensions remain elevated as the US continues to move mil i tary assets
into the region. Both s ides at this point seem far apart on negotiat ions.  

Tariffs  – Mildly Bearish to Bul l ish 
Even though there is  st i l l  some uncertainty surrounding tar i ffs ,  the
Supreme Court’s rul ing was viewed by markets as a big win.

AI/Chips – Mildly Bearish to Bearish 
Sentiment around AI has come ful l  c irc le and is  now unquestionably
bearish.
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Key Topics/Items from Below:

BEARISH

Anthropic launching new AI productiv ity tools that expanded its model’s
capabi l i t ies to perform “special ized” business funct ions – result ing in
material  sel l ing pressure in the software sector 
Disappoint ing earnings results from chip maker AMD 
Financial  services f i rms with wealth management and brokerage exposure
sel l ing off  on concerns over AI related disruptions 
Energy prices hitt ing highest levels s ince the summer as tensions in the
Middle East continued to r ise late in the month 
Blue Owl Capital  restr ict ing withdrawals from one of i ts  pr ivate credit  funds
aimed at ordinary investors and announcing $1.4 bi l l ion in asset sales to help
manage elevated redemptions – adding to concerns surrounding the overal l
health of the private credit  markets 
Citr ini  Research publ ishing a report outl in ing a bear case for AI in which
“white-col lar” knowledge work and jobs essential ly disappear as a direct
result  of advancements in AI – the report also highl ighted several  “at r isk”
industr ies 
Payments company Block announcing that it  plans to lay off  40% of its
workforce and lean more heavi ly on AI – a real  world example of AI replacing
a huge chunk of a company’s workforce 
Nvidia’s record breaking earnings result ing in a 5% sel l  off  in the company’s
shares (as wel l  as sel l ing pressure in other tech names),  highl ighting the
dramatic shift  in sentiment surrounding AI 
Concerns surrounding AI disruption and private credit  markets hitt ing the
banking sector 

MILDLY BEARISH

Jobs data which showed unexpectedly low job openings 
A report which highl ighted January as the worst January for planned
corporate layoffs s ince the 2008 global  f inancial  cr is is
Ris ing geopol it ical  tensions in the Middle East pushing energy prices higher
as the Trump administrat ion contemplated seiz ing addit ional  oi l  tankers
transport ing Iranian oi l  (mid-month) 
The return of uncertainty surrounding trade/tar i ffs  post Supreme Court rul ing
(company refunds, impact on trade deals,  new 10% global  tar i ffs ,  etc. )  
Release of data which showed that default  rates in the commercial  real  estate
market had picked up material ly in recent months as lenders opt to cal l  in
loans rather than extending them
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Release of trade data which showed that the US trade defic it  surged to $70.3
bi l l ion in December,  a material  jump from $53 bi l l ion the month prior and that
imports grew to record levels for 2025 (despite tar i ffs )
Earnings commentary from Walmart warning markets that consumers continue
to be cautious about spending, especial ly on non-essential  i tems (with lower
income households being most affected) 
President Trump f loat ing the idea of rais ing new global  tar i ff  levels from 10%
to 15% 
PPI (wholesale)  inf lat ion data showing an unexpected uptick,  leading to
concerns that PCE data wi l l  a lso start to trend higher

Neutral

President Trump announcing that the US would el iminate tar i ffs  on more than
1.6k of Argentinian goods
“Mixed bag” of earnings results from non-tech companies 
December PCE and Core PCE data surpris ing to the upside
Release of latest Fed meeting minutes which showed that most members are
not in favor of addit ional  rate cuts in the near term as their  focus shifts back
to inf lat ion

MILDLY BULLISH

US agreeing to lower tar i ffs  on India from 50% to 18% after India agreed to
stop buying Russian oi l
The delayed January job’s report showing stronger-than-expected hir ing and
a drop in overal l  unemployment levels 
Meta and Nvidia announced that they would be “expanding” their
relat ionship (Meta to buy more chips)  
Mortgage rates fal l ing to lowest levels in over three years 
Meta and AMD announcing a deal  that would see Meta purchase
approximately $100 bi l l ion worth of chips

BULLISH

January CPI and Core CPI point ing to easing inf lat ion levels (with CPI coming
in below expectat ions)  
Supreme Court rul ing that President Trump exceeded his powers by imposing
tariffs  without c lear Congressional  authorizat ion – wiping out most of the
tar i ffs  implemented by the Trump administrat ion. 
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Key Topics/Items from Below:

Week Ending 2/6/26

Equit ies mixed, y ields down 
There was material  sel l ing pressure in tech and other growth sectors due
to r is ing concerns over AI disruption, AI overspend, and stretched
valuat ions.  Anthropic’s new AI productiv ity tools prompted markets to re-
evaluate the need for software and things spiraled from there (e.g. ,
disappoint ing earnings from chip maker AMD, worse-than-expected jobs
data) .  Investors rotated out of r iskier sectors and assets,  l ike crypto, and
into more value-oriented exposures (hence Dow’s outperformance).  The
sel loff  in r isk-on assets was ampli f ied by the fact that valuat ions felt
stretched to begin with.  When valuat ions are higher than histor ical
averages,  bad news tends to result  in swifter moves to the downside. This
dynamic has played out a few t imes in recent market sel loffs  l ike
DeepSeek, L iberat ion Day, and now software (and even precious metals to
an extent) .

AI :  On Tuesday, equity markets sold off  after Anthropic (AI  company)
launched new AI productiv ity tools.  Anthropic’s Claude AI model
used to be considered somewhat of a niche player in the AI space
but has grown in popular ity recently.  Tech insiders and software
engineers praise the model for i ts  abi l i ty to tackle rather complex
coding projects autonomously.  Claude’s new productiv ity tools
expanded its  capabi l i t ies to perform “special ized” business
funct ions.  The market’s concern is  that these AI products wi l l
decrease the need for software products/services as wel l  as make
access to data more democrat ized. As result ,  the worst hit  industr ies
were software companies,  data providers,  and asset managers that
special ize in pr ivate markets (as the pr ivate equity/credit  universe
has heavy software exposure) .  Sel l ing pressure related to concerns
over software continued the fol lowing day as markets scrambled to
f igure out what wi l l /won’t  be affected by these recent advances in AI.
On Fr iday,  equit ies recovered some of their  ear l ier  losses,  though
l ingering concerns remain.
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Earnings:  The sel l -off  in tech continued Wednesday after
disappoint ing earnings results from chip-maker AMD added to
market’s concerns.  Recent earnings from companies in the AI space
have diverged -  some companies have had great results that just i fy
high levels of recent capex spend (Meta,  Google) ,  whi le others have
missed the mark (Microsoft ,  Oracle,  Intel ,  AMD). The init ia l
exuberance over anything, even s l ightly related to AI seems to have
worn off  -  markets now want actual  results and execution rather than
great ideas/theories.  
Economic Data:  On Thursday, the release of some uninspir ing jobs
data added to the sel l ing pressure in equity markets.  Already
concerned with the future of software companies and AI earnings,
markets then had to digest government data that showed
unexpectedly low job openings and a new report that highl ighted last
month as the worst January for planned corporate layoffs s ince the
2008 global  f inancial  cr is is .  The US government announced that the
January jobs report would not be released on Fr iday as scheduled
due to the part ia l  government shutdown. 
Crypto: The price of bitcoin sold off  materia l ly  mid-week, br ief ly
dropping below 61k as investors rotated out of r isk assets.  Sel l ing
pressure started at the beginning of the week but intensif ied as the
sel loff  in growth assets picked up steam. By Fr iday i t  recovered some
losses -  trading around 70k by week end. 
I ran:  On Monday, energy pr ices dropped after President Trump
stated that I ran was taking talks more ser iously.  One of the major
highl ighted pain points in negotiat ions between the US and Iran is  i ts
stated posit ions,  which is  quite wide apart ( i .e.  expectat ions of I ran’s
nuclear,  bal l ist ic  and proxy programs)
Tari ffs :  On Monday, the US agreed to lower tar i ffs  on India from 50%
to 18% after India agreed to stop buying Russian oi l .  Recal l ,  India
was facing 25% reciprocal  tar i ffs  and an addit ional  25% tar i ff  related
to continuing to buy Russian oi l  (50% total ) .  On Thursday, President
Trump announced that the US would el iminate tar i ffs  on more than
1.6k of Argentinian goods. Argentina was only facing 10% tar i ffs  on
exports to the US (some of the lowest levels) .  
Precious Metals:  The wi ld r ide in the precious metals market
continued this week with the prices of gold and s i lver experiencing
large up and down swings.
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Week Ending 2/13/26

Equit ies down, y ields mixed
Renewed AI-related volat i l i ty and shift ing rate expectat ions
pressured r isk assets.  The Dow brief ly extended its  record above
50,000 ear ly in the week before retreat ing, whi le the Nasdaq led
decl ines fol lowing a sharp Thursday sel loff  in the tech sector.
Treasury y ields were volat i le—ris ing midweek after stronger-than-
expected labor data,  then fal l ing to mult i -month lows after softer
inf lat ion data on Fr iday.  The crosscurrents between resi l ient
economic growth, moderat ing inf lat ion, and structural  AI  disruption
kept volat i l i ty elevated for the week. 

AI:  AI  concerns remained a dominant market dr iver,  as technology
and software stocks saw renewed sel l ing pressure from investors
reassessing the long-term margin impl icat ions and competit ive
disruption r isks posed by generat ive AI.  Cisco Systems fel l  sharply
despite sol id hyperscaler demand, whi le AppLovin (mobi le app
marketing, advert is ing, and AI-dr iven monetizat ion platform) plunged
fol lowing earnings as management attempted to calm AI-related
concerns.  Financial  services f i rms with wealth management and
brokerage exposure also underperformed amid fears that AI tools
could compress fees and automate advisory funct ions.  This tone
ref lects a continued shift  f rom AI enthusiasm toward scrut iny of
execution, monetizat ion, and cost discipl ine.
Earnings:  Earnings results were mixed and often secondary to
broader macro and AI narrat ives.  Oracle Corporat ion rebounded
strongly ear ly in the week after the pr ior sel loff ,  and Spoti fy surged
on better-than-expected results.  Conversely,  Coca-Cola s l ipped after
softer revenue. Overal l ,  markets rewarded clear earnings beats and
construct ive guidance whi le punishing companies where AI
uncertainty c louded forward vis ibi l i ty.
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Economic Data:  The delayed January jobs report showed stronger-
than-expected hir ing, with payrol l  growth exceeding forecasts and
the unemployment rate edging lower—init ia l ly  pushing Treasury
yields higher and reinforcing expectat ions that the Federal  Reserve
wil l  remain on hold in the near term. However,  Fr iday’s CPI report
showed headl ine inf lat ion, cool ing to 2.4% on the year,  s l ight ly below
expectat ions,  whi le core inf lat ion held steady at 2.5%. The
combination of f i rm labor condit ions and easing inf lat ion complicates
the pol icy path but reduces fears of reaccelerat ing price pressures.
Markets now ref lect a continued pause from the Fed with rate-cut
t iming remaining data dependent.

Crypto: Bitcoin rebounded to around $70,800 on Monday fol lowing
recent volat i l i ty.  Pr ices later pul led back during the week due to
broader market pul lback,  before cl imbing roughly 5% on Fr iday to
approximately $68,900.
Commodit ies /  I ran:  Brent crude prices were inf luenced by escalat ing
U.S.–Iran tensions.  Trump administrat ion off ic ia ls  have discussed
whether to seize addit ional  tankers involved in transport ing Iranian
oi l  but have held off  amid concerns about retal iat ion and disruption
to global  oi l  markets.  The U.S.  has already seized several  vessels as
part of i ts  blockade of sanct ioned tankers t ied to Venezuela and has
sanct ioned more than 20 ships transport ing Iranian oi l  this  year,
including 14 addit ional  vessels announced last week. President
Donald Trump said he may deploy a second aircraft  carr ier to the
region i f  negotiat ions fai l .  I ran has s ignaled wi l l ingness to discuss
aspects of i ts  nuclear program but has refused to end uranium
enrichment.  U.S.  off ic ia ls  a lso warned commercial  vessels about
potential  I ranian threats in the Strait  of  Hormuz, through which
roughly 25% of global  petroleum supply passes.
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Week Ending 2/20/26

Equit ies up, y ields up 
The hol iday shortened week ended up being a busy one for markets.
Tensions continue to bui ld in the Middle East as the US brings more
mil i tary assets into the region. President Trump is  expected to make
a decis ion on whether to str ike Iran in the coming days.  In US
markets,  concerns over the health of pr ivate credit  portfol ios
continued whi le r is ing default  rates in the commercial  real  estate
markets added addit ional  uncertainty.  The biggest news of the week
dropped on Fr iday when the Supreme Court ruled that President
Trump exceeded his powers by imposing tar i ffs  without c lear
Congressional  authorizat ion -  effect ively wiping out most of the
tar i ffs  his  administrat ion put in place throughout the year.  Whi le
markets welcomed the decis ion, there is  st i l l  caution (President
immediately proposed new 10% global  tar i ffs ) .

Tar i ffs :  On Fr iday,  markets had a posit ive react ion to the
Supreme Court rul ing that President Trump exceeded his
powers by imposing tar i ffs  without c lear Congressional
authorizat ion. The decis ion essential ly  wipes out most of
the tar i ffs  implemented by the Trump administrat ion,
including the 10% basel ine ones and the elevated tar i ffs
for “bad actors.” Markets were happy about the outcome
however caution remains as there is  st i l l  a lot of
uncertainty:

I t  is  unclear whether the government wi l l  have to refund
companies for tar i ffs  a lready paid 
Companies wi l l  st i l l  have to pay tar i ffs  for days or
potential ly  weeks before the rul ing off ic ia l ly  goes into
effect 
Recent trade deals are now expected to be under
review -  recal l ,  several  countr ies agreed to buy more US
goods and invest bi l l ions into the US in exchange for
lower levels 
Tar i ffs  were being used as a tool  to apply economic
pressure on US adversar ies l ike Iran,  Russia,  and China 
This administrat ion is  very determined to make some
level  of  tar i ffs  a real i ty -  President Trump immediately
announced that he would now be implementing 10%
global tar i ffs  under a different authority
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Fed: On Wednesday, markets had a muted react ion to the release of the
Fed’s last  meeting minutes which showed that most members are not in
favor of addit ional  rate cuts in the near term. The common theme seems
to be that more progress needs to be seen on the inf lat ion front pr ior to
rate cuts being back on the table.  The exception was of course the two
members who dissented that were in favor of cutt ing by 25bps.
Iran:  On Thursday, energy pr ices rose with oi l  h itt ing highest levels s ince
the summer. The jump in pr ices is  a direct result  of  tensions bui lding in
the Middle East (US contemplat ing mil i tary act ion against I ran)  as wel l  as
new data which showed that US inventories had decl ined sharply from
start  of the year levels.  President Trump st i l l  has yet to decide whether to
take mil i tary act ion but the bui ldup of US mil i tary assets in the region has
global  energy markets (and equity markets)  on edge. 
Pr ivate Credit :  Concerns within pr ivate credit  resumed on Thursday when
Blue Owl Capital  (wel l -known private credit  manager)  restr icted
withdrawals from one of i ts  funds aimed at ordinary investors.  The f i rm
also announced that i t  would be sel l ing approximately $1.4 bi l l ion in
assets in order to help meet their  elevated redemption requests.  Blue Owl
thought that the asset sales would help sure up investor conf idence, but
it  ult imately had the opposite effect.  The company’s stock,  as wel l  as
shares of other large private credit  managers (Blackstone, KKR, Apol lo
etc. )  sold off  materia l ly  on the day.  

Commercial  Real  Estate:  Default  rates within the commercial  real  estate
market have picked up material ly  in recent months.  January data
showed that the del inquency rate for off ice loans in commercial
mortgage-backed securit ies hit  a record 12.3%. Post COVID, there have
been l ingering concerns surrounding off ices with more remote/hybrid
type roles becoming commonplace. For a whi le,  real  estate lenders
were act ively extending maturing loans hoping that rates would fal l  or
cash f lows would pick back up, but this  never played out.  Now, lenders
are cal l ing in these loans result ing in the uptick in defaults that we see
now. 
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Earnings:  Late in the week markets had a negative react ion to earnings
commentary from Walmart.  Whi le the company reported strong results,
i t  warned that consumers continue to be cautious with spending
especial ly  on non-essential  i tems with lower income households being
the most affected. 

AI:  On Tuesday, Meta and Nvidia announced that they would be
“expanding” their  relat ionship.  Meta wi l l  be purchasing bi l l ions of
dol lars'  worth of Nvidia’s chips to further bui ld out their  AI
capabi l i t ies.  
Economic Data:  Trade data released on Thursday showed that the US
trade def ic it  surged to $70.3 bi l l ion in December,  a material  jump from
$53 bi l l ion the month prior.  Despite the Trump administrat ions tar i ffs ,
imports grew to a record high in 2025 result ing in an annual  trade
defic it  that was r ight around 2024 levels.  The same day, markets got
some better news when the average rate on 30-year f ixed rate
mortgages (common benchmark for mortgage rates)  fel l  to the lowest
level  in over three years.  The fol lowing day markets had a muted
react ion to the release of December PCE and Core PCE data.  Both
readings ended up coming in above expectat ions and higher than the
month prior.  
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Week Ending 2/27/26

Equit ies down, y ields down 
Concerns surrounding AI disruption increased further.  Citr ini  Research
released a report that outl ined a bear case for AI in which white-col lar  jobs
al l  but disappear in the not-too-distant future.  The report also focused on
several  industr ies that could be most impacted by advancements in AI,  and
the l ist  was a long one (software, banking, food del ivery,  and more).  I t  had
such an impact on market sentiment that when Nvidia reported record-
breaking earnings results later in the week, their  stock sold off  by 5%. Expect
this focus on AI disruption to continue in the weeks and months to come.

AI:  On Monday, equity markets sold off  materia l ly  on more AI related
concerns.  This t ime a report from Citr ini  Research was the culpr it .  The
report outl ined a bear case for AI in which “white-col lar” knowledge
work and jobs essential ly  disappear as a direct result  of  advancements
in AI.  The report highl ighted several  “at r isk” industr ies including
software, banking, and even food del ivery.  Their  thesis is  that
throughout modern economic history “human intel l igence” has always
been a scarce input and that the introduction of AI to most industr ies
wi l l  result  in an “unwinding” of that premium. Simply put,  as AI
advances company’s need for humans decreases leading to massive
layoffs of white-col lar  workers which ult imately craters the economy as
we know it .  Markets have always thought of this  as more of a longer-
term type of r isk that could be mit igated given the t ime horizon ( i .e.
companies,  governments,  and people have t ime to adjust/adapt)  -  this
report essential ly  suggested that this  could be a r isk sooner rather than
later.  The fol lowing day,  equity markets bounced back after Meta and
AMD announced a deal .  Meta agreed to buy more than $100 bi l l ion
worth of chips from AMD. Later in the week, payments company Block
(formal ly Square,  founded by Jack Dorsey)  added more fuel  to these
concerns after i t  announced plans to lay off  40% of i ts  workforce and
lean more heavi ly on AI.  The company's stock was actual ly up over 20%
after the announcement but the real-world example of AI replacing a
huge chunk of a company's workforce just days after the Citr ini  report
had markets on edge. 
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Earnings:  On Thursday, equit ies were down despite Nvidia’s
“blockbuster” earnings report.  Nvidia blew past expectat ions report ing
a huge jump in prof its  and record income. St i l l ,  the results were not
enough to ease markets concerns related to AI which seem to be
snowbal l ing as each week passes.  Shares of Nvidia were down 5% on
the day and other big tech/AI names were also down. This is  a great
example of how much of an impact market sentiment can have on
performance, i f  Nvidia had reported results l ike these last  summer its
stock would have soared.
Tari ffs :  On Monday, markets had a negative react ion to President
Trump commenting that he wanted to increase the new global  tar i ffs
from 10% to 15%. Recal l ,  last  week's supreme court rul ing wiped out
the major ity of tar i ffs  implemented by the administrat ion over the past
year.  The new 10% tar i ff  was off ic ia l ly  put into effect last  week via
executive order and fal ls  under a different emergency law. The caveat
is  that they are currently only set to last  150 days before needing
off ic ia l  congressional  approval .  As of r ight now, i t  is  uncertain whether
the courts wi l l  step in pr ior to that window expir ing or after.  However,
based on general  push back related to tar i ffs  and last  week’s events i t
seems l ikely that the courts wi l l  be involved in some capacity at some
point.  As for the uncertainty surrounding any trade deals that were
inf luenced heavi ly by the threat of higher tar i ff  levels,  the Trump
administrat ion stated that they plan on standing by any deals that were
struck and that they expect other nat ions to do the same. 
Economic Data:  On Fr iday,  markets had a negative react ion to the
release of PPI inf lat ion data (wholesale inf lat ion).  The data showed a
material  unexpected uptick leading to concerns that PCE data wi l l  start
to show the same. Recal l ,  the release of the Fed’s latest meeting
minutes showed that the major ity of off ic ia ls  (and Powel l )  have shifted
their  focus back onto inf lat ion after cutt ing rates by 25bps at three
consecutive meetings to end 2025. Whi le the market st i l l  expects there
to be at least one rate cut in 2026, any material  trend higher in
inf lat ion data would make this unl ikely (a lthough not impossible i f  labor
market weakens enough).
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IMPORTANT DISCLOSURE:  The information contained in this report is
informational  and intended solely to provide educational  content that we
find relevant and interest ing to cl ients of Obsidian. Al l  shared thoughts
represent our opinions and is  based on sources we bel ieve to be rel iable.
Therefore,  nothing in this letter should be construed as investment advice;
we provide advice on an individual ized basis only after understanding your
circumstances and needs.

Banks:  On Fr iday,  continued concerns surrounding AI disruption and
private credit  markets hit  the banking sector.  An index that tracks the
sector was down more than 5% on the day.  


