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US equity indices opened mixed Tuesday with the S&P 500
edging higher but the Nasdaq-100 solidly lower as the selloff in
chipmakers discussed in last night’s update continued to ripple
across the globe with a Bloomberg gauge of semiconductor
shares slumping 7.5% in its biggest decline since April 2025.

But as noted in the morning update that was offset by another
sharp decline in oil prices, easing Treasury yields, and a solid
batch of earnings reports which supported a broad rotation away
from AI and semiconductor leaders into other parts of the
market.

Still, outside the Dow Jones Industrial Average (which has only
one semiconductor company (NVDA) as a component), indices
fell for the first hour dragged lower by the Tech weakness before
bottoming and rallying the rest of the session taking the S&P 500
and Russell 2000 back into positive territory, both +0.2%, while
the Nasdaq Composite cut its losses to -0.2% after having been
down as much as 1.5% during the session. The Dow Jones
Industrial Average climbed 1.0%.

The equal-weighted S&P 500 though rose +1.1% to a new all-time
high, while seven of 11 S&P 500 sectors finished higher as
discussed in detail in the subscriber section.
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Continued diplomatic efforts around the Strait of Hormuz kept
pressure on oil prices, with momentum building towards a
resolution that would see Oman and Iran receive voluntary fees
in exchange for aiding passage. Treasuries also rallied for a third
straight day as the drop in oil helped ease some inflation
pressure.

Attention now turns to the FOMC decision Wednesday, along
with another busy slate of earnings including key reports from
Microsoft and Meta.

Some market commentary:

“When one trade becomes this crowded, investors don’t wait for
bad news, they simply need a reason to take profits,” said
Violeta Todorova, senior research analyst at Leverage Shares.
“After an extraordinary rally, expectations had become almost
flawless. When valuations leave no room for disappointment,
even small changes in sentiment can trigger deep corrections.”
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The market may be “moving from AI excitement to ‘prove the
economics,’” Jefferies analyst William Beavington wrote in a
note. “If the AI capex boom unravels, we see an abrupt policy
pivot from tightening to easing.”

“Doubts over spending, returns and valuations are still
deepening rather than fading,” said Hebe Chen, a senior market
analyst for Vantage Global Prime. “The hesitation to buy the dip
suggests investors are waiting for stronger proof before
rebuilding exposure.”

Daniel Murray, deputy chief investment officer at EFG Asset
Management, said the market pullback is more indicative of
investors “repricing the sector than anything more fundamental”
as demand trends at some of the biggest US spenders remain
strong.

“What’s taking place is a real rotation out of chips where
positioning was — and somewhat remains — very heavy,” said
Olivier David, a fund manager at Vega Investment Solutions in
Paris. “The strength of this earnings season means that
investors have options.”

“It’s been a really broad-based rotation,” Ross Mayfield, an
investment strategist at Baird, told CNBC. “This momentum
unwind has been a story that’s been playing out for six to eight
weeks now, and it has a lot more to do with the technicals of
the market than any fundamental changes.” However, that
rotation into more cyclical and occasionally rate-sensitive
sectors such as consumer discretionary will depend on oil
prices and interest rates staying around their current levels, he
said. “It’s hard to make a full case for you know consumer
discretionary or financials or industrials continuing to catch a
bid if rates are heading higher across the curve and oil is
pushing up towards $100 a barrel.” Mayfield said.



“We maintain a constructive outlook on semis amid robust AI
demand, but we believe the recent divergence in sector
performance is in line with our view that there are more ways to
participate in potential market gains than through a narrow set
of AI-linked stocks,” said Ulrike Hoffmann-Burchardi at UBS
Chief Investment Office.

In the view of Brent Schutte, CIO at Northwestern Mutual Wealth
Management, raising interest rates unexpectedly at
Wednesday’s meeting — though not the base case — could be a
way to prove that the Fed is truly independent and serious
about bringing inflation back to its 2% target.
“This Fed chair may want to actually have the market believe
him more that he is going to be independent and that he is
willing to raise rates,” Schutte told MarketWatch via phone on
Tuesday. “It would be the ultimate way to take talk and turn it
into action and to give himself some credibility on the inflation
front.”

“The oil impact of the conflict on headline energy inflation is
straightforward and supports the view that the consumer price
index may have peaked in May if oil prices do not break to new
highs,” said Angelo Kourkafas at Edward Jones. “The soft
consumer and producer inflation readings in June buy the Fed
some time to assess how energy disruptions and inflation
evolve over the summer.”

A deeper look at Tuesday’s stock and sector breakdown,
including continued semiconductor weakness but strength in
other areas with broad participation beneath the surface
including the best two day gains for some sectors in over a year.

A closer look at some company movers and corporate
developments.

In today’s Markets Update:



Updated technical charts across the SPX, Nasdaq, Russell 2000,
and equal-weighted SPX.

A review of market breadth and participation, including large
individual winners and losers, sector rotation, and the split
between market-cap-weighted weakness and equal-weighted
strength.

A look at the rates and Fed backdrop, including Treasury yields,
the setup into Wednesday’s Fed decision, Goldman and Morgan
Stanley on the Fed outlook, Citadel’s Flight on the case for a hike,
and a review of this week’s Treasury auctions.

A look at volatility and market structure, including VIX, VVIX, 1-
day VIX, and CBOE’s Mandy Xu on rising signs of risk aversion
under the surface.

A review of cross-asset trends, including WTI crude, the dollar,
gold, copper, natural gas, and bitcoin.

MarketWatch on the SOX drawdown, Deutsche Bank on Staples
positioning, a look at the Nasdaq-100 correction and Sandisk
weakness, JPMorgan’s Andrew Tyler on tactical positioning,
Evercore’s Julian Emanuel on AI FOMO risk, the FT/Bloomberg on
hyperscaler credit risk, Yardeni on durable goods orders,
MarketWatch/Piper Sandler on the dollar breakout, Bloomberg on
speculative dollar positioning, and corporate updates from
Nvidia, Meta/BlackRock, Ford, Boeing, Coca-Cola, and UPS.

A wrap-up on AI weakness, broader market resilience, the Fed
setup, easing oil pressure, the Iran conflict, and the near-term
market setup.

A look ahead to Wednesday’s calendar, including US economic
data, the Fed decision, Treasury auctions, SPX earnings, and ex-
US highlights.
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Stock and sector breakdown (in part from Briefing.com):

While the SPX struggled to a flat finish for a second day, we also again
had 7 of 11 sectors in the green and this time with six up around 1% or
more (vs three Monday). Again though it was Tech -1.2% (after -1%
Monday) that offset that strength. Energy also finished down over 1%
for a second day. In contrast, Staples are up 3.6% the past two sessions
(the best since April 2025), Health Care +2.9%, Comm Services +2.4%,
Financials +2.2%, Materials +1.9%, Cons Discretionary +1.7%.

The latest round of earnings reports drove buying across much of the
market. The health care sector (+2.4%) led the advance behind a
strong post-earnings gain in IQVIA (IQV 243.31, +30.09, +14.11%), while
the consumer staples sector (+2.0%) also outperformed as Coca-
Cola (KO 88.27, +4.20, +5.00%) traded higher following its quarterly
results. Similarly, the materials sector remained among the session’s
leaders after Sherwin-Williams (SHW 354.27, +27.00, +8.25%) rallied on
a better-than-expected earnings report.

Meanwhile, the communication services (+1.6%) drew support from
Alphabet (GOOG 332.60, +6.03, +1.85%), which extended its rebound
from last week’s post-earnings selloff.

The information technology sector fell 1.2% as the PHLX
Semiconductor Index tumbled 4.5%, extending its month-to-date
decline to nearly 23%, which would be the worst since 2001. Memory
stocks remained under pressure ahead of SK hynix Inc.’s (SKHY 130.17,
-12.85, -8.98%) earnings report Wednesday morning, with investors



looking for additional insight into AI-driven HBM demand, memory
pricing trends, and the broader outlook for the group.

Outside of semiconductors, however, weakness was relatively
contained. The Vanguard Mega Cap Growth ETF slipped just 0.1% as
Alphabet continued to recover from last week’s post-earnings decline,
while Apple (AAPL 340.08, +3.17, +0.94%) climbed to another record
high and Microsoft (MSFT 393.35, +4.25, +1.09%)) also advanced ahead
of their quarterly reports later this week.

Meanwhile, the energy sector (-1.4%) posted the market’s largest
decline as crude oil prices continued to retreat.
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The number of large SPX winners (>3%) increased to ~120
components from ~85 Monday, while large losers also increased to
~50 from ~35 Monday.

[chart from finviz.com]
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Some other corporate news from BBG:

Nvidia Corp. Chief Executive Officer Jensen Huang defended
open-weight artificial intelligence systems as crucial to developing
the nascent AI industry, as officials in Washington consider how to
respond to a surprise breakthrough from Chinese startup
Moonshot.

Meta Platforms Inc. and BlackRock Inc. plan to build a 1-gigawatt
data center complex in Texas that will cost about $14 billion to
develop, adding to a wave of investment in the computing hubs
that power AI.

Ford Motor Co. posted earnings ahead of Wall Street estimates and
raised its outlook for the second time this year on higher prices
and strong sales of high-margin sport-utility vehicles.

Boeing Co. generated better-than-expected cash flow in the
second quarter on continued strong demand for its aircraft,
extending the US manufacturer’s turnaround efforts after years of
crises.
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Coca-Cola Co. raised its full-year outlook, bolstered by demand
last quarter while it served as a major sponsor of the FIFA World
Cup.

United Parcel Service Inc.’s outlook for volume and profit margins
underwhelmed investors looking for stronger signs of improvement
as the courier unwinds its relationship with Amazon.com Inc.

Note on all charts the colored lines are moving averages (the
average price over the lookback period (days on the daily charts,
weeks on the weekly charts)):
20 = green
50 = purple
100 = blue
200 = brown

Exception is monthly charts where blue is 10-month moving average
and brown is 20-month moving average.

MACD = Moving average convergence/divergence line, a measure of
momentum that compares longer term and shorter term momentum
to gauge if a move is strengthening or weakening. This is probably
my favorite individual indicator (it’s also the favorite of Katie
Stockton, a very fine technician).

RSI = Relative Strength Index (basically what it sounds like) =
measures the strength of the move comparing gains to losses over
the given lookback window (I use the standard 14 periods).

Turning to the charts, the SPX higher but didn’t even make it back its
50-DMA. Daily MACD remains negative, and the RSI under 50.
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Nasdaq fell under its 100-DMA before rallying, still the lowest close
since April. Its daily MACD and RSI are weaker (with the MACD giving a
“go short” signal). As I said Monday, “a hold at the 100-DMA would be
nice, but I’m not counting on it.”
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The Russell 2000 (RUT) continues to hold its 50-DMA, although also
can’t get back over its 20-DMA. The daily MACD remains in a “sell
longs” reading, while its RSI remains around 50.
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The equal-weighted SPX the star of the bunch jumping to a new all-
time high. The daily MACD has now flipped more positive and the RSI
the strongest since the start of the month.
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Yields eased across the curve for a third day.

Two-year Treasury yields fell back to 4.28%, down seven basis points
from Thursday’s close, the highest since February of last year and
remaining over the nearly three year downtrend line. The Fed tomorrow
will have a lot to say about whether it stays above.

They are ~59 basis points above the Effective Fed Funds rate (red line),
continuing to call for rate hikes. See the rates section in the Week
Ahead for my thoughts on these levels.
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10-year yields eased back to 4.61%, down nine basis points from
Thursday’s close, the highest since January 2025.

30-year yields down to 5.09% after having not breached the May
highs (which were the highest since 2007).
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The VIX little changed at 18.2, in the middle of its “normal” range post-
GFC, consistent w/~1.14% average daily moves in the SPX over the next
30 days.
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The VVIX (VIX of the VIX) eased back to 98.5.

The current level is consistent with “moderate” daily moves in the VIX
over the next 30 days (historically, normal is 80-100, but we’ve been
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above 90 most of the time since July ‘24). Above 100 is the level
flagged by Charlie McElligott as indicating higher stress.

1-day VIX jumped up to 15.8 with the Fed meeting tomorrow, although
not particularly high given that. The reading is consistent with a move
of 0.98% in the SPX next session.

WTI down another 3.5%, now down 12.5% from Thursday’s close
falling under $80.
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The DXY dollar index (which is fixed weighted with a heavy (57%) vs
the euro) fell for only the 2nd time in 9 sessions giving up early gains
that took it up near the highs of the year.

The daily MACD is neutral but the RSI is near 60.
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Gold futures (/GC) continue to struggle to cross the downtrend line
from the March highs. As I’ve mentioned for two weeks “the technicals
remain much better than the price action.”
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US copper futures (/HG) fell back remaining above all the major
moving averages with relatively supportive technicals, but overall in the
middle of their range since May.
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US natural gas futures (/NG) continued their decline after falling out of
their two-week range on Monday. As mentioned previously, no real
support anywhere until down at the $2.50 level which we’re rapidly
approaching. The daily MACD and RSI continue to say the trend is
lower.

https://neilsethi.substack.com/i/208770983?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F72eaa773-b5eb-4f7c-bd5a-474ef84fb34e_1388x1030.png
https://neilsethi.substack.com/i/208770983?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F8cbb2c3f-398c-4f97-944c-338250dd84f3_1388x1030.png


Bitcoin futures continue to do a lot of nothing, ending at the same
levels they were at in early June. As I mentioned two weeks ago, “the
daily technicals continue to look better than the price action, so maybe
there’s a chance?” So far that hasn’t translated into more than a modest
move higher, and the technicals are now starting to roll over.
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Link to X posts - Neil Sethi (@neilsethinew) / X for full posts/access to
charts.

As I wrote Monday:

As noted in this week’s Week Ahead, we continue to see the “on
again, off again” nature of the AI-trade, which recently has been
mostly “off again”.… That said we also continue to see strength
elsewhere offsetting that as also mentioned.

That balance is important to keep us above the key support trigger
levels covered in the Week Ahead, and a flat day is a definite
positive in terms of volatility lookbacks.

Tomorrow afternoon though things dial up with the Fed meeting
(discussed below) followed by earnings from Microsoft and Meta after
the close.

And for now the Iran conflict seems to remain contained, and it
appears things may be building towards a resolution with the Strait of
Hormuz that allows for tolls to Oman and Iran. It is notable to me that
we have not heard the normal strenuous objections from President
Trump, Secretary of State Marco Rubio, etc. Perhaps it’s coming, but
perhaps they see it as their only way to move things forward.

So, as I said Sunday:

overall, I remain broadly constructive on markets, but cautious in
the near term. Corrections happen, and there are a lot of reasons
one could happen now: investor caution over heavy capex spend
and competitive concerns leading to AI/Tech weakness which has
outsized market impact given the heavy leverage, thinner gamma
support, less helpful systematic, corporate, and retail flows, a more
hawkish Fed and rising oil prices pushing rates to new highs, and
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still-unsettled Middle East risk. At the same time, earnings continue
to beat a very high bar, and the story outside of Tech has been very
favorable. As I said last week, “it seems odd if earnings continue to
beat that it would happen now, but as I often say, you never know
with these things.” That remains the case.

While Wednesday will have some major catalysts, US economic data
will not be one of them with just weekly mortgage applications and US
petroleum inventories.

But one will be the Fed as we get the July policy decision. Markets are
as uncertain about the outcome as they have been on any hold vs hike
decision this close to a meeting in over a decade, and if the Fed were to
hike, it would be the largest hawkish surprise on record (to 1994). So as
I said in the Week Ahead, it’s likely that whatever the decision it will
create some volatility in markets.

Treasury auctions are done for the week.

Second quarter earnings will be a highlight with 55 SPX components
reporting Wednesday, including two Mag-7 names in MSFT & META in
addition to 10 other >$100bn in market cap (PG, LRCX, QCOM, APH,
SBUX, FTNT, GD, ADP, EQIX, VRT in order of earnings weight).

Ex-US highlights are UK consumer borrowing, Australia CPI, Bank of
Canada minutes.

The Day Ahead
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