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US equity indices opened modestly lower Wednesday ahead of
the most uncertain Fed meeting in a decade and key earnings
from Microsoft and Meta Technologies, with stocks pressured by
another selloff in Asian tech shares and oil prices rebounding
following a return to kinetic action in the Mid-East all as covered
in the morning update.

Those pressures though would pull indices lower throughout the
morning session with the S&P 500 down 0.6% heading into the
Fed decision. The initial reaction was favorable as the Fed held
rates unchanged at 3.50% to 3.75% (with three dissents in favor
of a 25-basis-point hike) sparking a rally in stocks. Indices would
push into positive territory during Chair Kevin Warsh’s press
conference, but things would turn around for equities right at
3pm as rising longer-end Treasury yields exerted pressure
seeing equity indices drop sharply as the 30-year yield ended at
its highest close since 2007.

At day’s end, the S&P 500 fell -1.5%, the Nasdaq Composite
-1.7%, the Dow Jones Industrial Average -2.2%, and the Russell
2000 -1.6%, all finishing near their lows of the session. The
Nasdaq-100 (100 of the largest non-financial companies listed
on the Nasdaq) finished in correction territory.

Quick Summary:
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The same pressure points that have dominated recently
remained in place. Semiconductors continued their selloff, with
the PHLX Semiconductor Index down -5.3%, remaining on pace
for its worst month since 2001, while Technology, Industrials,
Utilities, and Financials all lagged. Energy was the clear
outperformer as WTI crude rose more than 6% after President
Trump said the US would strike back at Iran after a recent attack
that targeted a military base in Jordan, as the war in the Middle
East flared up again following a pause in hostilities. “We’ll be
hitting them hard,” Trump said in a phone interview, Fox News
reported Wednesday, adding that “they’re going to get a beating.”

After the close Meta sold off following a miss on earnings and a
weak revenue forecast while Microsoft shares were up after top
and bottom line beats with cloud growth coming in above
expectations.

Attention turns to a busy day of US economic data tomorrow
including Q2 GDP and Apple and Amazon earnings after the
close.

https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Fc7959686-b9f8-4a20-99fa-0f86824cd7ea_589x353.png
https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Fdcbd7c9f-6b3f-4d8f-8570-56565ff23e62_588x482.png


Some market commentary:

“Keeping rates on hold instead confirms that Warsh is putting a
little space – conceptually and in time – between reasserting
credibility on inflation and assessing whether this then requires
operationalizing in the form of one or more rate increases,” said
Krishna Guha at Evercore.

“Not that I thought hiking to establish credibility was the reason
to do a hike, but instead of hiking to establish credibility, Warsh
held, said we are in a period of watchful thinking and
squandered some credibility,” said Neil Dutta at Renaissance
Macro Research. Dutta said that Warsh “has bought himself only
a temporary reprieve.” Central bankers will either be saved by
the economic data, or they’ll hike in September, he said.

https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Fdcbd7c9f-6b3f-4d8f-8570-56565ff23e62_588x482.png


“If you really want to get to 2%, I think you have to raise interest
rates,” said DoubleLine’s Jeffrey Gundlach on CNBC’s “Closing
Bell,” noting that the jump in yields after the Fed decision was
sending a message to Warsh. “The long bond yield went up
significantly after the press conference because the bond
market vigilantes are saying, ‘If you really want us to believe
your rhetoric, you’ve got to start acting,’” said Gundlach.

Apollo Global Management’s Torsten Slok said the Fed’s
abandonment of forward guidance is fueling historic bond
market volatility, sending Treasury yields swinging “up and
down like a yo-yo.”
“There is very little to hang your head on in the markets,” Slok
said. “It was also a little bit complicated to figure out what was
the basis of the decision today.”

Warsh indicated that one of the key questions debated is how
effective interest rate changes are in combating economic
shocks, and also how economic shocks translate into
intermediate-term inflationary pressures, according to Josh
Jamner at ClearBridge Investments. “However, consistent with
his stated preference to provide less guidance to financial
markets, Warsh offered precious few clues as to his current
thinking on these key questions,” he said.
Today’s press conference offered little incremental news
beyond a reaffirmation of chair Warsh’s commitment to
restoring price stability and bringing inflation back beneath the
2% target, and suggested the chair is becoming more confident
in the FOMC’s ability to deliver that as he settles into the job,
Jamner noted.

“Parsimony, uncertainty, and volatility are the points put forward
by Warsh as he attempts to change the Fed’s policy regime,”
RSM Chief Economist Joseph Brusuelas wrote in a note. Sparse
statements “will not be well received by the public outside a
small section of institutional investors,” he said.



Jim Caron, portfolio solutions CIO at Morgan Stanley
Investment Management said the Fed is invoking patience,
rather than hiking, allowing the markets to correct: equities
falling, bond yields rising, effectively a tightening of financial
conditions. “However, the long-term trend I still think for the
equity markets are positive,” he said in an appearance on
CNBC’s “Power Lunch.” “What that tells me... is we can buy into
some of these dips because the Fed is telling you we’re not
getting in the way of this. We’re likely not going to hike interest
rates and kill and crush the markets.”

While the focus has turned to the Fed outlook, the tech sector is
still the most important issue on the docket for investors this
summer, according to Matt Maley at Miller Tabak. “The decline
in the chip stocks and the dramatic fall in South Korea’s Kospi
are clear warning signs for US investors,” Maley said. “If history
is any guide, these developments could be important examples
of a canary in the coal mine.”

Stocks are vulnerable to a reversal that investors aren’t
appreciating, with inflation and higher interest rates posing a
risk even as the earnings picture remains strong, according to
Barclays. “Despite renewed tensions in the US-Iran conflict,
investors remain largely sanguine on inflation risks, as reflected
in rising oil short positions and muted inflows into TIPS,” the
firm’s Emmanuel Cau wrote on Wednesday. “Yet, financial
conditions continue to tighten, with Fed rate hike expectations
moving higher and US real yields approaching levels that have
historically become a headwind for equities,” he added.

A deeper look at Wednesday’s stock and sector breakdown,
including the post-Fed reversal, renewed semiconductor
weakness, Industrials pressure, Energy strength, and the
broader risk-off tone.

In today’s Markets Update:



A closer look at key company movers and corporate
developments, including Meta and Microsoft after the close,
KLAC, Nvidia, SK Hynix, Vertiv, Lennox, Qualcomm, Arm,
Starbucks, Chipotle, and Carvana.

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, the Nasdaq-100 entering
correction territory, Nasdaq positive volume, and the split
between broad market weakness and continued relative
strength in the equal-weighted SPX.

A look at the rates and Fed backdrop, including the Fed hold,
Warsh’s press conference, the moves in 2-year, 10-year, and
30-year Treasury yields, Nick Timiraos on the FOMC statement,
Goldman on rate-hike probabilities.

A look at volatility and market structure, including the sharp
moves in VIX, VVIX, and 1-day VIX, Goldman on CTA positioning
and the recent de-grossing in Technology, and
Bloomberg/Goldman on the heavy catalyst calendar and single-
stock volatility.

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

MarketWatch on Meta’s earnings reaction, Bloomberg on
Microsoft’s cloud results, Bloomberg on Mag-7 valuation and
performance dispersion, a look at the SOX selloff, Daily
Chartbook/Bluekurtic on QQQ gap-up reversals, Fundstrat’s Tom
Lee on the choppy SPX pattern, Yardeni on durable goods and
Redbook sales, and CNBC/Truist on the semiconductor pullback.

A wrap-up on AI weakness, the Fed reaction, higher long-end
yields, volatility pressure, the Iran conflict, and the near-term
market setup.



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

Unlike Tuesday where SPX weakness masked strength beneath the
surface, just 3 of 11 sectors in the green with just one (Energy) up
over 0.3% as it bounces around with oil prices. In contrast six sectors
down 1% or more. But it again was Tech -2.5% (after -1.2% and -1%
Tuesday and Monday) that led the weakness along with Industrials
(-3.2%). Financials, Utilities, Consumer Discretionary, Materials also
down over 1%.

The communication services sector (+0.2%) managed to avoid a
lower finish, supported by strength in Alphabet (GOOG 335.76,
+3.16, +0.95%), although Meta Platforms (META 585.61, -7.80, -1.31%)
traded lower ahead of its quarterly results.

The top-weighted information technology sector (-2.5%)
surrendered its post-Fed gains and finished among the session’s
laggards as semiconductor stocks resumed their retreat. The PHLX
Semiconductor Index finished 5.3% lower, with KLA Corporation
(KLAC 170.19, -20.61, -10.80%) remaining under pressure following its
quarterly results and NVIDIA (NVDA 190.01, -7.00, -3.55%) ranking
among the weakest-performing “Magnificent Seven” components. The



Vanguard Mega Cap Growth ETF likewise erased its afternoon rebound
to finish down 1.6%.

SK hynix Inc.’s (SKHY 126.86, -3.31, -2.54%) U.S.-listed shares also
declined despite another quarter of record results (covered in the
morning update), as investors looked beyond continued strength in AI-
driven HBM demand and instead focused on the company’s elevated
capital spending plans and aggressive capacity expansion.

The industrials sector (-3.2%) finished with an even wider loss as
disappointing earnings from Lennox Int’l (LII 430.27, -113.84, -20.92%)
and Vertiv (VRT 223.09, -46.47, -17.24%) weighed heavily on the group,
while other electrical product names lagged amid the weakness in
semiconductor names.

The utilities (-1.4%) and financials (-1.6%) sectors also ranked among the
session’s laggards.
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The number of large SPX winners (>3%) fell sharply as you might
expect to ~40 components from ~120 Tuesday, while large losers
doubled to ~100 from ~50 Tuesday.

[chart from finviz.com]
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What buying there was was very tepid on the Nasdaq with positive
volume (percent of volume in stocks higher on the session) was just
28.4%, the least since March.
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Some other corporate news from BBG:

Qualcomm Inc., the largest maker of smartphone processors, gave
a weak profit forecast for the current quarter, signaling that
component shortages and rising costs are taking a toll on its main
market.

Arm Holdings Plc delivered a sales forecast that failed to impress
investors, who have grown increasingly wary about chip-industry
prospects in recent days.

Starbucks Corp. raised its annual outlook after quarterly results
surpassed market estimates, a sign that efforts to attract diners
with speedier service and new products are paying off.

Chipotle Mexican Grill Inc. raised its annual guidance after bringing
back its popular honey chicken and overhauling its rewards
program.
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Carvana Co. said full-year earnings may fall short of Wall Street’s
expectations as the used-car retailer’s rapid growth slowed and
per-car profit slipped in the most recent quarter.

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 fell to the lowest close since June 10th
with no solid support anywhere close. Daily MACD remains negative,
and the RSI now under 40.
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Nasdaq fell under its 100-DMA to the lowest close since April 21st,
now looking like it’s headed for its 200-DMA. Its daily MACD and RSI
are a little weaker. 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) finally fell under its 50-DMA. The daily MACD
remains in a “sell longs” reading, and its RSI under 50, so another bad
chart now.
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The equal-weighted SPX remains the star of the bunch although fell
back 0.9%. The daily MACD remains more positive and the RSI over 50.
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Yields “twisted” with the short end edging lower but the long end
pushing higher.

Two-year Treasury yields fell back but just a basis point to 4.27%,
now down eight basis points from Thursday’s close, the highest since
February of last year still over the nearly three year downtrend line
despite the Fed hold.

They are ~58 basis points above the Effective Fed Funds rate (red line),
continuing to call for rate hikes.
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10-year yields though jumped seven basis points to 4.69%, just two
basis points from Thursday’s close, the highest since January 2025.
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30-year yields up 12 basis points, the largest move (on a percentage
basis) since last May, to 5.21% the highest level since 2007.
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The VIX closed at 20.7, above 20 for the first time since June 10th, at
the top of its “normal” range post-GFC, consistent w/~1.29% average
daily moves in the SPX over the next 30 days.
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The VVIX (VIX of the VIX) jumped to 109.5, the highest close since
April 8th.

The current level is consistent with “elevated” daily moves in the VIX
over the next 30 days (historically, normal is 80-100, but we’ve been
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 19.5 as it brought in the Meta and Microsoft
earnings as well as the elevated Fed-related volatility with important
economic data coming in the morning. The reading is consistent with a
move of 1.23% in the SPX next session.
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WTI jumped 7%, back up to $85.
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The DXY dollar index (which is fixed weighted with a heavy (57%) vs
the euro) fell the joint most since April breaking back under the
trendline from the May lows.

The daily MACD flipped to negative while the RSI fell under 50. Still too
early to call an end to the uptrend.

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 just under its 20 & 50-DMAs and the
“relatively supportive technicals” turned less supportive, but overall in
the middle of their range since May.
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US natural gas futures (/NG) looked to stabilize after falling out of
their two-week range on Monday. The daily MACD and RSI continue to
say the trend is lower for now.
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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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Other stuff:
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Link to X posts - Neil Sethi (@neilsethinew) / X for full posts/access to
charts.

As I wrote Monday:

Wrap-up
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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.

Today while we continued to see the “off again” AI-trade (in a big way)
we didn’t get the “strength elsewhere” leading to our worst session in
six weeks. That takes us closer (and the Nasdaq further over)
systematic sell thresholds. In addition the higher volatility will see some
selling from volatility targeters.

And until longer duration yields stabilize, it will keep pressure on the
“elsewhere” stocks while we wait for the selling in AI names to run its
course which has now taken the Nasdaq-100 into correction territory.

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
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.

The Day Ahead

https://neilsethi.substack.com/p/the-week-ahead-72626


US economic data picks up Thursday with the dual releases of second
quarter GDP which will incorporate the June personal income and
spending data which will be separately released. Both include readings
on PCE prices, the Fed’s traditional preferred inflation metric (but looks
to be de-emphasized under the Warsh Fed). We’ll also get weekly
jobless claims.

The Fed is behind us though, and the speaking blackout extends until
Friday.

Treasury auctions are done for the week.

Second quarter earnings will be a highlight again with 51 SPX
components reporting Thursday, including another two Mag-7 names
in AAPL & AMZN in addition to six other >$100bn in market cap (MA,
SYK, BMY, MO, SO, TT in order of earnings weight).

Ex-US highlights are the policy decision from the BoE (UK), preliminary
GDP from the EU and CPI from top EU countries, Brazil inflation, Mexico
GDP.

https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F5386f50b-ccf4-4215-bad9-e14d677e4fcb_940x834.png


https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F5386f50b-ccf4-4215-bad9-e14d677e4fcb_940x834.png
https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Ff7fc8c5e-52a5-479f-9df9-ef7a3900eabd_900x873.png


https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Ff7fc8c5e-52a5-479f-9df9-ef7a3900eabd_900x873.png
https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Fde50dd77-ae48-4fbf-90ba-52ac33a1a499_686x339.png


https://neilsethi.substack.com/i/208973180?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F01b96f62-266c-48d5-8173-776dd2ae7dd4_618x1098.png


Link to X posts - Neil Sethi (@neilsethinew) / X for full posts/access to
charts.
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