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US equity indices opened higher Wednesday but unlike Tuesday
it wasn’t Tech leading, as despite jumps in some names (Arista
Networks up 11% premarket for example), SpaceX was down
around 11% after the company projected higher-than-expected
spending on its AI business, and Advanced Micro Devices
dropped about 9% after an underwhelming sales outlook. Instead
it was companies like Disney, CVS, and Eli Lilly fueling the gains
as discussed in the morning update.

But unlike Monday and Tuesday indices would peak in the first
hour and fade through the afternoon as investors digested the
sharp four-session rally, despite continued signs of progress
toward reopening the Strait of Hormuz.

At day’s end, the Nasdaq Composite led to the downside at
-0.8%, the Russell 2000 fell -0.6%, and the S&P 500 slipped
-0.2%, while the Dow Jones Industrial Average held up much
better at +0.5% and posted another record close. All four indices
saw a sharp drop in the final five minutes (leveraged ETF
selling?).

Despite the down day, the S&P 500 still saw 6 of 11 sectors finish
higher for a second day, but a key difference was that the ultra-
heavyweight Technology sector, which jumped more than 4%
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Tuesday, finished flat Wednesday. Also, three sectors fell by at
least 1%, including Communication Services, which dropped
more than 2% after no sector had lost more than 0.6% Tuesday.

Weakness was seen in several recent leaders during the four-
day rally, with Alphabet, AMD, Amazon, and Tesla weighing on
the market, while Nvidia was a notable offset after SpaceX said it
would build exclusively on Nvidia’s Vera Rubin architecture.
Materials and Health Care provided the main pockets of strength,
helped by a rally in metals prices and well-received earnings.

Oil remained near $75 as Iran and Oman moved toward a draft
agreement to reopen the Strait of Hormuz, reinforcing hopes
that energy-shipping disruptions could continue to ease. That
helped keep the broader inflation-risk backdrop calmer, though
negotiations remain fragile.

The economic data were mixed. ADP said employment growth
fell back to the lowest since January, with breadth narrowing as
education and health accounted for much of the gains, although
small-business hiring continued to lead and job-switcher pay
growth rose to the highest since last August. The ISM Services
PMI though remained solidly in expansion, with business activity
the second-best since May 2024 and new orders accelerating as
delivery times eased. Prices though re-accelerated and
employment fell.

Tomorrow brings more economic data and earnings reports as
discussed in the subscriber section ahead of Friday’s climax with
the Employment Situation report.
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Some market commentary:

“Equities do not need oil to fall more to continue rallying. The
more important support for equities comes from fundamentals.
Second-quarter earnings were strong. That’s despite elevated
commodity prices and yields, raising the bar for an equity
selloff from any Middle East escalation. At the same time, July’s
positioning washout has left investors with scope to rebuild
exposure.” —Skylar Montgomery Koning, macro strategist.

“As oil prices come back to the $75-$80 dollar range, markets
can focus on fundamentals, which remain robust,” said Mohit
Kumar, a strategist at Jefferies International. “Earnings have
been solid and there is still a lot of liquidity out there.
Positioning is very clean, which sets a nice backdrop for a
further rally in risky assets.”

The three pressures behind the recent stock selloff — AI
spending concerns, higher bond yields and the increase in oil
prices — are all easing at the same time, said Charu Chanana,
chief investment strategist at Saxo Markets in Singapore.
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Strong earnings are reassuring investors that AI demand
remains intact, while lower oil and bond yields are taking
pressure off valuations, she said.

“Albeit there was some disappointment on the micro level [from
SpaceX and AMD], the numbers are still confirming that the
overarching macro trend is intact as they confirm the durability
of the compute build-out,” said Stephan Kemper, chief
investment officer at BNP Paribas Wealth Management
Germany. “Thus, tech as a whole can benefit even if single
players suffer.”

“What’s new in the AI trade is that there’s a lot of dispersion
within semiconductors or hyperscalers,” said Roland Kaloyan,
head of European equity strategy at Societe Generale. “That
means clients such as equity portfolio managers who can’t
invest in indexes have challenging stock picking choices to
make.”

The weight of the evidence continues to support giving the bull
market in stocks the benefit of the doubt, even as we
experience more bumps along the way, according to Keith
Lerner at Truist Advisory Services Inc. “Earnings remain our
north star, the economy continues to show resilience, market
participation has broadened, and valuation excesses have
largely been worked off,” he said.

“It seems like animal spirits are really back with a gusto,” said
Baird investment strategist Ross Mayfield, adding that the size
of the moves seen throughout the last few days is “pretty rare
historically.” On Tuesday, the three major averages notched their
best four-day performance since April 2025.

Those were all before equities fell into negative territory. After:

“It’s a combination of the market digesting its recent sharp
advance and concerns surrounding the resumption of ‘sell the



news’ to positive earnings reports that we’re seeing out of AMD
and SpaceX,” said Matt Maley, chief market strategist at Miller
Tabak + Co. “Today’s reversal will have to become a much
bigger decline before it raises any warning flags.”

“AI-related results and commentary have sparked some profit
taking,” said Colin Cieszynski, chief market strategist and
portfolio manager at SIA Wealth Management Inc.

A deeper look at Wednesday’s stock and sector breakdown,
including the split between positive sector breadth and weaker
index-level performance.

A look at after-hours reactions in the memory trade, including
Western Digital and Sandisk, along with selected corporate
updates on AMD, Microsoft/OpenAI, Alphabet’s AI reshuffling,
Disney, and Eli Lilly.

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, weak NYSE positive volume, and
the shift from Tuesday’s broad buying to Wednesday’s narrower
finish.

A look at the rates and Fed backdrop, including the moves in 2-
year, 10-year, and 30-year Treasury yields, Kansas City Fed
President Schmid’s hawkish comments, Treasury refunding
details, and Deutsche Bank on CTA bond positioning.

A look at volatility and market structure, including VIX, VVIX, 1-
day VIX, and the “spot down, vol down” after Tuesday’s “spot up,
vol up” session.

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

In today’s Markets Update:



bitcoin.

Yardeni on Technology and earnings momentum, Goldman on
prime-book de-grossing, Citadel’s Rubner on retail selling in
Technology and semiconductors, BoA on hedge-fund buying and
institutional/retail selling, and BoA on small-cap and micro-cap
flows.

A wrap-up on the AI trade flipping back off, the market’s
digestion after the four-session rally, positioning, long-end
yields, and the near-term setup into Friday’s Employment
Situation report.

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

Despite the down day, SPX again saw 6 of 11 sectors higher, but one
big difference was the ultra-heavyweight Tech sector (nearly 40% of
market cap) which jumped over 4% Tuesday was flat Wednesday.
Another was while there were two sectors up over 1% (Materials (for a
second day) and Health Care), there were three down that much and
two down over 2% including the largish Comm Services Sector (after
no sector down more than -0.6% Tuesday).



The communication services sector (-2.4%) finished as the market’s
weakest performer. Alphabet (GOOG 360.13, -15.22, -4.05%) came
under pressure after The Wall Street Journal reported that Google
Chief Scientist and AI strategy leader Jeff Dean will leave the company
to launch a startup focused on scientific discovery. The sector also
faced pressure from wireless providers after SpaceX (SPCX 108.27,
-17.06, -13.61%) said on its earnings call that it plans to enter the
wireless market.

Weakness in Amazon (AMZN 272.65, -4.77, -1.72%) and Tesla (TSLA
321.55, -5.80, -1.77%) further highlighted today’s pause across
several of the market’s recent mega-cap leaders, leaving the
consumer discretionary sector (-0.3%) modestly lower despite relative
strength elsewhere.

The information technology sector spent most of the session with a
solid gain but retreated to finish little changed as the PHLX
Semiconductor Index slipped 1.4% into the close. Advanced Micro
Devices (AMD 482.05, -36.53, -7.04%) was a notable laggard after a
strong run into its earnings report. NVIDIA (NVDA 219.22, +7.28,
+3.43%) remained a notable source of support after SpaceX said on its
earnings call that it plans to build exclusively on NVIDIA’s Vera Rubin
architecture, helping keep the sector out of negative territory.

Attention now shifts to another important test for the memory trade
after the close, with Sandisk (SNDK 1350.50, -77.12, -5.40%) and
Western Digital (WDC 519.17, -29.39, -5.36%) set to report earnings.
Both stocks also came under pressure into the close ahead of their
reports, and despite blowout numbers both are trading lower in the
after-hours as guidance missed elevated expectations (more below).

Outside of technology, the materials sector (+1.5%) outperformed for
a second session behind continued strength in precious metals
prices, lifting Newmont Corporation (NEM 104.27, +6.54, +6.69%)
among the day’s best-performing S&P 500 components.



The health care sector (+1.3%) also finished near the top of the
leaderboard as Eli Lilly (LLY 1168.77, +53.09, +4.76%) and Amgen
(AMGN 407.83, +17.81, +4.57%) built on well-received earnings reports,
with the latter helping support the DJIA.

The energy sector (-2.0%) remained under pressure as WTI crude oil
futures settled modestly lower. Elsewhere, the utilities sector (-1.0%)
remained out of favor as investors continued rotating away from more
defensive areas of the market.
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And the number of large SPX winners (up over 3%) dropped to ~30
from ~110 Tuesday and ~80 Monday, while large losers (down over
3%) jumped to ~40 from just 12 Tuesday, 10 Monday.

[chart from finviz.com]

And positive volume (percent of buying in stocks up on the day) was
weak on the NYSE at just 44.2% despite a positive 0.19% finish. That’s
the same as Friday when the finish was -0.13%.
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Biggest after-hours movers from CNBC:
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Some other corporate news from BBG:

Advanced Micro Devices Inc. fell after the company gave an
underwhelming sales outlook, a sign shareholders expected more
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of a return from the global expansion of AI data centers.

Microsoft Corp. generates most of its artificial intelligence revenue
from OpenAI, according to new disclosures from the company.

Alphabet Inc.’s Google is losing some of its most prominent
artificial intelligence veterans in a seismic overhaul that is casting
doubt over leadership of a critical area of growth right as
competition intensifies.

Walt Disney Co.’s profit beat Wall Street estimates, driven by
soaring income from its entertainment division and the resilience of
its theme parks in California and Florida.

Eli Lilly & Co. boosted its 2026 sales guidance after its weight-loss
drug franchise performed far better than expected in the second
quarter, helping to counter investor concerns that the obesity drug
boom is starting to slow.

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
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the given lookback window (I use the standard 14 periods).

Turning to the charts, the SPX reversed from record high territory to
finish modestly lower after its second-best two-day gain (after the
start of April) since April 2025. Daily MACD remains very positive, and
the RSI is just off a 2-month high, so as I said Monday “some
momentum behind it.”

Nasdaq a similar story but hasn’t yet gotten to its all-time high.
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The Russell 2000 (RUT) similar to the SPX.

The equal-weighted SPX same story.
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Yields were little changed but on net lower across the curve again
Wednesday:

Two-year Treasury yields down for the eighth session in nine to
4.18%, now down 17 basis points from last Thursday’s close which was
the highest since February of last year, and edging back under the
nearly three year downtrend line so not giving up on it quite yet.

They are ~53 basis points above the Effective Fed Funds rate (red line),
continuing to call for rate hikes but a little less strongly now.
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10-year yields dead flat at 4.615%, down now ten basis points from the
highest close since January 2025 on Friday.
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30-year yields edged down a basis point to 5.16% now down ten
basis points from the highest level since 2007 on Friday.

https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F1691a606-1e4d-41a3-a566-e58cb1bdf2fc_1388x1030.png
https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F3028f569-8ab9-4c4b-83ec-3a444d011942_580x1368.png


https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F3028f569-8ab9-4c4b-83ec-3a444d011942_580x1368.png


https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F3028f569-8ab9-4c4b-83ec-3a444d011942_580x1368.png
https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F24314954-f8ef-4dcc-b3fb-d4c4fd9431c8_585x697.png


https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F24314954-f8ef-4dcc-b3fb-d4c4fd9431c8_585x697.png
https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F16e799b2-847c-458c-b98e-3d76f8ec889d_532x445.png


The VIX edge back to 15.8, interestingly giving us a “spot down, vol
down” day after a “spot up, vol up” day.

The indicator remains in its “normal” range post-GFC, consistent with
~0.98% average daily moves in the SPX over the next 30 days.
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The VVIX (VIX of the VIX) similarly eased to 90.4

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
above 90 most of the time since July ‘24). Above 100 is the level
flagged by Charlie McElligott as indicating higher stress.

And the 1-day VIX also fell back, and gave us a red candle, meaning
expected volatility was falling even as we were getting closer to pricing
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in an entirely new session. It ended at 12.1. The reading is consistent
with a move of 0.77% in the SPX next session.

WTI little changed and holding its 200-DMA. While technicals are
secondary here, as I noted Tuesday the daily MACD has crossed over to
a “sell longs” reading and the RSI is under 50.
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The DXY dollar index (which is fixed weighted with a heavy (57%)
weighting vs the euro) fell back under its 100-DMA and trendline
from the 2026 lows.

The daily MACD as noted a week ago has flipped to quite negative
while the RSI is under 40. As I mentioned last week clearly
consolidating, too early to call it a downtrend.
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Gold futures (/GC) finally extended after crossing the downtrend line
from the March highs last week. I had said earlier this week “really
needs to get over that 50-DMA (purple line),” and once it did that, it
was off to the races. Has a good technical setup also with positive daily
MACD and RSI. Moved back in today.
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US copper futures (/HG) didn’t reverse along with the AI trade, pushing
to a new all-time high and holding through the close. It continues to
have “supportive technicals,” with positive daily MACD and the RSI now
at a nearly 3-month high.

https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Fe77d36cd-4321-4a38-a608-b5495d89bd61_1388x1030.png
https://neilsethi.substack.com/i/209863739?img=https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2F0ab7c10a-e85b-45b9-a8f9-465b024731e1_1388x1030.png


US natural gas futures (/NG) little changed near the lowest since April.
The daily MACD and RSI remain negative.
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Bitcoin futures closed over their 50-DMA for the first time since late
March. They are though also at the same levels they were at in early
June. As I mentioned three 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. Clearing
that downtrend line would be notable though, and I’d be a buyer if that
happens.
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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 Sunday:

As mentioned in the Markets Updates this week, we saw the “on
again, off again” nature of the AI-trade, which spent much of July
“off” (leading to the worst month for one broad semiconductor index
since 2022 as noted in the Friday Markets Update), flip back to “on
again” Thursday and Friday.

I had mentioned all month that “we have seen pullbacks several
times previously in the AI trade over the past year, and they have
all resolved relatively quickly to the upside. It would be a
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meaningful change in character if that did not happen this time as
well,” and last week said while we had seen one of the sharpest
pullbacks in the trade to date, it certainly wasn’t unprecedented (see
DB’s note in the Flows section), and the momentum/Tech may be
turning back up “on schedule.”

Given the weight of the components of that trade (semiconductors
are 19% of the SPX by market cap, with Tech over a third in total)
plus the leverage employed, (as noted by Tier1Alpha also in the
Flows section) it will make a big difference in where the market cap
indices go.

Of course, there are many other ways to play the market beyond
buying the SPX and throughout July we saw broad strength which
though seemed to fizzle out the last two days just as AI saw a
resurgence. Hopefully we are not returning to the “either/or” market
we saw at times earlier this year, but it all remains to be seen.

As mentioned Friday and in the Flows section, the deleveraging we
have seen puts us in a much better position from a positioning
standpoint than we were coming into the month, with BofA flipping
to a net positive base case for the upcoming week, and DB
becoming more constructive as well (in addition to JPM, Goldman,
etc., per posts this week and several that will be in the Monday note
(be sure to check the “Other Stuff” area tomorrow).

One thing we will need to keep an eye on is long-end yields. As I
mentioned Wednesday “until long-end yields stabilize, it will keep
pressure on the ‘elsewhere’ stocks.” Hopefully we see buyers come in
next week to at least stabilize rates.

And as I said Monday:

wouldn’t you know it, but we ticked just about every box. The AI
trade (after some early weakness) continued but we also got many



of the “elsewhere” stocks participating as well, helped by yields
stabilizing, which pushes us further away from systematic sell levels.

The one quibble is things might have been too good as a 1.5% move
is not going to help systematics re-engage. That said, as noted in
the Week Ahead, our most volatility sensitive systematic, vol-control,
already de-risked as DB noted, so that is less concerning that it
would be a couple of weeks ago.

And Tuesday:

really things just continued on in similar fashion, although the gains
were a little more concentrated today in the Tech space, but not yet
the “either/or” market we have seen frequently during Tech rallies.

But today the AI-trade (and broader growth complex for that matter)
turned “off again,” and there wasn’t enough support elsewhere to keep
things going. The growth rally was quite strong the prior four sessions,
so perhaps just a breather before it resumes. Could also require a more
prolonged consolidation, but I don’t think we’ve gone far enough to
really require that. Things haven’t gotten particularly extended (the
Nasdaq-100 RSI is just 55 for example), so I’m thinking more a pause
that might last through Friday morning with traders not wanting to get
ahead of the Employment Situation report.

FWIW that’s exactly what Fundstrat’s Mark Newton was looking for
coming into today’s session:
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We’ll see what we get tomorrow which is lighter on calendar events.

But, as I said Sunday:

I think I’m a little more constructive this week in large part due to the
cleaner positioning as well as still robust earnings growth with DB
notes is not fully reflected in equity prices. It seems investors are
back to being a little more comfortable with AI/Tech cash flows
coming around post AI-buildout, and discretionary buybacks are
returning, although retail flows remain subdued.
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While gamma looks to start the week relatively low, that means there
is room for larger moves in both directions, and a deal with Iran as
anticipated by President Trump, if it happens, may mean that large
move is to the upside.

As noted in the Week Ahead, this week is packed with US economic
data. Thursday brings us our first read on Q2 productivity along with
the July Challenger job cuts/hires and final June read on wholesale
inventories (important for GDP calculation) along with weekly jobless
claims.

In terms of Fed speakers, later tonight (8.30 pm ET) San Francisco
Fed President Mary Daly will be speaking in Tokyo. Thursday Fed
president Musalem (who we heard from over the weekend and not
until 5.30 pm) is on the calendar, but as we have seen this week that
doesn’t mean there won’t be more.

Q2 earnings season continues with 30 SPX components reporting
Thursday with four >$100bn market cap (COP, PH, HWM, DDOG in
order of earnings weight).

Ex-US highlights are the ECB Economic Bulletin, EU retail sales, and
policy decisions from Mexico and the Czech Republic.

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