
Momentum Meltdown Catches Traders By
Surprise

? At a Glance

?? Market Brief ? Momentum Breaks, Oil Spikes

The headline number this week was boring, but the action underneath was not, as the momentum
meltdown was tearing through the market?s most crowded trade. The S&P 500 slipped about 1.5%
to close at 7,457.69, the Nasdaq 100 gave back roughly 4%, and the Dow held up with a fractional
loss. Look only at the index, and you would think nothing much happened. That would be a
mistake.

Underneath the calm surface, one of the most crowded trades on the planet came apart. Goldman
Sachs? high-beta momentum basket fell about 24% month-to-date through the first half of July, its
worst stretch since April 2009. Morgan Stanley?s tech momentum index posted a 17-day rate of
change of -35%, the worst reading in the 27 years that desk has tracked it. Back in early June, I
asked in&#2013266080;?Parabolic Semiconductor Rally: What Breaks The Trade,?
&#2013266080;what would finally crack the parabolic semiconductor and momentum complex.
This week, we got the answer.

The catalysts arrived together. China?s Moonshot AI unveiled Kimi K3, a 2.8-trillion-parameter
open-weight model that benchmarked close to leading US systems at a fraction of the cost,
reigniting fears about the durability of the American AI premium. Chipmakers took the brunt. The
Philadelphia Semiconductor Index dropped more than 10% this week and now sits near a 20%
drawdown from its June high, the level that defines a bear market. Marvell fell 20%, Arm dropped
17%, and Micron lost 13%.

Then oil lit up. Renewed US and Iran strikes pushed WTI crude up roughly 14% on the week and
Brent up more than 15%, handing Energy a 4.7% gain and the top spot on the sector board. Real
estate, staples, and financials also finished green as yields fell on soft inflation readings. Overall,
the damage was concentrated in one place. Technology lost 5.5% and stood alone at the bottom,
while the average stock barely moved.

https://realinvestmentadvice.com/resources/blog/parabolic-semiconductor-rally-what-breaks-the-trade/


Cross-asset markets told the same rotation story. Gold slipped about 2%, silver dropped nearly
6%, and the dollar finished roughly flat. The ten-year Treasury yield held near 4.55% while the front
end eased a touch. One bright spot for the consumer landed Friday, when the University of
Michigan?s preliminary July sentiment reading jumped to 54.4 from 49.5 as gasoline prices cooled
earlier in the month.

The thread to follow into next week is simple. Money is not leaving the market. It is rotating hard,
and the tape will not settle until the crowd finishes repositioning.

?Technical Backdrop ? Coiling Below The Record

Here is where the quiet-index story gets interesting for traders. The S&P 500 closed the week at
7,457.69, and that put it right on top of its 50-day moving average near 7,464. Call it dead flat
against the line. The index still sits about 6.8% above its rising 200-day average near 6,985, so the
primary uptrend remains fully intact, and it is roughly 2% below the June 2 record high of 7,620.

Momentum on the index itself is neutral, not broken. The 14-day RSI reads 48.8, smack in the
middle of its range and nowhere near oversold. The MACD is the wrinkle. It just rolled below its
signal line for the first time since the April low, and the histogram flipped negative. That is a
fresh bearish crossover. One crossover is not a sell signal, but it is exactly the kind of longer-
term warning we watch for as a correction builds.
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The contrast between the index and the factor is the whole point. The Momentum ETF, MTUM, fell
about 6% on the week and printed a 14-day RSI of 41, far weaker than the broad market. The
average stock barely flinched. The equal-weight S&P lost less than half a percent and actually
tagged a fresh record high midweek, and the Russell 2000 held up better than the Nasdaq. When
the cap-weighted index falls, but the median stock does not, the damage is narrow by definition.



So how do you trade it? The 50-day is the line in the sand. Therefore, a decisive hold keeps the
burden of proof on the bears, and the first real test on a break sits at the mid-July range low near
7,300. I would not chase the semiconductor and high-beta names lower into a knife that is still
falling, and I would not short a market whose average stock is making new highs. This is a spot to
rebalance risk, not to place a directional bet. Hold 7,464, and the rotation stays healthy. Lose it
on volume, and the correction earns a wider berth.

? Key Catalysts Next Week

Next week, the Federal Reserve goes silent. The July 28?29 FOMC meeting puts the committee in
its blackout window, so there are no Fed speakers to move the tape. That leaves two things in
charge: the economic data and the start of mega-cap earnings, with the second being the main
event.

Wednesday after the close is the night that matters. Alphabet, Tesla, and Texas Instruments all
report at once, and Intel follows on Thursday evening. This is the first real referendum on the AI-
capex story since the momentum trade cracked. Alphabet is the tell. The company has guided to
roughly $175 billion of capital spending in 2026, and JPMorgan?s desk pegs 2027 buyside
expectations for Google alone near $325 to $350 billion, well above a Street consensus closer to
$250 billion. If the hyperscalers signal any hesitation on that spend, the chips that depend on it
have further to fall. If they reaffirm it, the washed-out names finally get their catalyst.



The setup is loaded. Alphabet?s blowout first-quarter results were flattered by tens of billions in
mark-to-market gains on its Anthropic and SpaceX stakes; stripping those out, the operating
number would have missed by a hair. That is exactly the earnings-quality question we have been
raising for months. The market will judge this print on margins and cloud growth, not on the
headline number.

Ed Yardeni has framed the broader mood as a case of AI Fatigue, with investors starting to ask
whether the trillion-dollar buildout will ever pay off. The Friday flash PMIs are the data highlight,
since they are the first look at how business activity handled the July volatility and the oil spike.
Everything else bends around Wednesday night. A clean capex message from Alphabet
steadies the entire complex. Any wobble, and the momentum meltdown gets a second leg.

Need Help With Your Investing Strategy?

Are you looking for comprehensive financial, insurance, and estate planning services? Need a risk-
managed portfolio management strategy to grow and protect your savings? Whatever your needs
are, we are here to help.
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? Momentum Meltdown Sends A Warning

Every so often, the market hands you a week where the index and the internals tell opposite
stories. This was one of them. The S&P 500 fell about 1.5%, a garden-variety pullback, while the
momentum factor suffered its worst drawdown since the depths of the 2009 financial crisis. That
gap is the entire story, and understanding it is the difference between panic-selling the wrong thing
and using the rotation to your advantage. As I flagged two weeks ago in&#2013266080;Mag 7
Stocks: Risk Or Opportunity In The Making?, this rotation was coming.

The scale of this move is genuinely historic, and the qualifier matters. As noted above, the
Goldman Sachs high-beta momentum basket fell roughly 24% in the first two weeks of July, the
worst such stretch since April 2009. Furthermore, the Morgan Stanley tech momentum index
registered a 17-day rate of change of -35%, the worst in its 27-year history. Goldman?s flagship
momentum pair is now down about 33% from its highs and has broken below its own 200-day
average, a drawdown that matches the late-2022 low. Those are numbers worth repeating for
emphasis.

Here is the part that keeps this from being a catastrophe. That same high-beta momentum basket
is STILL up about 16% for the year after peaking near +60%. This is a violent give-back of an
enormous gain, not a wealth-destroying collapse. The single-stock casualties show where the
crowd was hiding: in semiconductors.

https://realinvestmentadvice.com/connect-now/
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It Is A Rotation, Not A Collapse

If money were fleeing the market, you would see it everywhere, but that is not the case. The equal-
weight S&P 500 fell less than half a percent on the week and printed a new all-time high midweek,
while defensive and cyclical value groups finished green. Energy led following the oil spike, and
real estate, staples, and financials all gained. That is not what a market top looks like. That is
capital rotating out of the most crowded corner and into everything else.

The leadership under the surface has quietly flipped. Look at what is working against what is
breaking, and the rotation is obvious. Security-software names like Palo Alto and CrowdStrike,
which benefit from AI adoption without the semiconductor bottleneck risk, are catching the bid
alongside energy and the banks. The mega-cap AI generals held up far better than the speculative
fringe, with Nvidia down under 4% and both Microsoft and Amazon actually positive on the week.
The pain was surgical, not broad.
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What Actually Broke The Trade

Four forces hit at once, which is why the move was so violent; the setup was a positioning problem.
Momentum had been the undisputed king of 2026, and nearly everyone owned it, leaving no
marginal buyer when selling started. The trigger came from leverage. In Asia, single-stock
leveraged ETFs on names like SK Hynix had ballooned, and when the underlying prices dipped,
those funds were forced to sell to maintain their 2x exposure, which fed a self-reinforcing unwind.
Korea moved to halt new listings of these products midweek.

On top of that, China?s Kimi K3 release cracked the assumption that US AI leadership was
unassailable, and the oil spike from renewed Iran tensions revived a macro risk the momentum
crowd had stopped pricing. The June index-rebalancing that had provided a price-insensitive buyer
for winners like SpaceX and Marvell was gone. Take away the buyer, add forced sellers, and you
get a washout.

The lesson of every crowded-trade unwind is the same. The factor that leads on
the way up leads on the way down, and the exit door is always narrower than the
entrance.

Goldman?s own desk offers a hopeful footnote. Once the momentum factor drops more than 20%
in a month, forward returns have tended to be positive, with a median gain near 4% over the
following week and close to 6% over the following month. The path is rarely smooth, and next
week?s reports are the swing factor. Notably, a violent factor unwind is often closer to an
opportunity than to the start of a bear market. Yes, that is an optimistic case, but it is a real one to
consider given the rash of negative headlines this past week.
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The Earnings-Quality Problem Underneath The Rally

There is a deeper issue that the momentum crowd has been willing to ignore, and it goes to the
quality of the earnings that are holding up the AI trade. Take Alphabet?s blockbuster first quarter.
The headline was a record, but tens of billions of it came from mark-to-market gains on private
stakes in Anthropic and SpaceX, not from the operating business. Stripping the paper gain would
have caused the estimate to be missed. That is not a one-off quirk. Across the hyperscalers, a
wave of AI capital spending is being depreciated over long schedules that assume these chips and
data centers will earn their keep for years, thereby inflating near-term margins and quietly deferring
the true cost.

We walked through that dynamic in&#2013266080;Capex Spending On AI Is Masking Economic
Weakness, and it is the reason next week?s reports carry so much weight. The moment the
market decides to pay for cash flow and earnings quality rather than capex headlines, the most
crowded and most expensive names carry the most risk. Momentum had been priced for
perfection. Perfection is an expensive thing to own the moment the story starts to wobble.

Why There Could Be More To Go

It helps to separate two ideas. The momentum meltdown is the event, and the violent two-week
repricing we just lived through. The momentum shift is the bigger thing, a change in market
leadership away from the narrow band of high-beta and semiconductor names that carried 2026
and toward the broad market underneath. The first can end in a week. The second is a process,
and history says leadership changes take months to resolve, not days. That distinction
applies to patience here, and it is why I think more air can still come out before this is finished.

The math tells you why the shift may not be over. As discussed above, following the worst two
weeks since 2009, the high-beta momentum basket is still up about 16% on the year. That is the
give-back of a parabola, not a full reset. Positioning has been reduced, but it has not capitulated,
and not a single US semiconductor is even oversold yet on a 14-day RSI basis. Washouts of this
scale rarely resolve in one clean flush. They tend to arrive in waves, with sharp relief rallies that
pull money back in right before the next leg lower.

The healthy read is that the average stock is doing fine while the crowd unwinds. The cautious read
is that the unwind still has fuel in the tank. This is because the crowd is sitting on a full year of
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gains it may yet decide to protect. Both can be true at once. That tension is exactly why the tape
has felt so violent under a calm surface.

The Macro Has Turned Against The Trade

Here is where this week?s other headline matters. In&#2013266080;Inflation Will Be A Thing Of
The Past, we covered Kevin Warsh?s first testimony to Congress. The message was not what a
momentum trader wants to hear. Warsh told lawmakers the Fed has ?no tolerance for persistently
elevated inflation.? He also pointedly refused to offer forward guidance, arguing that published
projections only breed confirmation bias. June CPI actually showed prices falling 0.4% on the
month, and yet the committee is still split on the odds of a rate hike in September, not a cut.

Now read that against this week?s tape. Oil just jumped roughly 14% on renewed Iran tensions,
which threatens to undo the very disinflation that gave Warsh room to sound patient. A hawkish
Fed with no rate cut on the horizon and no forward guidance to lean on is the opposite of the
backdrop that inflated the momentum trade in the first place. The most expensive, longest-
duration growth names need falling rates and easy liquidity to justify their multiples. Right
now, they are getting neither, and policy uncertainty alone widens the risk premium the
market demands to hold them.

None of this is a forecast of a bear market. It is a reminder that a leadership shift, once it begins,
usually runs longer and further than the first move suggests. Here are both sides of the ledger, laid
out honestly.

Weigh the calendar, too. We noted previously that the risk of a larger market correction
&#2013266080;(5-10%)&#2013266080;is highest in August through October. That is particularly
true given the upcoming mid-term elections. Those three months are historically the weakest
stretch of the year anyway. However, the election uncertainty adds to that risk, and this unwind is
landing right as we walk into it. That does not mean you sell everything and hide. It means you
respect the shift. Therefore, keep tight risk controls on the crowded names, and let the earnings
and the tape confirm the next move.

What Should Investors Do Now
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This is a moment for discipline, not heroics. The rotation is healthy but not finished. Next week?s
reports will determine whether the momentum names have found a floor. As we laid out last week
in&#2013266080;The Dollar Narrative Has Turned, the play into late July is to lean toward the
washed-out mega-cap leaders rather than the extended names, and to define the exit at the
earnings dates themselves. If Alphabet and the others confirm the capex and cash-flow worries
when they report, you sell and move on. If estimates hold, the oversold snapback has room to run.

Keep capital preservation first. An index sitting on its 50-day with a neutral RSI is neither a
screaming buy nor a screaming sell. It is a market telling you to rebalance, tighten your stops
on the crowded names, and let the earnings do the talking. The momentum meltdown was a
warning shot about what happens when everyone owns the same thing at the same time. The
momentum shift it kicked off is the story that matters now, and it likely has further to run.

Trade accordingly.

?? From Lance?s Desk

This week?s&#2013266080;#MacroView&#2013266080;blog examines the doom feed claiming
home affordability has locked a generation out. The math on the payment you actually write says
something the headlines won?t.
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Also Posted This Week:

? Watch & Listen

The bigger story is happening beneath the surface. Leadership rotated sharply as investors sold
semiconductor stocks despite ASML?s earnings. With the semiconductor sector breaking below
key technical support, investors should watch closely to see whether this is simply a healthy
consolidation or the beginning of a larger topping pattern.

[embed]https://www.youtube.com/watch?v=9PJPUe3i390[/embed]

Subscribe To Our YouTube Channel&#2013266080;To Get Notified Of All Our Videos

? Market Statistics & Analysis

Weekly technical overview across key sectors, risk indicators, and market internals

https://realinvestmentadvice.com/resources/blog/home-affordability-today-is-better-than-the-headlines/
https://bit.ly/2Tqetau


? Market & Sector X-Ray: Market Gains Ground

Semiconductor stocks continued to be under pressure this past week as money rotated
to other areas of the market with Energy, Financials, Real Estate and Staples caught
the flows with International, Technology, Industrials and Discretionary more oversold.

https://simplevisor.com/home
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? Technical Composite: 77.09 ? Still Bullish But Easing

The technical condition eased last week as semiconductors and momentum names
came under pressure. While not at more extreme levels, the market is overbought
enough to continue limiting upside modestly over the next few weeks.

? Fear/Greed Index: 79.65 ? Greed Remains Elevated

Despite a bit of volatility last week, and pressure in the high beta and momentum
names, overall allocations and sentiment remain elevated particularly as professional
investor sentiment pushed sharply higher.
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? Relative Factor Performance

Last week we noted that the ?compression of factors has been evident?that clustering
will shake itself out sooner than later, and the opportunity will be in which factors start to
take the lead.? That occurred last week as the factors stretched back out with Low
Volatility, Value, and Quality gaining flows while Emerging Markets (via Semiconductor
exposure) and High Beta sold off.
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? MFBR Index (Money Flow/Breadth Ratio Indicator): 60% = Buy Zone

NEW! MFBR Index: The Money Flow Breadth Ratio (MFBR) model is a rules-based equity
allocation framework that uses weekly S&P 500 money flow data to generate buy, sell, and neutral
signals. The MFBR systematically adjusts portfolio equity exposure in response to the direction and
persistence of institutional capital flows. It aims to reduce drawdowns while capturing the majority
of market upside.

?As of July 17, 2026, with the S&P 500 at 7,457.69, the Money Flow Breadth Ratio
(MFBR) stands at 65% and rising. This places the indicator in BUY territory (60-70%),
triggering a BUY signal. The prior week reading was 65%, representing a 5% decline
over the trailing four weeks.

The model currently recommends increasing equity exposure aggressively, with a target
equity weight of 92%. This reflects a FLOW-OVERLAY OVERRIDE: the trailing 4-week
net dollar flow has swung sharply positive (>$300B) after a deeply negative prior 4
weeks, a historically strong contrarian buy signal.?
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? Sector Model & Risk Ranges

The market consolidation over the last month has slowly started reducing the more
extreme deviations in some sectors and markets. Over the past week, Energy,
Financials and Staples traded above thier historical monthly ranges while Technology
corrected along with Emerging Markets and Gold Miners. The market is going through a
correction via rotation.
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Have a great week.

Lance Roberts, CIO, RIA Advisors
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