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KEY DEVELOPMENT THIS WEEK IS INFLATION IS
RESUMING FALLING 'LIKE A ROCK.' AI TRADE
UNDER PRESSURE BUT MUCH OF IT MAY BE
TECHNICAL DUE TO MARGIN CALLS, WHILE THE
FUNDAMENTALS REMAIN STRONG.

Thomas Lee, CFA
HEAD OF RESEARCH

VIDEO: The big stories this week are the continued selling in Korea/AI stocks
and the downside surprise in CPI and PPI.  In our view, the more important is
the downside reading on inflation as this sets the stage for bond markets to flip
from hawkish to dovish Fed.  As for AI, we think margin call-related selling is
likely at play, but the fundamentals remain intact (duration: 4:15).
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So far the S&P 500 is down slightly for the week (-0.32%) and up modestly month to
date (+0.5%). But as we highlighted earlier this week, this masks far greater
dislocations taking place in AI, bottleneck groups, Korea and thematic areas of the
market.

The best place to start is the Korean stock market and stocks like SK Hynix. The
Kospi is down -20% month to date. And this decline has triggered a substantial
number of margin calls. According to Goldman Sachs, this is 1.2 million brokerage
accounts. But this is a staggering share. This is probably 5% to 10% of those
accounts, as Korea only has 34 million people over age 18.
This is the risk of leverage and something to be mindful of is that US margin debt
gained +54% YoY. And since 1960, any rise over 50% YoY has been followed by a
period of consolidation in the broader market as firepower needs to be
replenished. A specific cohort of investors employ margin debt, and thus, this
group is subject to margin calls if the AI, quantum, space, high beta trades
continue to come under pressure.
That said, we think the most significant development this week is the downside
readings in the June Core CPI and Core PPI reports. This validates, in our view,
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that inflation is falling like a rock.
June Core CPI was -0.02% for the month, or deflation. This is the first deflation
print since COVID. So this is a significant development:

- only 7 of 108 items had enough "inflation" to contribute to higher CPI

- shelter, the largest component of inflation came in at +0.11% MoM

- that is the lowest reading since COVID
Since COVID, Shelter has been the largest contributor to inflation and is 45% of
the inflation basket. On a real-time basis, shelter inflation peaked a few years ago.
But due to the methodology of CPI, the imputed shelter component was elevated
for years.
This is now reversing for shelter:

- the MoM has been falling steadily (see chart)

- the YoY now sits below the 40-year average at 3.28% vs 3.36%

- this should continue to fall on a YoY basis
Thus, unless wages soar or war-related costs can push the other 40% of Core CPI
higher, we see the underlying drivers of inflation to be weakening.
This is positive because we expect this to ultimately influence the Fed. And we
believe the bond market is overly hawkish pricing in 1 hike in 2026. We think there
is even a chance the Fed could cut rates in 2026.
But yields are rising. This is something Mark Newton, our Head of Technical
Strategy, expects. Mark sees yields pushing above 4.7% near-term. There are
multiple reasons for US 10-yr yields to be rising:

1. Large US deficit = debt issuance

2. AI infrastructure build financed via bond markets

3. Inflation could resurface

4. Global yields are rising

5. Could be technical per Mark Newton

6. Fed to reduce balance sheet = upward pressure on yields
But the real level to watch is 5%. Since 1930, yields above 5% are associated with
negative correlation with P/E. That is, higher yields mean lower P/E.
This week we have important inflation metrics with the June CPI on Tuesday and
the June PPI on Wednesday, as well as Warsh's testimony to the House and
Senate on Tuesday and Wednesday:
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- 7/14 Tue 6:00 AM ET: Jun Small Business Optimism Survey    97.4 vs 95.50e

- 7/14 Tue 8:30 AM ET: Jun Core CPI MoM    -0.02% vs 0.26%e

- 7/14 Tue 10:00 AM ET: Warsh Testifies at House Financial Serv. Committee

- 7/14 Tue 4:00 PM ET: May Net TIC Flows    $132.2b

- 7/15 Wed 8:30 AM ET: Jun Core PPI MoM    0.20% vs 0.33%e

- 7/15 Wed 8:30 AM ET: Jul Empire Manufacturing Survey    15.6 vs 9.2e

- 7/15 Wed 10:00 AM ET: Warsh Testifies Before Senate Banking Committee

- 7/15 Wed 2:00 PM ET: Jul Fed Releases Beige Book   

- 7/16 Thu: July Macro Update & Top Stock Ideas Webinar

- 7/16 Thu 8:30 AM ET: Jun Retail Sales    0.2% vs 0.2%e

-7/16 Thu 8:30 AM ET: Jul Philly Fed Business Outlook    41.4 vs 12.5e

- 7/16 Thu 10:00 AM ET: Jul NAHB Housing Market Index    34 vs 35e

- 7/17 Fri 10:00 AM ET: Jul P U. Mich. 1yr Inf Exp    4.5%e
Next week is a light week in terms of Macro Data:

- 7/23 Thu 8:30 AM ET: Jun Chicago Fed Nat Activity Index   

- 7/23 Thu 11:00 AM ET: Jul Kansas City Fed Manufacturing Survey   

- 7/24 Fri 9:45 AM ET: Jul P S&P Global Manufacturing PMI   

- 7/24 Fri 9:45 AM ET: Jul P S&P Global Services PMI   

- 7/24 Fri 10:00 AM ET: Jun New Home Sales    600ke

BOTTOM LINE: Crypto, MAG7, Software, Small-caps lead since Iran War

We continue to see a 3-phase market in 2026. We believe we are still in this rising
phase, and our original aspirational target was 7,300. We are above this level
currently. We are not yet cautious, as we still see impressive market resilience, this
week being an example. While oil and rates are near highs, equities are still
managing to show resilience.

We continue to favor the following sectors:

MAG7 & Bitcoin & Ethereum $MAGS $IBIT $ETHA $SMH $DRAM
Industrials -> "bullet makers" $XLI
Financials: Large-cap and regional banks $XLF $KRE
Small-caps $IWM
Energy/Basic Materials $XLE $XLB
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Part I: 47 Large-cap Core Ideas: Updated list is below

Large-Cap Core Stock Ideas are large-cap stocks that appear in multiple of our
investment strategies.
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Consider these stocks our top stock picks and thus, the higher quality ideas.

Source: Fundstrat, Bloomberg

The Current Large-cap Core List as of 5/21/2026 is as follows:

Communication Services: $$ECHO, $$GOOGL, $$META, $$NFLX

Consumer Discretionary: $$AMZN, $$TJX, $$TSLA

Consumer Staples: $$COST, $$MNST, $$PM, $$WMT

Energy: $$OKE, $$TPL

Financials: $$AXP, $$BNY, $$GS, $$HOOD, $$JPM, $$PNC

Health Care: $$LLY, $$MRK, $$UNH

Industrials: $$CAT, $$DE, $$ETN, $$GE, $$GEV, $$NOC, $$PWR, $$TT, $$UNP
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Information Technology: $$AAPL, $$AMD, $$ANET, $$AVGO, $$CDNS, $$KLAC,
$$MSFT, $$MSTR, $$NOW, $$NVDA, $$ORCL, $$PLTR

Materials: $$APD, $$CF, $$PKG

Utilities: $$VST

Part II: 64 SMID Core Ideas: Updated list is below

SMID Core Ideas are small and mid-cap stocks that appear in multiple of our
investment strategies.

We believe SMID Core List could benefit from the multiple themes and secular
tailwinds.
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Fundstrat, Bloomberg

The Current SMID Core List as of 5/27/2026 is as follows:
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Communication Services: $$ECHO, $$RDDT, $$TIGO

Consumer Discretionary: $$DKS, $$DPZ, $$SGI, $$SN

Consumer Staples: $$BG, $$ELF

Energy: $$CCJ, $$DINO, $$DTM, $$UUUU, $$WFRD

Financials: $$ALLY, $$EWBC, $$GLXY, $$SOFI, $$WAL

Health Care: $$EXEL, $$HALO, $$NBIX, $$NTRA, $$UTHR

Industrials: $$AVAV, $$BE, $$BWXT, $$CRS, $$CW, $$DY, $$ENS, $$FIX, $$HII,
$$IESC, $$KTOS, $$MLI, $$MOD, $$NXT, $$QXO, $$RKLB, $$STRL, $$VMI,
$$WTS
Information Technology: $$CRDO, $$FN, $$FSLR, $$IONQ, $$LSCC, $$LITE,
$$MDB, $$NBIS, $$ON, $$P, $$PATH, $$RIOT, $$RMBS, $$SANM, $$TMI, $$ZETA,
$$ZM
Materials: $$ALB, $$MP, $$RGLD
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Source: X.com
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Source: X.com
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Source: X.com
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Source: X.com
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Key Incoming Data July:

7/1 9:45 AM ET: Jun F S&P Global Manufacturing PMI Tame
7/1 10:00 AM ET: Jun ISM Manufacturing PMI Tame
7/2 8:30 AM ET: Jun Non-Farm Payrolls Tame
7/2 10:00 AM ET: May F Durable Goods Orders Tame
7/6 9:45 AM ET: Jun F S&P Global Services PMI Tame
7/6 10:00 AM ET: Jun ISM Services PMI Tame
7/7 8:30 AM ET: May Trade Balance Tame
7/8 2:00 PM ET: Jun FOMC Meeting Minutes Dovish
7/9 10:00 AM ET: Jun Existing Home Sales Tame
7/14 6:00 AM ET: Jun Small Business Optimism Survey Tame
7/14 8:30 AM ET: Jun CPI Tame
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7/14 4:00 PM ET: May Net TIC Flows Tame
7/15 8:30 AM ET: Jun PPI Tame
7/15 8:30 AM ET: Jul Empire Manufacturing Survey Tame
7/15 2:00 PM ET: Fed Releases Beige Book Tame
7/16 8:30 AM ET: Jun Retail Sales Data Tame
7/16 8:30 AM ET: Jul Philly Fed Business Outlook Tame
7/16 10:00 AM ET: Jul NAHB Housing Market Index Tame
7/17 10:00 AM ET: Jul P U. Mich. Sentiment and Inflation Expectation
7/23 8:30 AM ET: Jun Chicago Fed Nat Activity Index
7/23 11:00 AM ET: Jul Kansas City Fed Manufacturing Survey
7/24 9:45 AM ET: Jul P S&P Global Services PMI
7/24 9:45 AM ET: Jul P S&P Global Manufacturing PMI
7/24 10:00 AM ET: Jun New Home Sales
7/27 8:30 AM ET: Jun P Durable Goods Orders
7/27 10:30 AM ET: Jul Dallas Fed Manuf. Activity Survey
7/28 9:00 AM ET: May S&P Cotality CS 20-City MoM SA
7/28 10:00 AM ET: Jul Conference Board Consumer Confidence
7/28 10:00 AM ET: Jul Richmond Fed Manufacturing Survey
7/29 2:00 PM ET: Jul FOMC Decision
7/30 8:30 AM ET: 2Q A GDP
7/30 8:30 AM ET: Jun PCE Deflator
7/31 8:30 AM ET: 2Q Employment Cost Index
7/31 10:00 AM ET: Jul F U. Mich. Sentiment and Inflation Expectation

Economic Data Performance Tracker 2026:
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Economic Data Performance Tracker 2025:
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Economic Data Performance Tracker 2024:
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Economic Data Performance Tracker 2023:
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