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Key points:  

●​ Financials, real estate, and healthcare remain the market's strongest leadership 
groups 

●​ Technology continues to fade as trend conditions worsen 
●​ Most thematic equities are exhibiting increasingly bearish technical characteristics 

Favorable trends hold steady across financials, real estate, 

and healthcare  

Last week, we conducted a comprehensive review of sector, industry, and sub-industry 
rankings, providing a top-down assessment of market leadership based on index trends. 
Today, we complement that analysis with a bottom-up assessment of individual stocks, 
examining the underlying trends  to determine whether they reinforce the existing 
leadership picture, reveal new areas of emerging strength, or show signs of deterioration. 
 
Our ranking methodology incorporates several trend and relative trend metrics, each 
assigned a specific weight. Dual Trend signals (short- and long-term) represent 30% of the 
total score, Trend Composites contribute 20%, and Relative Trend Composites account for 
another 20%. Additional inputs include the number of 2-month relative highs (10%), 
distance from the 252-day high (10%), and the 126-day Relative Ratio Rank (10%). The 
resulting composite score ranges from 0% to 100%, with higher scores indicating stronger 
overall technical leadership. 
 
Similar to the index rankings, the bottom-up analysis identifies financials, real estate, and 
healthcare as the market's leading sectors. Technology continues to weaken, slipping below 
the traditionally defensive consumer staples sector in the rankings. Meanwhile, with crude 
oil rallying on renewed tensions with Iran, it will be worth watching whether energy begins 
to improve in the weeks ahead. 
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Across the sub-industry rankings, two trends stood out. First, oil and gas refining & 
marketing stocks have surged as the crack spread has widened, a development that 
typically supports expanding refining margins. Second, the human resources and 
employment services group has strengthened, with five of its eight companies now 
exhibiting bullish short- and long-term dual trend signals. 
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While refiners have been strong beneficiaries of the recent surge in crack spreads, we 
would be hesitant to chase the group at current levels. Their 63-, 126-, and 252-day 
rate-of-change spreads versus the S&P 500 now rank in the 97th, 100th, and 98th 
percentiles compared to all data since the 1950s. 
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The human resource & employment services group has experienced a sharp improvement 
recently, lifting its 63-day rate-of-change spread rank to the 99th percentile. Despite the 
strong short-term momentum, longer-term returns remain depressed, suggesting 
additional mean reversion may still lie ahead. We like the risk/reward profile of this setup, 
particularly in the current environment where breakouts have struggled to sustain their 
gains. 
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The following table highlights the top 50 stocks in the S&P 1500 based on the ranking 
methodology described above. Consistent with the broader rankings, financials and real 
estate continue to stand out as areas of strength. Interestingly, Apple ranks third overall, 
perhaps reflecting investor preference for a mega-cap technology company that has 
avoided the significant AI-related capital expenditure increases seen across the 
hyperscalers. 
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When managing a portfolio, what you choose not to own can be just as important as what 
you choose to own. Based on our current framework, we would avoid the following stocks.  
Perhaps most surprising, Kratos Defense, a former holding, ranks at the bottom of our S&P 
1500 rankings despite its exposure in high-growth defense themes such as drones, 
hypersonics, and space systems. 
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Speaking of thematic trends, our ranking system continues to show cybersecurity as the 
dominant theme. Interestingly, cloud computing and financial technology, two areas that 
had been under pressure for an extended period, have recently improved within the 
rankings. 
Broadly speaking, only 42 stocks, or 16% of the thematic universe, currently exhibit a 
bullish short- and long-term dual trend buy signal. This relatively low reading highlights 
the current environment, where investors appear less willing to commit capital to more 
speculative areas of the market. 

 

The space ETF (UFO) provides a good example of how quickly thematic stocks can reverse 
when investors rotate away from speculative stocks. 
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For reference, the following table highlights the top 50 stocks in our thematic universe 
based on our proprietary ranking methodology. 
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The top-ranked stock, ACI Worldwide, is approaching a potential breakout from an 
extended basing formation. 

 

Note: We will post the complete rankings and analysis in Slack.  
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What the research tells us... 

While our proprietary stock rankings reflect a much more balanced market, with favorable 
trends emerging  across financials, real estate, and healthcare, and our broad market 
models remain supportive, we believe the current environment calls for patience. Rather 
than chasing stocks higher, investors should focus on managing existing positions and 
waiting for more attractive risk/reward opportunities to develop in beaten-down areas 
that are beginning to show signs of improvement, such as human resources and 
employment services. We suspect a more favorable setup could emerge as we move into 
the fall, with our primary focus remaining on AI beneficiaries and whether an oversold 
condition creates an opportunity to rebuild exposure that was previously reduced. 
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