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Verdict

Winning Hypothesis: The market is wrong. Optimism driven by 'partial' strong earnings from Nvidia is masking
'‘consumption contraction' across the broader real economy. UMCSENT at 49.5 indicates entry into the contraction zone
below 50, reflecting genuine demand absence. Persistently high initial jobless claims (203,000) demonstrate that labor
market rigidity remains unresolved, signaling a transitional shift from 'Soft Landing' to 'Hard Landing' rather than 'No
Landing' The market has overly optimistically interpreted the Fed's rate hold, leading to excessive pre-pricing
(Overpricing) in risk assets (NDX, SPX). Should weakening consumer sentiment trigger downward earnings revisions, a
valuation collapse becomes inevitable.

The market anticipates sustained strength in the semiconductor sector, driven by Nvidia's strong
earnings and the Al supercycle. It relies on the 'Soft Landing' scenario, underpinned by expectations of
a Fed rate pause at year-end (80%). This optimistic narrative interprets the positive Treasury spread
inversion (0.47%) as a signal that recession fears have subsided, leading to reduced safe-haven
demand and sustained buying pressure in risk assets.

However, market optimism underestimates a critical data point: UMCSENT (Consumer Sentiment) has fallen
below 50 to 49.5, entering a contraction zone, indicating a contraction in actual domestic demand. This
contrasts with INDPRO (Industrial Production) maintaining robust growth at 102.99 and the T10Y2Y (Treasury
Spread) turning positive, suggesting a 'lack of demand' where production activity is not translating into final
consumption. Furthermore, the 3-month decline of NDX by -2.28% demonstrates that Al momentum is failing
to withstand valuation downward pressure in a high-rate environment. Additionally, ICSA (Unemployment
Claims) remaining elevated at 203,000 indicates that labor market rigidity persists, weakening consumer
spending power. Therefore, the temporary outperformance of the Al sector is insufficient to mask recession
signals in the broader real economy; if contracting consumer sentiment leads to downward earnings revisions,
the risk of a valuation collapse is likely to materialize.

Action: Underweight NDX and overweight GOLD
Invalidation: If UMCSENT recovers above 50 for two consecutive weeks

Macro Picture

Regime: expansion
Key Themes: Al-driven semiconductor supercycle, Fed rate hold expectations and Jackson Hole meeting,
Geopolitical risks and rising energy prices

Dominant Narrative: Nasdaq rose 1.57% on strong Nvidia earnings, sustaining semiconductor sector
outperformance. Market participants are betting on a Fed rate hold through year-end (80% of experts), reinforcing
confidence in the 'Soft Landing' scenario and easing safe-haven demand.

Reality: Industrial production (INDPRO) at 102.99 maintains growth, but consumer sentiment (UMCSENT) hit a low
of 49.5, raising concerns about consumption contraction. Although the Treasury yield curve (T10Y2Y) inverted to
0.47%, signaling recession risks have faded, initial jobless claims (ICSA) at 203,000 indicate persistent labor market
rigidity.

Hypotheses

A (Market Right)




The market narrative is correct. The Al supercycle, led by Nvidia, is driving a productivity revolution beyond
mere sectoral boom. As long as real purchasing power remains intact (initial jobless claims at 203,000) and
consumer sentiment (UMCSENT) bottoming out is merely a temporary psychological contraction, a 'Soft
Landing' will be realized. The Fed rate pause expectation is a rational response to front-running inflation
slowdown data, while the Treasury spread inversion reversal (0.47%) confirms the disappearance of recession
signals, validating the market's risk-on sentiment fundamentally.

Industrial production (INDPRO) maintaining growth at 102.99 and the Treasury spread reversal suggest market fears of an imminent
recession are exaggerated. Consumer sentiment at 49.5 is a psychological indicator; as long as initial jobless claims do not exceed

250,000, there is no substantive labor market collapse. Furthermore, the Al-driven growth momentum possesses sufficient power to
offset valuation downside pressure even in a high-rate environment.

B (Market Wrong)

The market is wrong. The 'partial' optimism surrounding Nvidia's strong earnings is masking the 'contraction in
consumption' across the broader real economy. UMCSENT at 49.5, having entered the contraction zone below
50, signifies a tangible absence of demand. Persistently high initial jobless claims (203,000) indicate that labor
market rigidity remains unresolved, representing a transitional signal shifting from 'Soft Landing' to 'Hard
Landing' rather than 'No Landing'. The market has overly optimistically interpreted the Fed's rate pause, leading
to excessive pre-pricing (Overpricing) in risk assets (NDX, SPX). Should weakening consumer sentiment trigger
downward earnings revisions, a valuation collapse becomes inevitable.

Consumer sentiment (UMCSENT) remaining in the contraction zone (below 50) confirms that domestic consumption contraction has
materialized, which is insufficient to support the broader market index despite strength in the Al sector. Persistently high initial
jobless claims at 203,000 suggest ongoing labor market rigidity, weakening consumers' purchasing power. While the inversion of the
Treasury yield curve has reversed, this does not signal the disappearance of recession risks; rather, it reflects the gradual
progression of an economic slowdown amid a prolonged high-rate environment. The market's 'Soft Landing' scenario remains
disconnected from the data.

Key Question: Whether initial jobless claims (ICSA) will exceed 250,000 within the next two weeks, accelerating labor market
collapse, or whether consumer sentiment (UMCSENT) will rebound above 50, signaling a recovery in consumer confidence.

Tensions

While the optimistic narrative around Nvidia's strong earnings and the semiconductor supercycle persists, the
consumer sentiment index at 49.5 highlights a clear contraction in real-economy consumption.
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Narrative: Confidence in the Soft Landing scenario driven by Al-led growth and expectations
Reality: Concerns over domestic consumption contraction due to a sharp drop in consumer s
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Market participants are confident in a year-end Fed rate hold, easing safe-haven demand; however, despite the
Treasury yield curve inversion, rising jobless claims and other labor data still signal lingering economic slowdown
risks.
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Narrative: Risk-on sentiment fueled by expectations of a Fed rate pause (80%) and declining

Reality: Uncertainty regarding whether rising initial jobless claims (203,000) signal lab
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Amid a dominant narrative of global equity gains and a weaker dollar, the KRW/USD rate breaking 1,300 and the
Bank of Korea's call for 'stronger won' have heightened domestic currency volatility and policy tensions.

. )
0.50

Narrative: Emerging market currency strength narrative amid expectations of a weaker USD an
Reality: Exchange rate policy tensions as the KRW/USD rate remains in the 1,380 range and
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