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Verdict

Winning Hypothesis: The market is wrong: The 'energy crisis' narrative is exaggerated; current data indicates a 'growth
slowdown' phase, not 'stagflation’ or a 'financial crisis.' The fact that jobless claims (202k) remain well below the
threshold (250k) and the Treasury spread (0.51%) has turned positive proves that the labor market and financial system
remain resilient. The won't plunge and KOSPI's collapse are overreactions driven by temporary panic selling regarding
the Middle East war. As long as the Industrial Production Index (102.551) is maintained, the real economy's foundation
will not crumble. The Fed's rate freeze is a 'flexible wait' for gradual normalization after confirming inflation is
transitory, rather than 'higher for longer' indefinitely.

The market believes that energy supply chain disruptions and inflation resurgence fears caused by the
prolonged Middle East war will trigger 'real purchasing power destruction,’ accelerating stagflation.
Investors interpret the won't plunge and KOSPI's collapse as a structural crisis on par with a financial
crisis. They perceive the Fed's rate freeze as a signal of higher for longer rates and deepening
uncertainty, maximizing risk-off sentiment.

However, since the 'labor market collapse threshold (ICSA 250k)' set in the previous assessment has not been
met, the market's stagflation fear is judged to be an overreaction. The fact that ICSA remains below the
threshold at 202k and the 10Y-2Y Treasury spread has turned positive to 0.51% proves that the labor market
and financial system remain resilient. While the 38.33% surge in WTI and the drop in copper prices (-1.24%)
could be interpreted as stagflation signals, the real economy's foundation has not collapsed as long as the
Industrial Production Index (102.551) is maintained. The low in UMCSENT (56.6) is merely a stage of 'temporary
demand contraction' considering the lag effect of employment indicators. Therefore, the market is
underestimating the 'soft landing' scenario and overestimating 'fear.’

Action: Overweight SPX and reduce WTI short positions
Invalidation: If Initial Jobless Claims (ICSA) exceed 250k for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Middle East geopolitical risks and energy inflation, High exchange rates and structural weakness of
the Korean economy, Fed rate freeze and uncertainty

Dominant Narrative: Concerns over an inflation resurgence have intensified as the prolonged Middle East war
heightens energy supply chain instability. The Fed is maintaining its 'higher for longer' stance by freezing the
benchmark interest rate at 3.50-3.75%. Investors are strengthening risk-off sentiment, witnessing a sharp
depreciation of the won past 1,530 and the collapse of the KOSPI below the 5,100 level.

Reality: The real economy maintained an Industrial Production Index (INDPRO) of 102.551 as of February 2026, but
the Consumer Sentiment Index (UMCSENT) recorded 56.6, signaling a contraction in domestic demand. The labor
market remains relatively firm with Initial Claims (ICSA) at 202k as of March 28. While the 10Y-2Y Treasury spread
(T10Y2Y) has turned positive at 0.51%, easing recession fears, growth momentum is slowing.




Hypotheses

A (Market Right)

The market is right: The energy shock is accelerating stagflation through the 'destruction of real purchasing
power.' Current firm employment data (ICSA 202k) is merely a statistical illusion caused by 'wage inflation.' The
historical lows in consumer sentiment (UMCSENT 56.6) and stagnant industrial production are creating a 'lag
effect’ that will soon lead to a labor market collapse. The Fed's rate freeze is interpreted not as a defensive move
for the economy, but as a passive response to an inflation resurgence (energy supply chain collapse), signaling a
sharp contraction of the real economy due to higher for longer rates.

The market narrative is correct because it accounts for the 'lag' and 'distortion' of macro data. 1) Employment data (ICSA) reflects
past performance; there is a 1-2 month lag before consumption contraction caused by skyrocketing energy prices (WTI up 37.69%)
leads to corporate layoffs. 2) Consumer sentiment (56.6) and falling copper prices (-1.24%) preemptively reflect that demand
destruction is already underway. 3) The positive turn of the Treasury spread is interpreted not as easing recession fears, but as the

Fed admitting failure to control inflation and abandoning rate cuts (higher for longer). Thus, data that currently looks like a 'soft
landing' is an imminent signal of a 'hard landing.'

B (Market Wrong)

The market is wrong: The 'energy crisis' narrative is exaggerated; current data indicates a 'growth slowdown'
phase, not 'stagflation' or a 'financial crisis.' The fact that jobless claims (202k) remain well below the threshold
(250k) and the Treasury spread (0.51%) has turned positive proves that the labor market and financial system
remain resilient. The won't plunge and KOSPI's collapse are overreactions driven by temporary panic selling
regarding the Middle East war. As long as the Industrial Production Index (102.551) is maintained, the real
economy's foundation will not crumble. The Fed's rate freeze is a 'flexible wait' for gradual normalization after
confirming inflation is transitory, rather than 'higher for longer' indefinitely.

The market is wrong due to 'emotional overreaction' and 'errors in data interpretation.' 1) While rising energy prices dampened
consumer sentiment (UMCSENT), a firm labor market means consumption will adjust gradually rather than leading to sudden
demand destruction. 2) The positive turn of the Treasury spread means recession fears have dissipated; thus, the Fed's rate freeze is
a 'controlled high-rate' policy rather than deepening uncertainty. 3) The KRW/KOSPI decline is a liquidity contraction caused by risk-

off sentiment rather than a structural collapse of the macroeconomy. As long as industrial production holds, this is temporary.
Therefore, the market is underestimating the 'soft landing' scenario and overestimating 'fear.

Key Question: If ICSA (jobless claims) exceeds 250k within the next 4 weeks and a labor market collapse is clearly confirmed,
does it mean the energy shock has transitioned beyond 'temporary demand contraction' into 'real stagflation'?

Tensions

The market narrative fears an energy supply chain collapse and inflation resurgence due to the prolonged Middle
East war, maximizing risk-off sentiment. However, macro data suggests a 'soft landing' scenario where recession
fears are eased by declining jobless claims and a positive Treasury spread, though growth momentum has slowed.
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Narrative: Concerns over accelerating recession due to energy crisis and inflation resurgen
Reality: Easing recession fears and a growth slowdown phase due to a firm labor market an
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The narrative interprets the sharp won depreciation (past 1,530) and the KOSPI's break below 5,100 as a structural
crisis akin to a financial crisis, spreading the view that the exchange rate is uncontrollable. In reality, the production
base of the real economy remains solid, with the Industrial Production Index (102.551) holding steady as of
February 2026, creating a divergence from domestic demand contraction signals (Consumer Sentiment at 56.6).
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Narrative: Structural weakness of the Korean economy and fears of a recurring financial cri
Reality: Solid real economy base due to maintained industrial production, but slowing gro
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Investors perceive the Fed's rate freeze as a signal of 'higher for longer' and deepening uncertainty, expecting
increased volatility. However, with the 10Y-2Y spread turning positive at 0.51%, the Fed's policy can be interpreted
as a flexible response to prevent a recession.




Narrative: Negative signal that the Fed's rate freeze implies higher for longer rates and d
Reality: Easing recession fears and entry into a growth slowdown phase through the positi
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