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Verdict

Winning Hypothesis: The market is wrong: The rally in Al technology stocks is a 'bubble' masking weak domestic
demand (UMCSENT 55.2), while the modest stability in industrial production (INDPRO 102.99) signals inventory buildup
driven by lackluster consumption. The Fed's 'concerning' remarks suggest inflation has become structurally
entrenched, leading to higher real interest rates that simultaneously dampen consumption and investment,
culminating in a 'stagflation' scenario. The decline in the KRW/USD exchange rate (below 1,370) should be interpreted
not as dollar weakness but as a distorted form of 'flight to safety' driven by concerns over weak US domestic demand,
which will ultimately trigger a collapse in technology stock valuations and a market downturn.

The market perceives that strong performance in Al-related tech stocks, driven by Nvidia's record
earnings and a 29% growth in the foundry market, is forming a 'new growth paradigm' that offsets
high inflation and interest rate uncertainty. Optimism prevails, viewing the deterioration in consumer
sentiment (UMCSENT) as a temporary distortion from high prices, while robust industrial production
(INDPRO) and capital expenditure suggest a soft landing is assured.

However, market optimism underestimates a critical data point: UMCSENT (55.2) has remained below the 50
contraction threshold for an extended period, signaling a contraction in actual domestic demand. Despite
INDPRO (102.99) holding steady, this points to rising inventory accumulation risks due to weak consumption.
Notably, NDX's 3.54% decline over the past three months indicates that Al momentum is failing to withstand
valuation downward pressure in a high-rate environment (US10Y 3mo return +5.47%), undergoing correction.
Furthermore, the rise in copper prices (COPPER +12.65%) appears confined to Al infrastructure investment and
is insufficient to support overall domestic demand. The Fed's ‘concerning' remarks reflect fears of entrenched
inflation, suggesting a high probability of transitioning to a stagflation scenario where prolonged high rates
suppress both consumption and investment.

Action: Underweight NDX and overweight GOLD

Invalidation: If UMCSENT rises above 55.0 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Delayed disinflation and the Fed's cautious monetary policy stance, Tech-led market divergence
driven by strong Al semiconductor earnings, Strong dollar trend and KRW/USD exchange rate decline below 1,370

Dominant Narrative: While the Fed Chair's remarks describing inflation as 'concerning' sustain uncertainty around
the timing of rate cuts, strong performance in Al-related tech stocks, led by Nvidia's record earnings and a 29%
growth in the foundry market, is supporting equity markets. However, with consumer sentiment at UMCSENT 55.2,
elevated inflation is dampening consumption, leading markets to closely monitor whether a soft landing remains
feasible.

Reality: Industrial production remains moderately stable at INDPRO 102.99 (as of 2026-07), but consumer
sentiment has entered contraction territory at UMCSENT 55.2 (as of 2026-07), raising concerns about domestic
demand weakness. Although government bond supply-demand conditions have normalized with T10Y2Y at 0.39%
(as of 2026-08-28), initial jobless claims at 203,000 (as of 2026-08-22) indicate a gradual slowdown in the labor
market.




Hypotheses

A (Market Right)

The market is correct: Productivity gains from Al technological innovation and supply chain restructuring
(foundry growth of 29%) are forming a 'new growth paradigm' that offsets high inflation and interest rate
uncertainty. The contraction in UMCSENT (55.2) is merely a temporary distortion caused by inflationary
sentiment, while robust supply-side data from INDPRO (102.99) and ICSA (203,000) suggest that 'investment-
driven growth' is continuing rather than domestic demand. The Fed's 'concern' remarks are political rhetoric to
demonstrate inflation control intent; the actual timing of rate cuts will likely arrive faster than the market
expects due to the inflation-mitigating effects of expanded Al-related capital expenditure, validating the
technology-stock-centric upward narrative.

The market narrative correctly reflects that the economy's structure is being transformed by real productivity gains in the Al sector
(sustained INDPRO) and global supply chain expansion (foundry growth), rather than being misled by consumer sentiment
indicators (UMCSENT) alone. Nvidia's record earnings despite high interest rates demonstrate that corporate profitability is strong
enough to overcome interest rate sensitivity, signaling not a 'soft landing' but a 'structural growth transition.' Therefore, the

contraction in consumer sentiment is temporary, and the market's preemptive pricing of technology stocks as the dominant trend is
correct.

B (Market Wrong)

The market is wrong: The rally in Al tech stocks is a 'bubble' masking weak domestic demand (UMCSENT 55.2),
and the gradual stability in industrial production (INDPRO 102.99) is a precursor to inventory accumulation
driven by lack of consumption. The Fed's 'concerning' remarks suggest inflation has become structurally
entrenched, triggering a rise in real rates that simultaneously dampens consumption and investment,
completing a 'stagflation' scenario. The decline in the KRW/USD exchange rate (below 1,370) should be
interpreted not as dollar weakness, but as a distorted form of 'flight to safety' driven by concerns over US
domestic demand weakness, which will ultimately lead to a collapse in tech valuations and a market downturn.

The market narrative is fixated on overheated expectations in the Al sector, overlooking the critical signal that UMCSENT has
remained in the contraction zone below 50 for an extended period. The INDPRO figure likely reflects a state of 'supply glut' that does
not translate into consumption, while the stable level of ICSA indicates the labor market is in a 'flattening' phase just before
collapse. If the Fed's hawkish stance combines with high inflation pressures, consumption contraction will spill over into corporate
earnings (particularly in non-Al sectors), exerting downward pressure on the broader market (SPX). Therefore, the tech-centric
optimism represents a mispricing detached from macro realities (weak domestic demand + high inflation).

Key Question: If UMCSENT (Consumer Sentiment) remains in the contraction zone below 50 for more than two weeks, will the
gradual INDPRO (Industrial Production) figures shift to 'supply glut/inventory accumulation,' causing a sharp decline in
corporate inventory turnover, or will they lead to 'productivity improvements' driven by expanded Al-related capital
expenditure, thereby sustaining corporate profit margins?

Tensions

While robust Al semiconductor earnings and a tech-led rally narrative are supporting markets, the reality of weak
domestic demand due to depressed consumer sentiment (UMCSENT 55.2) and persistent inflationary pressures
introduces uncertainty regarding the feasibility of a soft landing.
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The Fed's 'concerning' inflation remarks and the narrative of delayed rate cuts are fueling a strong dollar trend,;
however, actual FX movements, including the KRW/USD rate falling below 1,370, reflect dollar weakness or KRW
strength, creating a divergence between narrative and reality.
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Contrary to the macro reality of moderately stable industrial production (INDPRO 102.99), market narratives are

excessively highlighting recession fears due to inflationary pressures and the risk of a failed soft landing.
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