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Verdict

Winning Hypothesis: The market narrative is overly focused on the temporary earnings improvement in the Al sector,
underestimating the severity of 'lack of demand' signaled by the 55.2% plunge in UMCSENT. While ICSA (Initial Jobless
Claims) remains stable, this merely reflects labor market rigidity (a lagging indicator). The sharp decline in consumer
sentiment already indicates a contraction in real purchasing power, which will lead to inventory buildup and declining
corporate profit margins. If the Fed delays rate cuts due to persistent high inflation (CPIAUCSL), the elevated valuations
in the Al sector could collapse due to rising real rates, even if T10Y2Y (Treasury spread) remains positive. This scenario
points to 'Stagflation,' suggesting the market is mispriced.

Market participants believe that strong earnings in the Al semiconductor sector, led by Nvidia, remain
the sole driver capable of propelling the Nasdaq (NDX) despite the high-rate environment, while
consumer sentiment indicators like UMCSENT 55.2 are viewed as temporary psychological dips. As the
Fed's hawkish stance solidifies, real rates rise; however, optimism prevails that the Al industry,
perceived as 'essential infrastructure,’ will continue to attract capital inflows.

However, market optimism underestimates a critical data point: UMCSENT (55.2) has remained below the 50
recession threshold for an extended period, signaling a contraction in underlying domestic demand. This
suggests an increasing risk of inventory accumulation due to weak consumption, even as INDPRO (102.99)
remains flat. Notably, the NDX's 5.46% gain over the past month indicates that Al momentum is temporarily
offsetting valuation downside pressure in a high-rate environment (US10Y at 4.67%, up 5.47% over 3 months).
Meanwhile, the rise in copper prices (COPPER, up 12.97% over 6 months) reflects sector-specific polarization
rather than broad-based industrial demand. The robust leading indicator UMCSENT at 55.2 increases the
probability of a transition to actual economic contraction, and any delay in Fed rate cuts could become a
decisive factor in collapsing the high valuations of the Al sector.

Action: Underweight NDX and overweight GOLD
Invalidation: If UMCSENT rebounds above 58.0 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Persistent High Inflation and Hawkish Fed, Al Semiconductor-Led Market Divergence, Korean Won
Strength and Exchange Rate U-Turn

Dominant Narrative: Market participants anticipate the Fed's hawkish stance will persist ahead of the September
FOMC meeting, with rate cut expectations fading as inflation remains above target. While elevated consumer
sentiment at 55.2 (UMCSENT) and high inflation concerns are fueling fears of an economic slowdown, strong
earnings from Al semiconductor sectors like Nvidia have driven the Nasdaq up 1.57%, highlighting a sectoral
divergence in the market.

Reality: According to FRED data, as of July 2026, UMCSENT (Consumer Sentiment) has sharply declined to 55.2,
signaling a clear economic slowdown. Although ICSA (Initial Jobless Claims) remains relatively stable at 203,000,
rigidity in the labor market raises concerns. T10Y2Y (10Y-2Y Treasury Yield Spread) stays positive at 0.39%, indicating
that a recession signal is not yet definitive. However, with CPIAUCSL (Consumer Price Index) at 332.813, the high
inflation environment persists, suggesting the Fed's tightening stance will likely continue in the near term.




Hypotheses

A (Market Right)

The market narrative is trapped in the misconception that strong earnings in the Al semiconductor sector
guarantee a 'soft landing' for the broader economy, dismissing leading indicators like the UMCSENT plunge as
mere temporary fluctuations. The Fed's 'hawkish stance, focused solely on high inflation (CPIAUCSL 332.813)
and delaying rate cuts, inadvertently sustains liquidity supporting the Al sector's elevated valuations. This
suggests a 'golden time' where the Nasdaq (NDX) can continue rising before weakening consumer sentiment
(UMCSENT 55.2) transitions into an actual recession. In essence, the market interprets slowdown signals as
precursors to a soft landing, implying the optimism that Al momentum can sustain growth even in a high-rate
environment remains valid.

Market participants believe that strong earnings from the Al sector (e.g., Nvidia) are the sole engine capable of driving the broader
indices (NDX, SPX), treating consumer sentiment indicators like UMCSENT 55.2 as merely 'psychological' temporary declines. The
logic posits that as the Fed's hawkish stance solidifies, rising real rates will cool the economy, yet investment in the Al industry will
continue to attract capital as it is perceived as 'essential infrastructure.' Therefore, the current market rally is not a mispricing of

slowdown risks but reflects a 'sector rotation' phase where Al growth momentum takes precedence over macroeconomic
deceleration.

B (Market Wrong)

The market narrative is overly focused on the temporary earnings improvement in the Al sector,
underestimating the severity of 'lack of demand' signaled by the UMCSENT plunge to 55.2. Although ICSA (Initial
Jobless Claims) remains stable, this merely reflects labor market rigidity (a lagging indicator); the sharp decline
in consumer sentiment already indicates a contraction in real purchasing power, which will inevitably lead to
inventory buildup and declining corporate profit margins. If the Fed delays rate cuts by focusing solely on high
inflation (CPIAUCSL), the Al sector's high valuations could collapse due to rising real interest rates, even with
T10Y2Y (Treasury spread) in positive territory. This scenario points to 'Stagflation,' suggesting the market is
mispriced.

UMCSENT at 55.2 suggests a high probability of prolonged contraction below the 50 threshold, implying that consumer weakness
will directly transmit to industrial production (INDPRO) and corporate revenue. The Fed's continued tightening stance (high rates)
will sharply increase growth costs for the Al sector, exerting downward pressure on valuations. The market's rally based solely on 'Al

momentum' ignores the fundamental risk of 'lack of demand' in the macro economy. Therefore, current market prices fail to
adequately reflect the stagflation risk of coexisting recession and high inflation, and a significant correction is imminent.

Key Question: If UMCSENT (Consumer Sentiment) remains below 50 for two consecutive weeks at the 55.2 level, confirming a
contraction in real domestic demand, can the Al sector's earnings improvement drive further Nasdaq (NDX) gains in a high-
rate environment, or is a valuation correction inevitable due to a broader economic recession?

Tensions

While the market narrative attributes the Nasdaq's rise to strong Al semiconductor earnings, offsetting slowdown
concerns, macro data reveals a sharp drop in UMCSENT and persistent high inflation, simultaneously signaling
tangible recession risks and the likelihood of continued Fed tightening.
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Narrative: Sustained Al sector-led bull market and expectations of a soft landing

Reality: Clear signals of economic slowdown driven by sharp decline in consumer sentiment
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The narrative reflects fading rate cut expectations due to the Fed's hawkish stance and inflation worries. However,
leading indicators such as the sharp decline in UMCSENT to 55.2 suggest the economy has already entered a
slowdown phase, creating a policy dilemma between the timing and pace of potential rate cuts.
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Narrative: Maintenance of tightening stance and delayed rate cuts due to persistent inflati

Reality: Emerging need for early rate cuts amid economic slowdown signals such as plummet
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The exchange rate narrative interprets the Korean Won's strength and entry into the 1,300 range as a 'U-turn' and a
sign of resilience, maintaining optimism. In contrast, macro reality presents an unstable situation where adverse
factors such as delayed US rate cuts and sluggish Korean exports are being temporarily sustained only by market

supply and demand dynamics.
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Narrative: Continued won strength and exchange rate stabilization (maintained in the 1,300
Reality: Risk of renewed exchange rate volatility due to concerns over prolonged peak U.S
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NDX vs VIX — 5Y

NDX vs VIX — 6M (R? drop: 0.000)
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