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Verdict

Winning Hypothesis: The market narrative is flawed. Employment data (ICSA 20.6K) reflects an illusion of 'delayed
slowdown' in the labor market, while the sharp decline in consumer sentiment (UMCSENT 55.2) signals a structural
crisis indicating a collapse in real purchasing power. The convergence of the 10-year minus 2-year Treasury spread
(0.41%) serves as a powerful leading indicator warning of a transition to recession (Hard Landing) rather than a soft
landing; growth in industrial production (INDPRO) is merely due to inventory buildup or temporary factors. The market
is overly focused on the surface narratives of 'Al demand' and 'strong employment,' underestimating the contraction in
real consumption and the lagged effects of interest rate policy. The September equity rally is likely the final surge before
a downturn (Bear Market Rally).

Market participants are optimistic about a 'Soft Landing' scenario, driven by strong August
employment data (ICSA 206,000) and earnings growth centered on the Al sector. Despite concerns over
a 'higher-for-longer' interest rate regime following the dashed expectations for a September Fed rate
cut, the equity rally and low volatility (VIX 14.53) reinforce the narrative that labor market resilience
will prevent a real economy contraction.

However, market optimism underestimates the severity of domestic demand contraction signaled by
consumer sentiment (UMCSENT 55.2) and the Treasury spread (T10Y2Y 0.41%). UMCSENT at 55.2 represents a
historical low, signaling structural slowdown indicative of collapsing real purchasing power. Meanwhile,
T10Y2Y at 0.41% is near inversion, posing a significant risk as a powerful leading indicator of past recessions
(Hard Landing). Employment data (ICSA 206,000) is a lagging indicator reflecting past performance; ignoring
the sharp decline in current consumer sentiment and warnings from leading indicators while remaining
optimistic about a 'higher-for-longer' rate environment is risky and could trigger a sharp downward
adjustment in asset prices. Specifically, the sluggish performance of the Nasdaqg 100 (NDX) (+0.44% over 3
months) reveals the limits of the Al narrative, suggesting that the September equity rally is likely a final pre-
recession surge (Bear Market Rally).

Action: Aggressively expand NDX short positions and underweight SPX
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Sticky inflation and concerns over delayed rate cuts, Consumer sentiment contraction amid strong
employment (UMCSENT 55.2), Coexistence of semiconductor Al demand and geopolitical risks

Dominant Narrative: August employment data significantly outperformed expectations by threefold, dispelling
market expectations for a September Fed rate cut. Meanwhile, the 10Y-2Y Treasury spread narrowed to 0.41%,
signaling recession risks. Market participants are wary of 'higher-for-longer rates' and 'resurgent inflation,’ driving
up volatility despite the September equity rally.

Reality: As of July 2026, the University of Michigan Consumer Sentiment Index (UMCSENT) hit a low of 55.2, clearly
indicating consumer contraction. However, initial jobless claims (ICSA) at the end of August stood at 206,000,
reflecting a resilient labor market. While industrial production (INDPRO) continued its growth trend at 102.99 in July
2026, the 10Y-2Y Treasury spread (T10Y2Y) narrowed to 0.41% as of September 4, capturing a slowdown signal in
leading economic indicators.




Hypotheses

A (Market Right)

The market narrative is correct. The overwhelming strength in August employment data (ICSA 206,000)
indicates a robust labor market sufficient to derail the Fed's September rate cut, supporting the 'prolonged high
rates' scenario. The low point in the consumer sentiment index (UMCSENT 55.2) is merely a temporary
psychological contraction or a transient reaction to high inflation; since core real economy metrics like
employment and industrial production (INDPRO 102.99) maintain growth, a recession has not yet arrived. The
convergence of the Treasury spread (0.41%) reflects the market's excessive expectations for a soft landing
rather than a genuine recession signal, as the lag in leading indicators and the strength of employment data
contradict such an interpretation. Therefore, the equity rally is a rational pricing based on Al demand and
corporate earnings growth, while increased volatility is merely a temporary correction.

Employment data (ICSA) and industrial production (INDPRO) clearly exceed recession thresholds, implying that slowdown signals
from leading or sentiment indicators like consumer sentiment and the Treasury spread should be interpreted as temporary

phenomena within a 'soft landing' process. Delaying the Fed's rate cut is a necessary measure for price stability; while this may
cause short-term asset price volatility, it does not undermine the medium-to-long-term upward trend.

B (Market Wrong)

The market narrative is flawed. Employment data (ICSA 206,000) reflects an illusion of 'delayed slowdown' in
the labor market, while the sharp decline in consumer sentiment (UMCSENT 55.2) signals a structural crisis
indicating a collapse in real purchasing power. The convergence of the 10-year minus 2-year Treasury spread
(0.41%) serves as a powerful leading indicator warning of a transition from a soft landing to a hard landing;
growth in industrial production (INDPRO) is merely due to inventory buildup or temporary factors. The market
is overly focused on the surface narratives of '‘Al demand' and 'strong employment,' underestimating the
contraction in real consumption and the lagged effects of interest rate policy. The September equity market
rally is likely the final bear market rally before a downturn.

The historical lows in consumer sentiment (UMCSENT) and the rapid convergence of the Treasury spread (T10Y2Y) precede the
slowdown in labor market indicators (ICSA), signaling an impending recession. Since employment data is a lagging indicator
reflecting past performance, ignoring current consumption contraction and leading indicator signals while remaining optimistic
about 'higher-for-longer' rates is risky and will likely trigger a sharp downward adjustment in asset prices.

Key Question: Will the August employment data (ICSA 206,000) exceed 250,000 for two consecutive weeks, signaling a
collapse in the labor market, or will the signals from consumer sentiment (UMCSENT 55.2) and the Treasury spread (0.41%)
lead to a sharp contraction in the real economy?

Tensions

A divergence exists between the narrative of delayed rate cuts due to robust employment and the reality of
economic slowdown evidenced by the sharp drop in consumer sentiment (UMCSENT 55.2).
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Narrative: Strong labor market conditions dashed expectations for a September Fed rate cut,
Reality: The consumer sentiment index hit a low of 55.2, signaling a clear contraction in
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The equity rally narrative driven by Al demand and semiconductor prosperity coexists with recession risks warned
by the narrowing 10Y-2Y Treasury spread (0.41%).
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Narrative: Semiconductor Al demand and expectations for corporate earnings growth are susta
Reality: The 10-year minus 2-year Treasury spread narrowed to 0.41%, capturing a slowdown
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A divergence has emerged between the narrative of currency hedging opportunities amid a strong dollar and rising
exchange rates (above 1,340 KRW) and the reality of expanding global equity volatility and contracting retail
investor sentiment.

0.60




Narrative: The KRW/USD exchange rate rose above 1,340 for the first time in 14 months, conc
Reality: Retail investor expectations for the equity market have declined (forecasting si
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