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Verdict

Winning Hypothesis: The market narrative is flawed. The surge in Al semiconductor demand represents overheated
expectations that fail to account for macro realities: prolonged high interest rates (10Y yield rebreaking 5%) and
entrenched inflation (CPI 334.13). The historical low in the Consumer Sentiment Index (UMCSENT) at 55.2 serves as a
leading signal of collapsing real purchasing power. Paradoxically, the resilient labor market (ICSA 196,000) may fuel a
wage-price spiral, reinforcing the Fed's tightening stance. A 10Y Treasury yield above 5% exerts fatal downward pressure
on tech valuations. Furthermore, the expansion in the Industrial Production Index (INDPRO) appears to have peaked,
signaling a high probability of entering a slowdown phase. Consequently, the market's tech-led rally faces a double
bind of rising rates and contracting consumption, making a sharp correction inevitable.

Market participants believe that the growth momentum centered on technology stocks, driven by
surging Al semiconductor demand, will persist even in a high-rate environment. They view the 10-year
Treasury yield re-breaking 5% and the Fed's hawkish remarks as temporary noise. Specifically, a
resilient labor market (ICSA 196,000) is expected to support real income, limiting consumption
contraction. The fading expectation of rate cuts is interpreted as a successful Fed scenario to curb
inflation, thereby supporting equity market gains.

However, market optimism is based on overheated expectations that fail to adequately reflect macro realities:
the 10-year Treasury yield at 5.11% (US10Y) and the Consumer Sentiment Index at 55.2 (UMCSENT). Notably,
initial jobless claims (ICSA) remaining below 200,000 at 196,000 indicate a resilient labor market, which poses
a risk signal by potentially fueling a wage-price spiral and reinforcing the Fed's tightening stance. This
contradicts the previous interpretation that 'employment data refutes a labor market collapse scenario,
instead acting as a factor driving prolonged high rates and exerting severe downward pressure on technology
stock valuations. The 10-year yield exceeding 5% has surpassed the critical threshold for growth stock
valuations, while the historically low consumer sentiment (55.2) signals impending collapse in real purchasing
power, suggesting that the Al rally alone cannot offset the dual headwinds of domestic demand contraction
and rising rates. Therefore, the market narrative is judged to have underestimated the risks of prolonged high
rates.

Action: Recommend reducing NDX exposure and shifting to short positions in US10Y
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

View Change: The previous verdict (A) interpreted ICSA at 196,000 as a sign of sustained growth driven by a resilient labor market.
However, current data (US10Y 5.11%, UMCSENT 55.2) strongly suggests that this employment strength is instead initiating a
vicious cycle: prolonging Fed tightening, eliminating downward pressure on rates, and accelerating consumption contraction.
Three pieces of strong evidence (rates exceeding 5% and consumer sentiment at historic lows) have invalidated the core premise
of the prior thesis, which relied on earnings-driven growth. Additionally, the shift in the NDX-US10Y correlation to positive (0.27)
reflects only a temporary overheating of the Al narrative and does not offset the structural downward pressure on valuations from
rising rates. Although the invalidation condition ('ICSA above 250,000 for two consecutive weeks') was not triggered, the sustained
ICSA level below 200,000 now serves as new evidence supporting Hypothesis B (tightening intensification), necessitating a view
change.

Macro Picture

Regime: expansion
Key Themes: Al-Driven Semiconductor Rally, Concerns Over Higher-for-Longer Rates and Fed's Hawkish Stance,
Strong US Dollar and Weak Korean Won

Dominant Narrative: Market participants believe that growth drivers centered on technology stocks remain valid,
exemplified by the Nasdaq hitting record highs amid surging Al semiconductor demand. However, hawkish remarks




from Fed officials and the re-break of the 10-year Treasury yield above 5% have heightened concerns over a 'higher-
for-longer' interest rate environment. With warnings that inflation remains elevated across the economy,
expectations for rate cuts have receded, making the 'higher-for-longer' scenario dominant, where price stability
takes precedence over employment data.

Reality: According to FRED data, as of August 2026, the Industrial Production Index (INDPRO) stands at 103.07,
indicating an economic expansion phase, while the University of Michigan Consumer Sentiment Index (UMCSENT)
at 55.2 raises concerns about weakening consumer confidence. Although the 10-year minus 2-year Treasury yield
spread (T10Y2Y) has turned positive at 0.26%, signaling the disappearance of recession signals, initial jobless claims
(ICSA) remain steady at 196,000. With persistent inflationary pressure (CPI 334.13) amid a resilient labor market, the
Fed's tightening stance is expected to persist in the near term.

Hypotheses

A (Market Right)

The market narrative is correct. Explosive demand for Al semiconductors is driving a tech-led growth
momentum that is improving the quality of corporate earnings even in a high-rate environment. Thus, the
current 10-year Treasury yield at 5% and the Fed's hawkish rhetoric are merely temporary noise. The weakness
in the Consumer Sentiment Index (UMCSENT) reflects only a temporary fear response to inflation. With the
Initial Jobless Claims (ICSA) holding steady at 196,000, indicating a resilient labor market, and the Industrial
Production Index (INDPRO) at 103.07 signaling an expansion phase, real income remains supported, limiting
any consumer contraction. Therefore, the Nasdaq's upward trend will persist, underpinned by fundamentals
strong enough to offset interest rate sensitivity. The retreat in rate cut expectations should instead be
interpreted as a successful Fed scenario of 'enduring high rates' to curb inflation, which will reduce equity
market volatility.

Market optimism is interpreted not as an underestimation of prolonged high-rate risks, but as a shift toward an 'earnings-driven'
rally, grounded in the explosive growth of the Al sector and resilient employment data (ICSA at 196,000). Weak consumer sentiment
is a temporary phenomenon driven by inflation fears, while industrial production expansion and labor market resilience provide the

substantive foundation to offset it. Consequently, rising interest rates will not hinder growth momentum but will instead serve as a
necessary process to control inflation, acting as a stabilizing factor for equity markets.

B (Market Wrong)

The market narrative is flawed. The narrative of an explosive surge in Al semiconductor demand is overheated
expectations that fail to properly reflect the macro reality of prolonged high interest rates (10-year yield
breaching 5% again) and entrenched inflation (CPI 334.13). The historical low of the Consumer Sentiment Index
(UMCSENT) at 55.2 serves as a leading signal of collapsing real purchasing power. Paradoxically, a robust labor
market (ICSA 196,000) will likely fuel a vicious wage-price spiral, further reinforcing the Fed's tightening stance.
A 10-year Treasury yield of 5% exerts fatal downward pressure on tech valuations, while the expansion in the
Industrial Production Index (INDPRO) has likely already peaked and is poised to enter a slowdown phase.
Consequently, the market's tech-led rally will inevitably face a sharp correction under the dual pressure of rising
rates and contracting consumption.

Market optimism focuses exclusively on the Al rally, overlooking the negative spillover effects of prolonged high rates and
entrenched inflation on consumption and corporate investment. UMCSENT at 55.2 is a clear signal of shrinking domestic demand;
robust employment will instead prolong the Fed's tightening cycle, eliminating downward pressure on rates. A 10-year yield of 5%

represents a threshold exposing the limits of growth stock valuations. Since industrial production expansion is already on the verge
of slowing, the recession risk not yet priced in by the market will soon materialize.

Key Question: Will the initial jobless claims (ICSA) exceed 250,000 for two consecutive weeks, causing the labor market to cool
rapidly and inflationary pressures to ease, or will they remain below 200,000, sustaining the wage-price spiral and further
strengthening the Fed's tightening stance?

Tensions

While the growth narrative centered on technology stocks driven by surging Al semiconductor demand remains
valid, the re-break of the 10-year Treasury yield above 5% and the Fed's hawkish stance are exerting pressure on
equity valuations due to heightened 'higher-for-longer' rate risks.
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Narrative: Optimistic expectations that Al-driven growth momentum will persist, enabling th
Reality: The prevailing reality is that persistent inflationary pressures have pushed bac

NDX US10Y  SPX

Market participants are driving global equity gains via the Al rally effect, yet a contradictory situation persists where
concerns over domestic consumption contraction and economic slowdown coexist with a Consumer Sentiment
Index of 55.2 and sustained inflation rates.
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Narrative: Optimism that a tech-led bull market will drive broader economic recovery
Reality: The reality is that consumer sentiment contraction coexists with a resilient lab
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Contrary to expectations that foreign buying inflows and the semiconductor rally could temporarily ease the weak
Korean Won trend, the strong US dollar stance and hawkish Fed remarks have expanded volatility in the USD/KRW

exchange rate, keeping it in the mid-1,360 range.
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Narrative: Expectations that global equity gains and foreign buying will alleviate the weak
Reality: The reality is that the strength of the US dollar and the maintenance of a high-
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NDX vs US10Y — 5Y
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