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Verdict

Winning Hypothesis: The market is wrong: Despite high interest rates, the economy will achieve a 'V'-shaped recovery or
soft landing, and market fears of a recession are overblown. Sustained industrial production (103.07) and robust
employment (ICSA 197,000) demonstrate structural economic resilience, while weak consumer sentiment reflects
temporary psychological contraction rather than a collapse in real purchasing power. The narrowing of the treasury
spread is a technical convergence driven by interest rate volatility, not a recession signal, and the record depreciation of
the KRW/USD rate (200 won drop in 3 months) suggests the dollar weakness narrative is fundamentally misaligned.

Market participants anticipate an inevitable L-shaped recession due to further Fed rate hikes and
prolonged tightening, interpreting the convergence of the 10Y-2Y Treasury spread (0.47%) as an
imminent recession signal. Specifically, the range-bound KRW/USD exchange rate (1,338.5) is viewed
as a result of risk-off sentiment, with the core narrative centering on heightened equity volatility and a
strengthening dollar amid prolonged high rates.

However, market recession fears directly contradict actual real-economy data and asset price trends. Crucially,
**ICSA (Initial Jobless Claims) at 197,000** has remained below 200,000, with no clear signal of labor market
collapse (exceeding 250,000), while **INDPRO (Industrial Production) holding steady at 103.07** confirms
sustained production activity despite high rates. Furthermore, the **USDKRW 3-month return plummeted by
-10.36%**, invalidating the 'risk-off' narrative with a weakening dollar trend, and the **VIX fell by -13.62%**,
indicating eased market fear. The 10Y-2Y spread remaining at 0.47% in positive territory is interpreted as a soft-
landing signal, distinct from the inversions seen in past recessions. Thus, the market is trapped in excessive
recession fear, while the economy is moving toward a V-shaped recovery or soft-landing scenario.

Action: Overweight SPX
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Reacceleration of inflation and prolonged tightening, Polarization in the semiconductor cycle, Growth
slowdown concerns amid sustained high rates

Dominant Narrative: Market participants are focused on expectations that the Fed will implement additional rate
hikes this year without resolving inflation, and despite the 10Y-2Y Treasury spread remaining positive at 0.47%, fears
of economic slowdown due to prolonged high rates are amplifying equity market volatility. In particular, with
conflicting signals from former President Trump's criticism of the Fed and the Treasury Secretary's outlook for rate
cuts, the KRW/USD exchange rate has formed a trading range around 1,338.5 KRW, reinforcing risk-off sentiment.

Reality: As of August 2026, the Industrial Production Index (INDPRO) remains at 103.07, indicating sustained
production activity; however, the University of Michigan Consumer Sentiment Index (UMCSENT) stands at a low
51.7, confirming a contraction in household spending sentiment. As of October 3, Initial Jobless Claims (ICSA)
totaled 197,000, reflecting a resilient labor market, yet as of October 8, the 10Y-2Y Treasury spread has converged to
0.47%, heightening market vigilance regarding recession signals.

Hypotheses

A (Market Right)




The market is correct: Additional Fed rate hikes will lead to an 'L'-shaped recession, and current robust
industrial production data merely reflects a temporary delay in slowdown due to lag effects from prior high
rates. The weak consumer sentiment index (51.7) and narrowing treasury spread (0.47%) are leading indicators
of recession that the market has already preemptively priced in; the labor market (ICSA 197,000 jobs) is
currently in a 'waiting' phase before collapse. Therefore, increased equity volatility and preference for safe-
haven assets are rational, and the dollar strength trend will be reaffirmed by rising real rates amid renewed
inflation concerns.

The market narrative underestimates the lag effects of prolonged high rates. Sustained industrial production (103.07) merely reflects
a phase where companies are enduring inventory drawdowns; with consumer sentiment (51.7) already at its trough, the
transmission of consumption contraction to production slowdown is imminent. The 10Y-2Y spread narrowing is not a recession
signal but a final warning of an impending downturn. The current dollar weakness (KRW/USD 1,338.5) is a distortion caused by
temporary liquidity provision and will sharply reverse to dollar strength upon the Fed's announcement of additional rate hikes.

B (Market Wrong)

The market is wrong: Despite high interest rates, the economy will achieve a 'V'-shaped recovery or a soft
landing, and market fears of a recession are an overinterpretation. Sustained industrial production (103.07) and
robust employment (ICSA 197,000 claims) demonstrate structural economic resilience, while weak consumer
sentiment reflects only temporary psychological contraction, not a collapse in real purchasing power. The
convergence of the Treasury yield spread is a technical adjustment driven by heightened interest rate volatility
rather than a recession signal, and the record depreciation of the KRW/USD exchange rate (200 KRW drop over
three months) contradicts the prevailing narrative of dollar weakness.

The market remains trapped in the historical 'rising rates equal recession' pattern, overlooking qualitative shifts in current data. As
of August 2026, industrial production holding at 103.07 indicates sustained production activity even in a high-rate environment,
supporting a 'high-rate growth' scenario rather than stagflation. Notably, the largest KRW/USD depreciation in 28 years strongly
refutes the narrative of 'safe-haven preference' under a weakening dollar trend. Although consumer sentiment (51.7) is low, a robust
labor market can sustain consumption, forming the foundation for a 'V'-shaped recovery that could reverse equity market declines.

Key Question: Will ICSA (Initial Jobless Claims) exceed 250,000 in October, clearly signaling a labor market collapse, or will it
remain below 200,000, resolving the divergence with industrial production (103.07)?

Tensions

While the market narrative attributes equity declines to recession fears driven by additional Fed rate hikes and
prolonged tightening, actual data shows industrial production holding firm at 103.07 and the labor market
remaining stable with 197,000 jobless claims, suggesting that despite high rates, the economy is more likely to
experience a 'V'-shaped recovery or soft landing rather than an 'L'-shaped slowdown.
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Narrative: Growing fears of economic recession due to additional rate hikes within the year
Reality: Weak signals of economic slowdown supported by sustained industrial production (
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The narrative anticipates continued USD strength and a KRW/USD trading range around 1,338.5 KRW due to
heightened risk-off sentiment from prolonged high rates and reaccelerating inflation; however, actual exchange rate
data reveals a record 200 KRW depreciation over three months—the largest in 28 years—indicating a strong USD
weakness and KRW appreciation trend that directly contradicts the narrative's 'risk-off' premise.
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Narrative: Preference for safe-haven assets and expectations of a stronger dollar driven by
Reality: Confirmation of a weakening dollar trend as the KRW/USD exchange rate fell 200 w
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The market narrative interprets the 10Y-2Y Treasury spread holding positive at 0.47% as an intensifying recession
signal; however, this level differs significantly from the inverted spreads observed during past recessions. Given that
production activity remains sustained, the spread convergence is more likely a temporary phenomenon driven by
heightened interest rate volatility rather than a genuine economic slowdown.
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Narrative: Overinterpretation of the narrowing treasury spread (0.47%) as a recession signa




Reality: Insufficient evidence to view the situation as a recession signal given sustaine
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