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Verdict

Winning Hypothesis: The market is wrong: Market fear represents an overreaction to Middle East risks, while the actual
macro reality reflects robust growth close to a 'Soft Landing'. The Industrial Production Index (INDPRO) remaining at
101.79 and the Treasury spread staying positive provide strong evidence against a recession. The contraction in
consumer sentiment (UMCSENT) reflects temporary fatigue from prolonged high rates; the labor market has not
collapsed as long as initial jobless claims (ICSA) do not exceed 250,000. Oil price increases due to Middle East risks are
temporary volatility rather than supply chain disruptions. Real economic indicators, such as Korea's unexpected
growth, demonstrate that the narrative's pessimism is unfounded, and the equity market decline presents a buying
opportunity.

The market is dominated by concerns that escalating Middle East tensions will drive a sharp oil price
surge, reigniting stagflation and prompting the Fed to pause rate cuts. We assess that deteriorating
tech earnings combined with Samsung's strike risk are amplifying risk-off sentiment, increasing
downward pressure on equity markets.

However, market fear represents an 'excessive risk premium' that underestimates the resilience shown by real
economic indicators. Crucially, Initial Jobless Claims (ICSA) at 214,000 remain below the 250,000 collapse
threshold, indicating a still-robust labor market. Additionally, the Industrial Production Index (INDPRO) at
101.79 shows growth, and the 10Y-2Y Treasury spread remains positive at 0.51%, suggesting no clear recession
signal. Despite the sharp oil price surge (WTI 3M Return 58.02%), the Nasdaqg 100 (NDX) rose 10.84% over one
month, with the tech rally continuing, implying the market views oil volatility as temporary and trusts the Al
growth narrative. The invalidation condition from the prior verdict ('ICSA exceeding 250,000') has not been
met, and new data strongly supports the soft landing scenario.

Action: Recommend increasing NDX overweight exposure and initiating new short positions in WTI
Invalidation: If Initial Jobless Claims (ICSA) exceed 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Middle East Geopolitical Risks and Oil Price Shock, Prolonged High Rates and Fed's Wait-and-See
Approach, Semiconductor Sector Earnings Weakness and Strike Risk

Dominant Narrative: Concerns over a sharp surge in oil prices due to escalating Middle East conflicts are signaling
a potential reacceleration of inflation, fueling market fears that the Fed will pause rate cuts and maintain a high-rate
stance. Weak earnings in the technology sector combined with Samsung Electronics' strike risk have amplified risk-
off sentiment, exerting downward pressure on global equity markets.

Reality: According to FRED data, the Industrial Production Index (INDPRO) for March 2026 stands at 101.79,
indicating sustained growth; however, the Consumer Sentiment Index (UMCSENT) for February registered 56.6,
falling into contraction territory and reflecting weakened consumer confidence. While the 10Y-2Y Treasury spread
remains positive at 0.51%, the 214,000 initial jobless claims (ICSA) suggest a rigid labor market, and inflationary
pressures stemming from Middle East risks are threatening real purchasing power.




Hypotheses

A (Market Right)

The market is correct: The surge in oil prices due to the Middle East conflict will reignite a genuine stagflation
scenario beyond the buffering effect of short-term data, and the current growth in Industrial Production
(INDPRO) is merely a temporary phenomenon driven by inventory accumulation. The low point of 56.6 in the
Consumer Sentiment Index (UMCSENT) is a leading indicator already foreshadowing a collapse in the real
economy, while the rigidity in the labor market (ICSA) is merely the 'last gasp' before employer costs rise
significantly due to the Fed's pause on rate cuts. Therefore, the tech rally is a bubble fueled by overheating in
the Al theme, and concerns of renewed inflation from rising oil prices will reinforce the Fed's hawkish stance,
justifying further declines in risk assets.

The market narrative overlooks the 'lag' and 'distortion' in macro data. The positive 10Y-2Y spread has diminished reliability as a
leading recession indicator, similar to 2022, as the economy enters a 'stagflation' phase where inflation driven by an oil supply shock
erodes real purchasing power. The maintenance of Initial Jobless Claims (ICSA) at 214,000 does not indicate a robust labor market
but rather the result of 'labor market rigidity' where companies delay layoffs, placing the economy at a tipping point for mass
dismissals. The tech rally is not driven by the Al boom but is a temporary capital shift serving as an inflation hedge against rising oil
prices; it will crash once underlying earnings deterioration is revealed.

B (Market Wrong)

The market is wrong: Market fear is an overreaction to Middle East risks, while the actual macro reality is a
robust growth trend close to a 'Soft Landing’. The Industrial Production Index (INDPRO) maintaining growth at
101.79 and the Treasury spread remaining positive are strong evidence against a recession. The contraction in
Consumer Sentiment (UMCSENT) is merely temporary fatigue from prolonged high interest rates; the labor
market has not collapsed as long as Initial Jobless Claims (ICSA) do not exceed 250,000. Oil price increases due
to Middle East risks are temporary volatility rather than supply chain disruptions. Real economic indicators,
such as Korea's surprise growth, prove the narrative's pessimism is unfounded, and the stock market decline
will serve as a buying opportunity.

The market narrative is pricing in the 'worst-case scenario' preemptively, creating an 'excessive risk premium’. The 10Y-2Y spread
remaining positive at 0.51% indicates no recession signal, suggesting the Fed is in a 'Goldilocks' zone where it can control inflation
while sustaining growth. The low point in the Consumer Sentiment Index reflects psychological contraction; a recession will not
follow unless actual consumer spending (PCE) drops sharply. While Middle East conflicts can drive up oil prices, the scenario of an
energy price surge has not materialized, with WTI returns staying at 0.28%. The rally centered on Al-related stocks is a structural
uptrend based on real productivity gains (TFP), and concerns about weak tech earnings are exaggerated.

Key Question: Will ICSA (Initial Jobless Claims) exceed 250,000 within the next two weeks, signaling a labor market collapse,
or will it remain at the 214,000 level, proving the real economy remains robust while 'labor market rigidity' persists?

Tensions

While the market narrative is dominated by fears of surging oil prices and reaccelerating inflation due to escalating
Middle East conflicts, actual data shows the 10Y-2Y Treasury spread remains positive, indicating no clear recession
signal. This ambiguity reveals a divergence between excessive fear and actual macroeconomic indicators.
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Narrative: Concerns that the Fed will pause rate cuts amid oil price shocks and renewed inf

Reality: While concerns of a recession are limited due to sustained industrial production

WTI SPX us1oy

The narrative posits that prolonged high rates coupled with weak tech earnings are intensifying downward pressure
on equities; however, some headlines observe a contradictory trend where the Al boom and market rallies persist
despite Middle East risks, highlighting a disconnect between market sentiment and actual price action.
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Narrative: Global equity markets are trending downward as risk aversion spreads due to weak

Reality: Despite Middle East turmoil, the market exhibits a contradictory trend of rising
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Market narratives express concern that Middle East risks and currency appreciation will deliver a devastating blow
to the Korean economy; however, actual data shows the real economy remains robust, with Korea recording
unexpected growth, outperforming the pessimism of the prevailing narrative.
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Narrative: The shock from the Middle East war and a sharp surge in the KRW/USD exchange rat
Reality: Real economy indicators are showing strength, including a surprise growth in the
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