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Verdict

Winning Hypothesis: The market is wrong. The Al sector boom is a 'localized overheating' masking a broad real
economy recession. The Consumer Sentiment Index at 53.3 signals impending purchasing power collapse. Should
corporate investment delays (as noted by the Bayes Book) and the employment market breakdown threshold (fears of
ICSA exceeding 250,000) materialize, any stock market rebound will be a temporary 'Dead Cat Bounce.' Expectations of
resolving oil price shocks overlook supply chain risks from Middle East uncertainty and the potential for entrenched
inflation. The high-interest-rate regime will sharply increase financing costs for non-Al sectors, accelerating economic
slowdown.

The market is optimistic that progress in Middle East ceasefire negotiations and the Al semiconductor
boom will offset oil price shocks and high-interest rate risks, driving a tech-led market rebound that
will lead to a soft landing. Specifically, the narrative argues that the flip to a positive 10Y-2Y Treasury
spread and sustained industrial production prove the absence of a recession, dismissing weakening
consumer sentiment as a temporary phenomenon, and believing that massive capital expenditure in
the Al sector will absorb rate sensitivity.

However, assuming the invalidation condition set in the previous assessment is met—'ICSA (Initial Jobless
Claims) exceeds 250,000 for two consecutive weeks, confirming a labor market collapse'—the logic of
Hypothesis B becomes decisively valid. Although current ICSA stands at 214,000, below the threshold, this
represents a sensitive zone signaling the 'onset' of labor market collapse. If ICSA exceeds 250,000 for two
consecutive weeks, the already weakened domestic sentiment (UMCSENT 53.3) will undergo a qualitative shift
from 'purchasing power collapse' to 'labor market collapse.' In this scenario, strong earnings in the Al sector
(NDX 1M +15.76%) will fail to offset a broad real economy recession. As evidenced by the NDX-COPPER
correlation (R2=0.0571), the divergence between the Al sector and the real economy will devolve into
'localized overheating.' Therefore, under a scenario confirming labor market collapse, the Al boom cannot
prevent real economic slowdown, rendering the current market narrative incorrect.

Action: Recommend reducing NDX exposure and increasing COPPER exposure
Invalidation: If ICSA (Initial Jobless Claims) exceeds 250,000 for two consecutive weeks in the coming period

View Change: Assuming the invalidation condition set in the previous assessment (2026-04-25), 'ICSA exceeding 250,000 for two
consecutive weeks, has been met, we proceed on the premise that the employment market collapse has transitioned into a real
economy recession. In this scenario, the growth momentum of the Al sector cannot offset the broad contraction in the real
economy; thus, the market narrative (Hypothesis A) is invalidated, and Hypothesis B (The market is wrong) holds.

Macro Picture

Regime: slowdown
Key Themes: Geopolitical risk mitigation and Al-driven growth, Higher for longer interest rates and entrenched
inflation, Weak Korean won and strong US dollar trend

Dominant Narrative: Concerns over oil price shocks have eased due to progress in Middle East ceasefire
negotiations and the reopening of the Strait of Hormuz, sustaining a global equity rebound led by technology stocks
amid an Al semiconductor boom. However, the Federal Reserve's 'higher for longer' interest rate stance is expected
to persist, and despite the 10Y-2Y Treasury spread turning positive at 0.53%, concerns over delayed corporate
investment remain.




Reality: As of March 2026, the Industrial Production Index (INDPRO) remains at 101.79, indicating no economic
contraction; however, the Consumer Sentiment Index (UMCSENT) stands at a low 53.3, reflecting weakened
domestic demand sentiment. As of April, Initial Jobless Claims (ICSA) total 214,000, signaling a resilient labor
market, yet the Federal Reserve's Beige Book highlights delays in corporate investment due to Middle East conflict
uncertainties.

Hypotheses

A (Market Right)

The market narrative is correct. The Al semiconductor boom and progress in Middle East ceasefire negotiations
act as genuine growth drivers; the currently low Consumer Confidence Index (53.3) reflects only temporary
psychological contraction. As long as the Industrial Production Index (101.79) remains stable, a soft landing is
assured. The Fed's 'higher-for-longer' stance is offset by massive capital expenditure (Capex) in the Al sector,
which reduces interest rate sensitivity, while the 10Y-2Y spread inversion reversal (0.53%) indicates no recession
signal. Thus, the market has overestimated the lag in real data.

Market optimism has already priced in the qualitative shift of Al-led growth and resolution of geopolitical risks; leading sentiment
indicators like UMCSENT reflect only temporary fluctuations unless a recession occurs. The absence of contraction in INDPRO and
normalization of the Treasury spread confirm no recession (Recession), meaning the market is correctly pricing the fundamental
variable of 'real growth' rather than the nominal variable of 'high interest rates".

B (Market Wrong)

The market is wrong. The Al sector boom is a 'localized overheating' masking a broad-based real economy
recession. The Consumer Sentiment Index of 53.3 is a precursor to purchasing power collapse; if corporate
investment delays (noted in the Beige Book) and the employment market collapse threshold (fears of ICSA
exceeding 250,000) materialize, any stock market rebound will be merely a temporary 'Dead Cat Bounce'.
Expectations of resolving oil price shocks are an optimistic fallacy overlooking supply chain risks from Middle
East uncertainty and the possibility of entrenched inflation. The high-interest-rate regime will sharply increase
financing costs for sectors outside Al, accelerating economic slowdown.

The market narrative focuses solely on strong earnings in the Al sector, underestimating structural weaknesses such as weakening
domestic sentiment (UMCSENT 53.3) and delayed corporate investment. Uncertainty highlighted in the Fed's Beige Book and the
ICSA approaching its critical threshold mark the starting point of a 'chain reaction' that could lead to employment market collapse.
Prolonged high interest rates will suppress growth across industries outside Al, ultimately triggering a broad market correction.

Key Question: If ICSA (Initial Jobless Claims) exceeds 250,000 for two consecutive weeks, confirming an employment market
collapse, can the Al sector's strong earnings offset a broad-based real economy recession?

Tensions

While the dominant narrative is optimistic regarding geopolitical risk mitigation and Al-driven growth, the Federal
Reserve's Beige Book and real economic data point to delayed corporate investment and weakened domestic
sentiment due to Middle East uncertainties, signaling risks of economic slowdown.
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Market narratives suggest that Al growth momentum will offset interest rate sensitivity even under a 'higher for
longer' regime; however, the KRW/USD exchange rate rising above 1,480 and the strong dollar trend are intensifying
capital outflow pressures from emerging markets, worsening actual financing conditions.
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Easing oil price shock concerns and expectations of economic recovery are driving equity gains; yet, the Federal
Reserve's 'do not intervene' principle and supply chain risks stemming from Middle East conflict uncertainties leave

open the possibility of entrenched inflation, conflicting with expectations for rate cuts.
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