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Verdict

Winning Hypothesis: The market narrative is overly fixated on 'quantitative' data such as Al growth and employment
indicators, underestimating the collapse of the 'qualitative' consumption base (UMCSENT 53.3) and the risk of
entrenched inflation, which are early signs of stagflation (slowing growth + rising prices). The Fed's rate pause and
internal dissent suggest inflation remains uncontained, while energy supply chain instability from Middle East conflict
will further erode real purchasing power via rising crude prices. Thus, the recent market high is a bubble signaling a
'failed landing' rather than a 'soft landing,' as vulnerabilities in the real economy are not yet priced in.

The market is driven by the narrative that productivity innovation in the Al sector and robust
employment indicators will offset inflationary pressures to achieve a 'soft landing.' The record highs
for the S&P500 and Nasdaq suggest this optimism is already priced in. Notably, the 10Y-2Y Treasury
spread remaining in positive territory (0.48%) reinforces the belief that recession fears are
exaggerated, justifying further upside led by technology stocks.

However, the invalidation condition set in the previous assessment, 'UMCSENT rebounding above 60, has not
been met. Furthermore, the key risk factor of energy prices has risen far more sharply than anticipated,
shifting into strong evidence supporting a stagflation scenario. The surge in WTI crude oil to $94.68, with a 3-
month return of 47.11%, signals a structural resurgence of inflation beyond mere geopolitical risk, refuting
Hypothesis A's claim of 'temporary psychological distortion.' Simultaneously, the Consumer Sentiment Index
(UMCSENT) at 53.3, failing to rebound above 60 and maintaining a state of structural contraction, indicates a
collapse in the real economy's consumption base, representing early signs of a 'failed landing' masked by Al
growth. The record highs in equities (SPX 8.54%, NDX 16.4%) are interpreted as a bubble fully decoupled from
real data (surging oil prices, declining consumer sentiment). Historically, the simultaneous occurrence of
surging oil prices and declining consumer sentiment has led to failed soft landings, strongly supporting the
validity of Hypothesis B.

Action: Immediately liquidate WTI short positions and increase GOLD overweight

Invalidation: If UMCSENT (Consumer Sentiment Index) rebounds above 60 within the next two weeks,
invalidating the structural contraction hypothesis

Macro Picture

Regime: expansion
Key Themes: Al-driven growth and semiconductor boom, Middle East geopolitical risks and higher-for-longer rates,
Resilient labor market and soft landing expectations

Dominant Narrative: US equities, led by the S&P500 and Nasdaq hitting record highs, are driving a 'soft landing'
scenario supported by robust Al sector growth and resilient employment data. However, concerns over 'higher-for-
longer' interest rates, stemming from energy supply chain disruptions due to Middle East conflicts and the Fed's
decision to hold rates, are constraining investor sentiment. Notably, the Fed's unusual statement, where three
voting members opposed rate cuts while maintaining a 2.4% growth forecast, suggests inflationary pressures have
not fully dissipated.

Reality: According to FRED data, the Industrial Production Index (INDPRO) stood at 101.79 in March 2026, indicating
sustained production activity. Early May Initial Jobless Claims (ICSA) remained at 200,000, demonstrating labor
market resilience. However, while the 10Y-2Y Treasury spread (T10Y2Y) remains positive at 0.48%, the University of




Michigan Consumer Sentiment Index (UMCSENT) recorded a low 53.3 (March 2026, lagged data), reflecting
persistent consumer concerns regarding inflation and geopolitical uncertainty.

Hypotheses

A (Market Right)

The market has already priced in a 'new equilibrium' where Al-driven productivity gains and robust
employment data (ICSA 200,000) offset inflationary pressures. The weak consumer sentiment index (UMCSENT
53.3) reflects temporary psychological distortion from geopolitical fears and the perception of high rates, not a
signal of real economy collapse. The Fed's rate pause represents a cautious approach to inflation moderation,
while the sustained positive 10Y-2Y spread (0.48%) indicates unfounded recession fears. Thus, new equity highs
serve as a leading indicator validating the 'soft landing' narrative.

The market narrative is grounded in the logic that Al technological innovation maximizes labor productivity, breaking the wage-
price spiral, while robust employment supports the consumption base. The low UMCSENT figure is interpreted as an overreaction to
external shocks such as Middle East conflicts, which historically rebound quickly once geopolitical risks subside. Furthermore,

internal Fed opposition to rate cuts reflects a strategic hold to ensure 'successful inflation control' rather than 'prolonged high rates.'
As long as real data (INDPRO 101.79) maintains its growth trajectory, the market is signaling the correct direction.

B (Market Wrong)

The market narrative is overly focused on 'quantitative' data such as Al growth and employment indicators,
while underestimating the 'qualitative' collapse of the consumption base (UMCSENT 53.3) and the risk of
entrenched inflation. This signals early signs of stagflation (economic slowdown + rising prices). The Fed's rate
hold and internal dissent suggest inflation remains uncontained, while geopolitical tensions in the Middle East
threaten energy supply chains, likely further eroding real purchasing power through rising crude oil prices.
Thus, the recent market highs represent a bubble that accelerates a 'failed landing' rather than a 'soft landing,'
as vulnerabilities in the real economy are not yet priced in.

The Consumer Sentiment Index at 53.3 signifies not merely psychological weakness but a collapse in consumption-driven growth,
implying that despite resilient employment data, real household income has declined due to debt burdens and rising prices. The
Fed's maintenance of a 2.4% growth forecast and opposition to rate cuts signal recognition of structural inflationary pressures.
Although proponents argue that the sustained positive 10Y-2Y spread does not indicate recession, a combination of weak consumer

sentiment and energy risks could trigger a sharp inversion. The market's exclusive focus on Al growth overlooks the prolonged
impact of high interest rates, suggesting a potential severe downturn if real economic data deteriorates.

Key Question: If the Consumer Sentiment Index (UMCSENT) fails to rebound above 60 for two consecutive weeks despite the
resolution of Middle East tensions and signals of gradual Fed rate cuts, remaining at 53.3, while WTI crude oil prices rise
above $85, further eroding real purchasing power, does this invalidate the market's 'soft landing' narrative?

Tensions

While market narratives anticipate a soft landing and further upside based on Al growth and strong employment,
the Fed's rate hold and Middle East risks fueling 'higher-for-longer' rate concerns are colliding with persistent
inflationary pressures, delaying rate cut expectations. This creates a divergence from the reality of subdued
consumer sentiment (53.3), exerting downside pressure on rate-sensitive assets.
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Narrative: Soft landing scenario and expectations for further gains based on Al-driven grow

Reality: Prolonged rate hikes due to persistent inflation and geopolitical risks, alongsi
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Despite risks from Middle East conflicts causing energy supply chain instability and fears of resurgent inflation,
market narratives are offsetting these concerns with a semiconductor boom and tech-led rally, pushing equities to
new highs. However, increased crude oil price volatility and exchange rate instability (1,471.7 KRW) reflect

underlying macroeconomic vulnerabilities, tempering narrative optimism.
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Narrative: Market resilience offsetting tech-led strength and energy risks
Reality: Energy supply chain instability and heightened exchange rate volatility stemming




L GOLD USDKRW

While actual industrial production (INDPRO 101.79) and employment data remain robust, the low Consumer
Sentiment Index (53.3) and the Fed's internal dissent on rate cuts (3 members) signal qualitative economic
deterioration and policy uncertainty. This creates a divergence between the Fed's official 'resilient economy'

narrative and consumer-perceived economic conditions alongside inflation concerns.
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Narrative: Fed-emphasized 'considerably resilient' US economy and growth outlook above 2%
Reality: Uncertainty driven by low consumer sentiment (53.3) and internal Fed opposition
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