Stock Angle @ioNG

2026-05-11 - Conviction

Verdict

Winning Hypothesis: The market is wrong: The Al-driven growth narrative is a 'bubble' that underestimates structural
weaknesses in the real economy (weakening consumer sentiment, labor market rigidity). The recent positive (+) turn in
the 10Y-2Y Treasury spread does not signal the end of recession risks but rather reflects 'spread distortion due to
inflation.' The sharp rise in WTI oil prices ($94.68) and the weak Consumer Confidence Index (53.3) are early indicators of
stagflation. The Fed's 'flexible' assessment represents a misinterpretation of data; delayed rate hikes are an
unavoidable measure to prevent reacceleration of inflation. Ultimately, prolonged high interest rates will dampen
consumption and investment, undermining the stock market rally.

Market participants believe that productivity gains from the Al revolution and robust cash flows from
big tech will offset temporary slowdowns in the real economy, interpreting new highs in the S&P500
and Nasdaq as validation of a 'Soft Landing' scenario. However, concerns persist that stalled US-Iran
ceasefire negotiations and Middle East tensions could drive oil prices higher, reigniting inflation and
potentially delaying the Fed's rate cut timeline.

However, the invalidation condition set in the previous assessment, 'UMCSENT rebounding above 60, has not
been met. Moreover, the key risk factor, energy prices, has risen far more sharply than anticipated, providing
strong evidence supporting a stagflation scenario. WTI crude oil prices are holding at $95.42, firmly
maintaining support above $90, signaling not just geopolitical risk but a structural resurgence of inflation.
Simultaneously, the Consumer Sentiment Index (UMCSENT) stands at 53.3, failing to rebound above 60 and
recording extreme lows, contradicting Hypothesis A's claims of 'temporary psychological distortion' or 'labor
market normalization' and suggesting a collapse in consumption driven by declining real income. The
divergence between NDX's 16.4% surge and UMCSENT at 53.3 clearly indicates that the market narrative is
underestimating structural weaknesses in the real economy, reflecting a 'bubble’ state. Should prolonged high
interest rates combine with rising oil prices, the probability of transitioning to a 'Hard Landing' increases
significantly.

Action: Recommendation to reduce NDX exposure and increase GOLD exposure

Invalidation: If WTI crude oil prices fall below $88 for three consecutive days, resolving the supply shock
scenario

Macro Picture

Regime: expansion
Key Themes: Al-Driven Semiconductor Supercycle, Geopolitical Risks and Inflation Uncertainty, Deepening K-
Shaped Economy and Wealth Gap

Dominant Narrative: Market participants are betting on a 'Soft Landing' scenario, with the S&P500 and Nasdaq
hitting record highs driven by surging semiconductor demand from the Al revolution and earnings growth among
Big Tech firms. However, concerns persist that a stalemate in US-Iran ceasefire negotiations and rising Middle East
tensions could trigger a spike in oil prices, reigniting inflation and potentially delaying the Fed's rate cuts.

Reality: According to FRED data, as of March 2026, the Industrial Production Index (INDPRO) stands at 101.79,
indicating an economic expansion. However, the University of Michigan Consumer Sentiment Index (UMCSENT)
remains low at 53.3, signaling weakening consumer confidence. While the 10Y-2Y Treasury yield spread at 0.48% has




turned positive, removing recession signals, the 200,000 initial jobless claims (ICSA) reveal labor market rigidity,
highlighting a disconnect between the Fed's assessment of a 'remarkably resilient' economy and actual data.

Hypotheses

A (Market Right)

The market narrative is correct: Productivity gains from the Al revolution and strong cash flows from big tech
are offsetting temporary real economy slowdowns (weakening consumer sentiment). Current readings of the
Consumer Confidence Index (53.3) and initial jobless claims (200,000) should be interpreted not as recession
signals but as a 'normalizing' process in the labor market. The Fed's description of the economy as
'considerably resilient' stems from robust Al-related capital expenditure (CAPEX) and the services sector. The oil
price surge is a supply shock rather than structural inflation; any delay in rate cuts is temporary, and a Soft
Landing will ultimately be achieved, justifying new equity highs.

Market participants are leading equity prices by pricing in a productivity surge (Productivity Shock) from Al technology, representing
a structural shift distinct from past business cycles. The UMCSENT reading of 53.3 reflects only temporary sentiment weakness

under the previous high-rate regime; unless actual consumer spending (PCE) slows, this will not lead to a recession. Initial jobless
claims of 200,000 indicate the labor market is adjusting from overheated levels to a sustainable equilibrium, consistent with the
Fed's 'resilient' assessment. The oil price spike is a supply-side shock driven by geopolitical risks, but with demand remaining

robust, inflation will not persist long-term. The Fed will likely view this as a temporary factor, delaying rate cuts without overheating
the economy.

B (Market Wrong)

The market is wrong: The Al-driven growth narrative is a 'bubble’ that underestimates structural weaknesses in
the real economy (weakening consumer sentiment, employment rigidity). The current positive (+) reversal in
the 10Y-2Y Treasury spread does not signal the disappearance of recession risks but rather reflects 'spread
distortion due to inflation.' The sharp surge in WTI crude oil prices ($94.68) and the weak Consumer Sentiment
Index (53.3) are precursors to stagflation. The Fed's 'resilient' assessment constitutes a misinterpretation of
data; delayed rate hikes are an unavoidable measure to prevent re-accelerating inflation. Ultimately, prolonged
high interest rates will suppress consumption and investment, undermining the equity market rally.

The market narrative focuses exclusively on earnings growth in Al-related stocks (semiconductors, big tech), overlooking collapse
signals in the broader real economy (consumption, middle-class employment). The UMCSENT reading of 53.3 reflects not merely
temporary sentiment contraction but a decline in real income driven by high interest rates and rising prices, signaling the collapse of
consumption-based growth. The 200,000 initial jobless claims indicate employment market rigidity; the Fed's 'resilient' assessment
fails to account for deteriorating data quality (e.g., slowing wage growth per hour). The WTI crude price of $94.68 is a decisive signal
of re-accelerating inflation. If the Fed delays rate cuts, prolonged high rates will paralyze consumption and investment, increasing
the likelihood of a transition from 'Soft Landing' to 'Hard Landing.'

Key Question: Over the next two weeks, in a scenario where WTI crude oil prices remain above $90, will the Consumer
Sentiment Index (UMCSENT) rebound above 60 to prove domestic recovery, or will it decline further below 53.3, confirming
the stagflation scenario?

Tensions

A divergence exists between the market narrative of Al-driven growth and a Soft Landing, and macro data reflecting
weakening consumer sentiment and labor market rigidity.
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Narrative: The Al revolution and strong earnings from big tech have driven the S&P500 and N
Reality: While the Industrial Production Index remains in expansion territory, the Consum

SPX NDX us1ioy

Concerns over re-accelerating inflation due to geopolitical risks and delayed rate cut scenarios clash with the Fed's
assessment of a 'remarkably resilient' economy.
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Narrative: Stalled US-Iran ceasefire negotiations and rising Middle East tensions have heig
Reality: Fed Chair Powell stated that the US economy remains resilient enough to sustain
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The market faces a structural rift as the optimistic trend of global equity record highs coexists with the deepening K-
shaped economy and widening wealth gap.
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Narrative: Asian and global equity markets are emerging as the next growth drivers for bull
Reality: Surging oil prices are widening the wealth gap and exposing cracks in the K-shap
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