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Verdict

Winning Hypothesis: The market is wrong: The prevailing market narrative focuses exclusively on strong earnings in the
Al sector, underestimating the risk of a sharp oil price surge (WTI in the $90s) due to prolonged Middle East conflicts and
the fragility of a 'K-shaped economy' driven by inflation instability. This represents an irrational overheating that
overlooks early signals of stagflation. Real economy indicators (INDPRO, ICSA) reflect only historical data; the sharp
drop in the Consumer Sentiment Index (UMCSENT) below 60 ahead of the April CPI release and the Federal Reserve
leadership transition (Wash taking office) suggests accelerating contraction in actual consumption. A strong dollar and
the won rising above 1,470 indicate pressure from foreign capital outflows. The KOSPI breaking the 7,800 level is not
fundamentals-driven but rather a liquidity bubble and psychological overreaction. Prolonged high interest rates and
rising energy costs pose a ticking time bomb that could collapse valuations in technology stocks.

Market participants believe that the transcendent growth drivers in the Al and semiconductor sectors
are offsetting macroeconomic uncertainties (rising oil prices, high interest rates), and that record highs
for the S&P500 and Nasdaq reflect rational price discovery driven by productivity improvements from
technological innovation (Supply-side shock). The Fed's 'hold steady' stance is interpreted not as a
measure to prevent overheating, but as an appropriate reflection of the value of growth stocks
resilient to high rates, while rising oil prices and a strong dollar are viewed as mere temporary
volatility.

However, the invalidation condition set in the previous assessment, 'UMCSENT rebounding above 60, was not
met. Furthermore, the key risk factor, energy prices, has risen far more rapidly than anticipated, providing
strong evidence supporting the stagflation scenario. WTI crude oil prices have approached 98.25 USD, nearing
peak levels that triggered stagflation concerns in the 1970s, signaling not just geopolitical risk but a structural
resurgence of inflation. Simultaneously, the Consumer Sentiment Index (UMCSENT) recorded an extreme low
at 53.3, failing to rebound above 60, proving that the Hypothesis A narrative of 'real consumption recovery'
and 'productivity offset' has been neutralized by the collapse of the real economy. The record highs of the
S&P500 (7,412.84) and Nasdaq (1M +15.51%) are widening the divergence from real economy indicators
(UMCSENT 53.3, WT1 98.25), exacerbating the cracks of a 'K-shaped economy' and heightening the risk of asset
price bubbles. Consequently, the Fed's 'hold steady' stance should be interpreted as an extension of tightening
aimed at curbing inflation rather than preventing overheating. Therefore, the tech-led bull market is a liquidity
bubble unsupported by fundamentals, and macro realities (oil prices, inflation, sentiment) will soon refute the
market narrative.

Action: Underweight NDX and overweight GOLD

Invalidation: If UMCSENT (Consumer Sentiment Index) rebounds above 60 for two consecutive weeks and WTI
crude oil prices fall below 90 USD

Macro Picture

Regime: expansion
Key Themes: Al-Driven Growth and Semiconductor Super Cycle, Geopolitical Risks and Rising Oil Prices, Fed
Leadership Transition and Rate Hold Stance

Dominant Narrative: Market participants believe that strong earnings in the Al and semiconductor sectors are
driving the S&P500 and Nasdaq to record highs, with a tech-led bull market persisting, including KOSPI breaking
through the 7,800 level as of May 2026. However, amid prolonged Middle East conflicts pushing oil prices higher and




sustained dollar strength, caution prevails regarding the Federal Reserve's leadership transition (Powell's
departure, Wall's appointment) and the upcoming April CPI release, with expectations shifting toward a 'hold rates
steady' stance rather than rate cuts in the near term.

Reality: Real economy indicators show the Industrial Production Index (INDPRO) holding at 101.79 as of March
2026, indicating an expansion phase, while Initial Jobless Claims (ICSA) stood at 200,000 as of May 2, suggesting
labor market stability. However, FRED data for UMCSENT, CPIAUCSL, and T10Y2Y are unavailable (Internal Server
Error). Market searches indicate inflation concerns ahead of the April CPI release, with rising oil prices due to Middle
East risks exacerbating K-shaped economic divergence and widening wealth inequality.

Hypotheses

A (Market Right)

The market is correct: The transcendent growth momentum of the Al and semiconductor sectors is offsetting
macroeconomic uncertainties (rising oil prices, high interest rates). The record highs of the S&P500 and Nasdaq
as of May 2026, along with the KOSPI breaking 7,800, reflect a rational price discovery process in a 'selective
expansion' phase, where capital concentration intensifies in top-tier tech stocks despite contraction in the
lower strata of the K-shaped economy. Data gaps (FRED errors) and rising oil prices are temporary supply
shocks; the robustness of employment and production indicated by real economy metrics (INDPRO 101.79, ICSA
200,000) offsets inflation concerns. Thus, the Fed's 'hold rates steady' stance is not merely a delay in rate cuts to
prevent overheating but represents the final stage of a 'Soft Landing,' reflecting productivity gains from
technological innovation (supply-side shock). In essence, the market correctly interprets rising prices not as
'inflation' but as 'price revaluation driven by productivity growth.'

The market narrative is based on the logic that a productivity surge from the Al revolution can offset rising energy costs and protect
real wages. Initial jobless claims at 200,000 and an Industrial Production Index of 101.79 prove the economy is not in recession,
dispelling stagflation fears. Therefore, rising oil prices and a strong dollar are merely short-term volatility. The tech-led bull market

has reached the peak of a structural growth cycle, with the market not interpreting 'hold rates steady' negatively but appropriately
valuing growth stocks with high interest rate resilience.

B (Market Wrong)

The market is wrong: The market narrative is overly focused on strong earnings in the Al sector, underestimating
the 'K-shaped economy' fracture caused by soaring oil prices (WTI in the $95 range) due to prolonged Middle
East conflict and inflationary anxiety. This represents an irrational overheating that overlooks early signals of
stagflation. Real economy indicators (INDPRO, ICSA) reflect only past data; the sharp drop in the Consumer
Sentiment Index (UMCSENT) below 60 ahead of the April CPI release and the Federal Reserve leadership change
(Wash's appointment) suggests accelerating contraction in real consumption. A strong dollar and exchange rate
rising above 1,470 KRW indicate pressure from foreign capital outflows. The KOSPI breaking the 7,800 level is
driven not by fundamentals but by a liquidity bubble and psychological overreaction, posing a time bomb as
prolonged high interest rates and rising energy costs could collapse tech valuations.

The premise established in the prior assessment (2026-05-11) that 'surging energy prices support stagflation' is further reinforced by
WTI remaining in the $95 range and UMCSENT hitting a low of 53.3. The market's belief in 'selective expansion' ignores the reality
that the real economy's foundation (consumers) is collapsing. The Fed's 'hold steady' stance should be interpreted not as a measure
to prevent overheating but as an extension of tightening aimed at curbing inflation, inevitably triggering asset repricing. Therefore,

the current tech-led bull market is a bubble unsupported by fundamentals, and macro realities (oil prices, inflation, sentiment) will
soon contradict the market narrative.

Key Question: Will the Consumer Sentiment Index (UMCSENT) rebound above 60 following the April CPI release, proving a
recovery in real consumption, or will it remain at the 53.3 level amid rising oil prices and prolonged high interest rates,
realizing the stagflation scenario?

Tensions

While the narrative of Al-driven growth and a tech-led bull market dominates, prolonged Middle East conflicts
driving higher oil prices and inflation concerns are deepening K-shaped economic divergence, raising fears of
weakened real consumption. Although clear inflation figures remain unavailable due to data gaps, rising oil prices
are acting as a catalyst for widening wealth inequality, suggesting a potential decline in the quality of growth.
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Narrative: Strong performance in Al and semiconductor earnings has driven the S&P500 and Na
Reality: Rising oil prices due to Middle East risks and lingering inflation concerns are
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Market participants cautiously anticipate that the Federal Reserve's leadership transition (Powell's departure, Wall's
appointment) and the upcoming April CPI release will sustain a 'hold rates steady' stance rather than rate cuts in the
near term. While real economy indicators (industrial production, employment) remain in an expansion phase, a

failure to deliver rate cuts could trigger asset price revaluation pressures due to prolonged high interest rates.
.
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Narrative: Amid leadership changes at the Fed and the upcoming April CPI release, cautious
Reality: Real economy indicators show the Industrial Production Index stood at 101.79 as
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Dollar strength, rising oil prices, and Middle East instability have pushed the KRW/USD exchange rate to the 1,470
level, reflecting risk-off sentiment. However, the KOSPI has broken through its all-time high of 7,800, with a tech-led
bull market persisting. This has led to an unusual phenomenon where index gains are maintained despite exchange
rate appreciation and pressure from foreign capital outflows.
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Narrative: The KOSPI has broken through the 7,800 level, with a tech-led bull market contin
Reality: A strong dollar and Middle East risks have pushed the KRW/USD exchange rate to 1
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