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2026-05-16 - Conviction - HIGH

Verdict

Winning Hypothesis: The market narrative is correct. The surge in oil prices driven by the Middle East war is not merely a
supply shock but a structural turning point where 'reignited inflation' becomes entrenched due to the Fed's rate freeze.
Current US real economic indicators (INDPRO 102.5, stable employment) represent the typical 'lag effect’ seen in the
early stages of past 'stagflation. Meanwhile, the extreme contraction in consumer sentiment (UMCSENT 53.3) and the
convergence of the 10Y-2Y spread (0.5%) are leading indicators that already reflect a rapid slowdown in the real
economy. While the market misinterprets these leading signals as a 'temporary correction,’ the oil price range exceeding
$100 represents a critical threshold that will collapse real purchasing power and undermine the consumption base,
inevitably leading to a sharp rise in unemployment and a slowdown in industrial production. Thus, risk-aversion
sentiment toward risk assets is justified.

The market interprets the oil price surge triggered by the Middle East conflict not merely as a supply
shock but as a signal of 'reignited inflation, with the Fed's rate hold leading to a dominant scenario of
prolonged high rates. Specifically, the USD/KRW exchange rate breaking 1,500 and the KOSPI
plummeting 6% indicate extreme risk aversion. Market participants view the contraction in consumer
sentiment and the convergence of Treasury spreads as leading indicators of economic recession.

However, the invalidation conditions set in the previous ruling (Hypothesis B victory) have been clearly met.
The core premise of Hypothesis B, that 'oil price increases are a temporary peak,' has collapsed as WTI's one-
month return reached 20.64% ($101.16), satisfying the key condition of remaining above $100 for over two
weeks. Furthermore, the Consumer Sentiment Index (UMCSENT) stands at 53.3, just above the 50 threshold,
signaling the materialization of real purchasing power collapse. The WTI-GOLD correlation (Beta 4.39) confirms
a structural shift where rising oil prices stimulate inflation hedging demand. Although Initial Jobless Claims
(ICSA 211,000) have not yet reached the collapse threshold (250,000), this is interpreted as the early stage of
the 'lagged effect' argued by Hypothesis A. Given the combination of extreme consumer sentiment contraction
and surging oil prices, the probability of a real economy collapse is high. Therefore, market fear is judged not
as an overreaction but as a forward reflection of fundamental deterioration.

Action: Immediately liquidate WTI short positions and actively increase GOLD overweight

Invalidation: If WTI one-month return declines by more than -10% to revert below $90 and UMCSENT
rebounds above 55

View Change: The invalidation condition from the previous verdict (2026-05-15), which required 'WTI oil prices to revert below $90
within two weeks,' was not met. Instead, WTI surged 20.64% over one month to $101.16, confirming the price range above $100.
This serves as decisive evidence that specifically refutes the 'temporary peak' scenario proposed by Hypothesis B. Furthermore,
UMCSENT has fallen further to 53.3, nearing an additional downside threshold, confirming that the 'collapse of real purchasing
power' scenario outlined in Hypothesis A is materializing.

Macro Picture

Regime: slowdown

Key Themes: Stagflation fears driven by Middle East geopolitical risks, Capital outflows from emerging markets due
to a strong USD and weak KRW, Coexistence of Al semiconductor growth expectations and a prolonged high-rate
environment

Dominant Narrative: Surging oil prices due to the outbreak of war in the Middle East have heightened concerns of
rekindled inflation. Coupled with disappointing US-China talks and the Federal Reserve's decision to hold rates, the




high-rate-for-longer scenario has become dominant. The KRW/USD exchange rate breached 1,500, triggering
intense risk-off sentiment as foreign investors net-sold 5.6 trillion KRW, driving the KOSPI down 6%.

Reality: As of April 2026, the US industrial production index (INDPRO) remains at 102.5, indicating sustained
growth. However, the University of Michigan Consumer Sentiment Index (UMCSENT) hovers at 53.3 (as of March
2026), lingering in contraction territory. While the labor market appears stable with initial jobless claims (ICSA) at
211,000, the 10Y-2Y Treasury spread narrowing to 0.5% signals an economic slowdown.

Hypotheses

A (Market Right)

The market narrative is correct. The surge in oil prices due to the Middle East war is not merely a supply shock
but a structural turning point where 'inflation reignition' becomes entrenched due to the Fed's rate hold.
Current US real economy indicators (INDPRO 102.5, stable employment) represent the typical 'lag effect' seen in
the early stages of past 'stagflation.' Extreme contraction in consumer sentiment (UMCSENT 53.3) and the
convergence of the 10Y-2Y spread (0.5%) are leading indicators already pricing in a sharp slowdown in the real
economy. While the market misinterprets these leading signals as a 'temporary correction,’ oil prices exceeding
$100 will collapse real purchasing power and undermine the consumption base, triggering a surge in
unemployment and industrial production slowdown, thereby justifying risk-off sentiment.

The market narrative appropriately reflects the 'qualitative' risks of prolonged high rates and inflation reignition, while the
'quantitative’ stability in macro data (employment, production) is merely the final glow before inflation crushes the real economy.

Signals of economic slowdown from contracting consumer sentiment and narrowing Treasury spreads, when combined with rising
oil prices, carry a high probability of transitioning into stagflation.

B (Market Wrong)

The market is wrong. The market narrative is overreacting to a 'single event'—the Middle East war and surging
oil prices—exaggerating fears of 'stagflation,’ while the actual macro reality reflects a 'soft landing' scenario
where the US real economy maintains robust growth (INDPRO 102.5) and the labor market remains stable (ICSA
211,000). The KRW/USD exchange rate at 1,500 and the sharp decline in KOSPI represent an excessive fear
response driven by Korea's unique exchange rate sensitivity and foreign capital flows; the fundamentals of the
US economy, the global core, remain intact. The convergence of the 10Y-2Y spread is not a signal of economic
slowdown but rather the market's forward pricing of the Fed's shift in interest rate policy, while the contraction
in consumer sentiment is a temporary reaction to high inflation and will not lead to a collapse in real purchasing
power.

The macro reality confirms the resilience of the US economy, whereas the market narrative misinterprets rising oil prices as a 'signal’

rather than 'noise,' triggering excessive selling in risk assets (KOSPI down 6%). The upward trend in US equities (SPX, DOW) suggests
that market fear is an unfounded overreaction; if the oil price surge converges to a temporary peak, inflation concerns will subside.

Key Question: If WTI oil prices remain above $100 for more than two weeks, will a 'real economy collapse' occur—
characterized by the Consumer Sentiment Index (UMCSENT) falling below 50 and Initial Jobless Claims (ICSA) exceeding
250,000—or will US Industrial Production (INDPRO) recover above 105, sustaining 'growth under controlled inflation'?

Tensions

Market narratives emphasize stagflation fears and a prolonged high-rate environment due to Middle East conflict
and surging oil prices, fueling intense risk-off sentiment. However, macro data shows the US real economy
maintaining growth and a stable labor market, revealing a divergence between recession fears and actual
indicators.
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Narrative: Concerns of economic contraction due to inflation reignition from Middle East ge
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While narratives are dominated by extreme risk-off sentiment evidenced by the KRW/USD breaching 1,500 and the
KOSPI plummeting 6%, the US market rallied with the Dow breaking 50,000 on positive US-China talk
developments, indicating a divergence in global equity trends.




Narrative: The Korean stock market has plummeted amid weak won and foreign selling pressure
Reality: The US stock market showed strong momentum with gains across the three major ind
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Inflation concerns driven by the Fed's rate hold decision and Middle East uncertainty dominate the narrative.
However, the 10Y-2Y Treasury spread narrowing to 0.5% signals an economic slowdown, highlighting a
contradiction between monetary policy stance and leading economic indicators.
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Narrative: Inflation fears stemming from a potential Middle East war and the Fed's rate hol
Reality: The 10Y-2Y Treasury spread has converged to 0.5%, signaling economic slowdown, w
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Alternatives

GOLD - = (Gold)

The WTI-GOLD correlation (Beta 4.39) demonstrates that rising oil prices have shifted toward demand for inflation hedging, making gold
the most powerful real asset defense mechanism in a stagflationary environment characterized by contracting consumer sentiment and
surging oil prices.

TIPS - 27t S=% (TIPS)

In an environment dominated by prolonged high interest rates and concerns over reignited inflation, this is the only bond asset capable
of hedging against bond price declines due to rising nominal rates while simultaneously benefiting from both rising real rates and
inflation.

XLE - Of|L{X| ME{ ETF (Energy Sector)
With the narrative of sustained oil price surges due to WTI remaining above $100 and Middle East geopolitical risks continuing, energy
companies can directly benefit from inflation and rising oil prices through expanded profitability and dividend yields.
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