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Verdict

Winning Hypothesis: The market is correct: Surging Al semiconductor demand and expectations of geopolitical risk
mitigation can support equity prices by driving corporate earnings growth (EPS) even in a high-rate environment.
Weakness in the Consumer Sentiment Index (UMCSENT) reflects a temporary psychological overreaction rather than
the impact of high rates, as sustained real economic activity is evidenced by the Industrial Production Index (INDPRO)
holding at 102.5. Thus, the market is focusing on 'real growth' and preemptively pricing in 'sentiment indicator' noise.
The judgment is that the 5.2% yield on 30-year Treasuries implies a profitability improvement effect that outweighs the
discount rate pressure on growth stocks (Al sector).

The market views the Fed's hawkish stance and concerns over prolonged high interest rates, marked
by the 30-year Treasury yield touching 5.2%, as temporary noise, driven primarily by the surge in Al
semiconductor demand and expectations of progress in US-Iran negotiations. Investors believe that
the resilience of real economic activity (INDPRO) and improved profitability in the Al sector can offset
discount rate pressures from rising rates, driving S&P 500 and Nasdaq to record highs.

However, real economic indicators and market price action strongly support Hypothesis A's 'real growth'
narrative. The NDX's 9.87% gain over one month indicates that Al sector growth momentum remains dominant
even in a high-rate environment. Notably, the NDX-US10Y correlation (Beta) has converged to 0.0001, proving
that rising rates are not directly driving equity declines. Furthermore, the rise in INDPRO (102.5) and COPPER
(+6.74% over one month) cross-validates that real production activity remains robust, independent of the
temporary contraction in consumer sentiment (UMCSENT 49.8). The 10Y-2Y spread turning positive to 0.49%
also suggests no clear recession signal, indicating the market's rally is a rational price discovery process.

Action: Overweight NDX and reduce US10Y short positions

Invalidation: If NDX breaks below the 10-day moving average (MA10) and fails to converge for three
consecutive days

Macro Picture

Regime: expansion
Key Themes: Al Semiconductor-Led Growth, Coexistence of Geopolitical Risks and Rate Hike Concerns, Dollar
Strength and Emerging Market Currency Pressure

Dominant Narrative: US equities are posting strong gains, with the S&P 500 and Nasdaq hitting record highs,
driven by surging Al semiconductor demand and growing expectations of progress in US-Iran negotiations.
However, the Fed's increasingly hawkish stance has pushed the 30-year Treasury yield to 5.2%, raising concerns
about prolonged high interest rates and amplifying market volatility.

Reality: The Industrial Production Index (INDPRO) remains at 102.5, indicating sustained economic activity, while
the Consumer Sentiment Index (UMCSENT) hovers at 49.8 in contraction territory, reflecting weakened consumer
confidence. Although initial jobless claims (ICSA) stand at 209,000, signaling a resilient labor market, the 10Y-2Y
Treasury spread has turned positive at 0.49%, suggesting that recession signals remain ambiguous.




Hypotheses

A (Market Right)

The market is correct: Surging Al semiconductor demand and expectations of reduced geopolitical risks can
support equity valuations by driving corporate earnings growth (EPS) even in a high-rate environment. The
weak Consumer Sentiment Index (UMCSENT) reflects a temporary psychological overreaction to high rates
rather than fundamental deterioration, as evidenced by the Industrial Production Index (INDPRO) maintaining a
level of 102.5, indicating robust real economic activity. Thus, the market is focusing on 'real growth' and
proactively discounting 'sentiment indicator' noise. The 30-year Treasury yield at 5.2% implies that the
profitability improvement effect outweighs the discount rate pressure on growth stocks (Al sector).

The market narrative reflects structural growth drivers, including surging Al semiconductor demand and progress in US-Iran
negotiations, which are expected to drive long-term corporate value appreciation over short-term interest rate volatility. While the
macro reality shows UMCSENT hovering at 49.8 in contraction territory, this represents a temporary consumer fear response to
prolonged high rates. The Industrial Production Index (INDPRO) remains robust at 102.5, signaling that the real economy is not in

contraction. Furthermore, the 10Y-2Y spread turning positive (0.49%) indicates that recession signals are not clear, confirming that
the market's upward trend is a rational price discovery process grounded in 'real growth'.

B (Market Wrong)

The market is wrong: The Consumer Sentiment Index (UMCSENT) hovering at 49.8 in contraction territory,
combined with the 30-year Treasury yield touching 5.2%, signals a prolonged high-rate environment that
foreshadows a collapse in real purchasing power and a surge in corporate financing costs. This suggests the
market has underestimated the risk that the Al semiconductor demand narrative, when colliding with actual
consumption contraction, could pivot into a 'K-shaped recession.' In short, the market has focused solely on
'nominal growth' and 'geopolitical risk mitigation,' failing to adequately price in the economic slowdown risks
stemming from 'worsening real consumer sentiment' and 'prolonged high interest rates.'

While the market narrative is heavily skewed toward optimism driven by Al demand and geopolitical risk mitigation, the macro
reality is sending strong signals of an economic slowdown, marked by the UMCSENT entering contraction territory at 49.8 and the
30-year Treasury yield touching 5.2%. This implies that prolonged high rates could dampen consumer sentiment and sharply
increase corporate financing costs, thereby slowing real economic activity. Notably, the fact that consumer sentiment has become

extremely weak despite the 10Y-2Y spread turning positive is a precursor to 'real purchasing power collapse.' The market's oversight
of this factor while driving stock prices to record highs can be viewed as excessive valuation.

Key Question: If the 30-year Treasury yield remains above 5.2% for an extended period, will the earnings growth (EPS) of the
Al semiconductor sector offset the rising discount rates due to high interest rates and demand decline from consumption
contraction to drive further S&P 500 gains, or will the contraction in real consumer sentiment (UMCSENT) spread across all
sectors, triggering a recession signal?

Tensions

While market narratives are driven by surging Al semiconductor demand and expectations of geopolitical risk
mitigation, the macro reality shows signs of genuine economic slowdown, with the 30-year Treasury yield touching
5.2% and the Consumer Sentiment Index entering contraction territory at 49.8. This creates a divergence between
nominal growth and underlying consumer sentiment.
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A global equity rally narrative and expectations of dollar strength coexist with the reality of emerging market
currency pressure, as the KRW/USD rate breaches 1,500 and concerns mount over declining growth potential in the
Korean economy. This creates a significant mismatch between US-centric optimism and the tangible burdens faced
by emerging markets.
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Equities continue to rise on expectations of progress in US-Iran negotiations, yet the Fed's increasingly hawkish
stance and the sharp surge in the 30-year Treasury yield suggest that high interest rates may persist. This generates
conflicting signals between the narrative of geopolitical risk mitigation and the reality of rising rates.
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Alternatives

GLD - SPDR Gold Shares

Amid ongoing concerns regarding emerging market currency pressure and declining real purchasing power driven by the 30-year
Treasury yield touching 5.2% and a strong US dollar (KRW/USD exceeding 1,500), gold remains a viable alternative store of value. Given
that the impact of interest rates on equity prices has weakened (Beta 0.0001) even in a high-rate environment, gold can serve as an
inflation hedge and an alternative store of value amid dollar weakness (from an emerging market perspective).

COPPER - Copper Futures

The rise in COPPER (+6.74% over 1 month) and the robust reading of INDPRO (102.5) suggest that real production activity remains
vigorous, independent of the weak Consumer Sentiment Index (49.8). Coupled with the narrative of surging Al semiconductor demand,
industrial metal demand is expected to persist, positioning copper as a key alternative asset bridging the gap between nominal growth
and real production.

XLE - Energy Select Sector SPDR Fund

While expectations of geopolitical risk mitigation (US-Iran negotiations) are driving equity markets, the Fed's hawkish stance and
concerns over prolonged high rates could induce energy price volatility. The energy sector, which exhibits low correlation with the NDX,
offers robust cash flows even in a high-rate environment and represents a defensive growth asset poised to benefit should geopolitical
uncertainties reignite.
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