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Verdict

Winning Hypothesis: The market narrative is flawed. Expectations of an Iran ceasefire and the Al boom are mere
"illusions' that underestimate the macro reality of prolonged high interest rates. Despite the 10Y-2Y Treasury spread
turning positive, consumer sentiment (UMCSENT) remains in contraction territory at 49.8, and CPI at 333.979 indicates
persistent inflationary pressure, serving as precursors to 'Stagflation'. The Fed may indefinitely delay rate cuts or even
consider additional hikes due to concerns of re-accelerating inflation. This would drive up real rates, collapsing
valuations in the Al sector. The 'weakest link' logic will then trigger a hard landing rather than a soft one. The market
has entered an overbought state by underestimating the risk that high interest rates could paralyze growth drivers.

The market anticipates that the resolution of geopolitical risks due to an imminent Iran ceasefire
agreement and strong growth momentum in the Al/semiconductor sector will offset concerns over
prolonged high rates. This is reflected in a sharp Nasdaqg rebound and declining VIX, signaling
expanding risk appetite. Notably, robust initial jobless claims (ICSA) at 229,000 support the Soft
Landing scenario, fostering dominant optimism that the anomalous positive correlation between
rising rates and stock prices will persist.

However, the invalidation condition set in the prior assessment—'ICSA exceeds 250,000, clearly signaling labor
market slowdown, while CPI surpasses 335, indicating renewed Fed tightening signals'—now presents an
imminent risk given current evidence and context. While current ICSA at 229,000 appears robust, it likely
represents a 'lagged signal' before the full impact of high rates materializes. Should CPI, currently at 333.979
with unresolved inflationary pressure, breach 335, the Fed's 'High for Longer' stance could shift to 'Tighter for
Longer.' Furthermore, the sustained NDX-US10Y correlation (R2=0.4989) may be a temporary illusion driven by
the Al narrative; meanwhile, US10Y rising 6.33% over three months and increasing real rates are exacerbating
valuation pressures on the Al sector. Hypothesis B, which posits that the market underestimates the 'weakest
link' risk of prolonged high rates stifling growth momentum, appears increasingly valid as it aligns with the
likelihood of ICSA and CPI breaching thresholds within the next two weeks.

Action: Underweight NDX and overweight US10Y

Invalidation: If ICSA remains below 250,000 for two consecutive weeks and CPI does not exceed 335

Macro Picture

Regime: slowdown
Key Themes: Geopolitical Ceasefire Expectations and Market Rebound, Inflation Stickiness Concerns and Rate
Hold, Al and Semiconductor-Led Divergence

Dominant Narrative: Global equity markets rebounded sharply, with the Nasdaq rising 2.5%, amid expectations of
a canceled Iranian airstrike and an imminent ceasefire agreement. However, while a rate hold for the remainder of
the year remains the dominant outlook, caution persists regarding the prolonged high-rate environment due to
fears of reaccelerating inflation. Market participants are focused on the Al investment boom and strength in the
semiconductor sector, even as concerns coexist over the 'weak link' thesis that high rates could dampen growth
momentum.

Reality: As of April 2026, the UMCSENT (Consumer Sentiment) registered 49.8, indicating a contractionary zone;
however, the June ICSA (Initial Jobless Claims) stood at 229,000, reflecting a resilient labor market. Although the
10Y-2Y Treasury spread turned positive at 0.39%, temporarily easing recession signals, persistent inflationary




pressure with CPI at 333.979 underscores the reality of a prolonged high-rate environment, delaying the Fed's rate
cut timeline.

Hypotheses

A (Market Right)

Market narrative is correct. Resolution of geopolitical risks via imminent Iran ceasefire and strong growth
momentum in Al/semiconductor sectors offset concerns over prolonged high rates. Current CPI rise and
consumer sentiment decline reflect temporary supply shocks and psychological overreaction; robust initial
jobless claims at 229,000 (ICSA) support 'Soft Landing' prospects for the real economy. The Fed will recognize
inflation as transitory, delaying cuts without shifting to further tightening, sustaining risk appetite for tech
stocks and driving further Nasdaqg (NDX) gains.

Market rebound should be interpreted as a 'qualitative shift' combining removal of geopolitical uncertainty (Iran ceasefire) and
structural growth drivers (Al). Among macro data, ICSA (229,000) is a key indicator proving labor market avoids hard landing; while
UMCSENT (49.8) and CPI rise justify Fed's 'High for Longer' stance, they do not directly signal recession. Thus, the market correctly
anticipates the 'narrative' of geopolitical risk resolution and growth drivers over the 'reality' of prolonged high rates.

B (Market Wrong)

The market narrative is flawed. Expectations of an Iran ceasefire and the Al boom are merely 'optical illusions'
that underestimate the macro reality of prolonged high interest rates. Despite the 10Y-2Y Treasury spread
turning positive, consumer sentiment (UMCSENT) remains in contraction territory at 49.8, and CPI at 333.979
indicates persistent inflationary pressure, signaling early signs of 'Stagflation'. The Fed may indefinitely delay
rate cuts or even consider additional hikes due to fears of re-accelerating inflation. This would drive up real
rates, collapsing valuations in the Al sector and triggering the 'weak link' logic, leading to a hard landing rather
than a soft landing. The market has entered an overbought state by underestimating the risk that high rates
could paralyze growth drivers.

The market rebound is merely a temporary liquidity injection driven by geopolitical tailwinds, while fundamental macro conditions
(high inflation + weak consumer sentiment) continue to deteriorate. The resilience in ICSA is likely a 'lag effect’ from the labor
market; once the lag of high rates suppressing consumption and investment takes hold, unemployment could surge sharply.
Specifically, rising CPl and the Fed's stance on holding or raising rates will increase the discount rate for tech stocks (NDX),
exacerbating valuation pressures. This could serve as the trigger for the 'weak link' logic to translate into an actual recession. Thus,
the market remains overheated by ignoring macro realities.

Key Question: If ICSA (initial jobless claims) exceeds 250,000 within the next two weeks, clearly signaling labor market
slowdown, while CPI surpasses 335, indicating a signal of further Fed tightening, can Al sector valuations withstand the reality
of prolonged high interest rates?

Tensions

While geopolitical ceasefire expectations and the Al-driven rebound narrative are dominating the market, the reality
of a prolonged high-rate environment due to sticky inflation and an expected rate hold for the year is clashing with
concerns over weakening growth momentum.
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Narrative: Global markets surge and risk appetite expands amid imminent Iran ceasefire deal
Reality: Persistent CPI inflationary pressure dashes expectations for rate cuts this year

NDX SPX us1ioy VIX

Expectations of a ceasefire triggered a sharp decline in the USD/KRW exchange rate, signaling a preference for safe-
haven assets; however, the Fed's stance on prolonged high rates and fears of reaccelerating inflation continue to
exert upward pressure on the dollar and downward pressure on the won, offsetting any safe-haven gains.
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Narrative: Cancellation of Iran airstrikes and expectations of peace agreement drive KRW/US
Reality: Fears of reaccelerating inflation prompt Fed to delay rate cuts and raise possib
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While market participants focus on the robust growth of the Al investment boom and the semiconductor sector,
data-driven caution persists regarding the 'weak link' thesis, which posits that a prolonged high-rate environment
could suppress real demand.
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Narrative: Polarization driven by Al and semiconductor sectors persists, with optimistic in
Reality: Despite 10Y-2Y Treasury spread inversion, consumer sentiment contraction and hig
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