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Verdict

Winning Hypothesis: The Market is Wrong: The market rally is a 'Fake Rebound,' underestimating the risks of
'‘consumption breakdown' and 're-accelerating inflation' implied by a contractionary Consumer Confidence Index
below 50 and delayed inflation deceleration (CPI 333.98). The resilience in the Industrial Production Index is merely a
temporary phenomenon driven by inventory accumulation or supply chain restructuring, not sustainable growth led by
private consumption. The Federal Reserve's outlook for further rate hikes (PGIM, etc.) and sustained initial jobless
claims (229,000) could entrench inflation through labor market rigidity, implying a potential shift beyond 'High for
Long' rates to 'Stagflation.' Therefore, the current equity rally is a bubble fueled by rate cut expectations, and a sharp
correction will occur once macro warning signals materialize.

The market is viewed as having fully priced in a 'Soft Landing' scenario, driven primarily by the
resolution of US-Iran ceasefire negotiations and a surge in Al semiconductor demand. This pricing
reflects a proactive assessment of real economic resilience (INDPRO, spread inversion) and the
mitigation of geopolitical risks. Notably, the strong rally in tech stocks (NDX) and its high correlation
with copper indicate that the market advance is a rational price discovery process grounded in real
economic recovery, rather than a mere bubble.

However, market optimism underestimates the core risk of persistent labor market rigidity, which could
prolong the 'High for Long' policy stance and trigger a 'Stagflation' scenario with adverse impacts on asset
prices. Crucially, **Initial Jobless Claims (ICSA) remain at 229,000**, confirming that labor market rigidity
persists and strengthening the case for further Fed tightening. The previously cited **CPI of 333.98** remains
just below the 335 threshold, indicating that concerns over delayed inflation deceleration have not dissipated.
Furthermore, the **Consumer Confidence Index (UMCSENT) at 49.8** stays in the contraction zone below 50,
keeping the risk of consumption breakdown valid. While the NDX rally and copper correlation reflect sector-
specific strength and certain aspects of the real economy, they are insufficient to offset structural weaknesses
in labor market rigidity and consumption contraction. Consequently, if the rationale for further Fed tightening
strengthens, the current equity rally risks being exposed as a 'False Recovery,' likely leading to a sharp
correction.

Action: Underweight NDX and overweight GOLD

Invalidation: If ICSA (Initial Jobless Claims) falls below 215,000 for two consecutive weeks, providing a clear
signal of resolving labor market rigidity.

Macro Picture

Regime: expansion
Key Themes: Resolution of Geopolitical Risks and Recovery in Risk Appetite, Sector Rotation Led by
Semiconductors and Al, Concerns Over Prolonged High Rates and Fed Policy Uncertainty

Dominant Narrative: Global equity markets are showing strength as geopolitical risks in the Middle East ease
following the resolution of US-Iran ceasefire negotiations, with risk appetite expanding amid the KOSPI surpassing
the 8,100 level and the Dow Jones Industrial Average hitting a record high. In particular, a pronounced sector
rotation toward technology stocks is evident, driven by surging Al semiconductor demand and double-digit growth
in the memory market. However, caution persists regarding the prolonged high-interest-rate environment, as major
institutions such as PGIM forecast three Fed rate hikes this year.




Reality: The Industrial Production Index (INDPRO) remains at 102.65, indicating robust expansion in production
activity, while the Consumer Sentiment Index (UMCSENT) at 49.8 stays below the 50 threshold, reflecting continued
contraction in private consumption sentiment. Although the 10Y-2Y Treasury spread has turned positive at 0.38%,
signaling the disappearance of recession signals, the Initial Jobless Claims (ICSA) holding steady at 229,000 suggests
aresilient labor market that may delay rate cuts. Meanwhile, the CPI at 333.98 indicates a slowdown in inflation
stabilization, raising the likelihood of the Fed maintaining its tightening stance.

Hypotheses

A (Market Right)

Market is correct: Current market strength reflects not mere optimism but a rational price discovery process
anticipating fundamental economic recovery evidenced by 'robust production activity (INDPRO 102.65)"' and
'disappearance of recession signals (10Y-2Y spread inversion)'. Consumer sentiment index (UMCSENT)
converging below 50 represents temporary psychological contraction under high-rate conditions without
leading to actual consumption breakdown; while inflation slowdown (CPI 333.98) signals potential 'Soft
Landing' allowing Fed to maintain 'High for Long' stance while potentially advancing rate cut timing. Thus,
structural growth drivers including geopolitical risk resolution and surging Al demand offset high-rate concerns,
indicating market has preemptively positioned for economic expansion.

Market narrative accurately captures leading indicators of real economy (production, spreads) pricing in 'recession avoidance'
scenario, while weakness in lagging indicators (consumer sentiment) represents exaggerated fear under high-rate environment. Al
semiconductors and Middle East risk resolution serve as strong downside support reducing rate sensitivity.

B (Market Wrong)

The market is wrong: The market rally is a 'Fake Rebound,' underestimating the risks of 'consumption
breakdown' and 're-accelerating inflation' implied by the Consumer Confidence Index remaining below 50
(contraction) and delayed disinflation (CPI 333.98). The resilience in the Industrial Production Index is merely a
temporary phenomenon driven by inventory accumulation or supply chain restructuring, not sustainable
growth led by private consumption. The Fed's outlook for further rate hikes (e.g., PGIM) and sustained
unemployment claims (229,000) could entrench inflation through labor market rigidity, implying a potential
shift beyond 'High for Long' rates to 'Stagflation.' Therefore, the current equity rally is a bubble based on rate
cut expectations, and a sharp correction will occur once macro warning signals materialize.

The market narrative ignores lagging indicators such as weak consumer confidence and delayed disinflation, overvaluing risk assets
by relying solely on Al themes and geopolitical tailwinds. It is a fatal error to judge an expansion phase based only on production
indicators while the core of the real economy's consumption weakens; the shock of the Fed maintaining its tightening stance on
asset prices is underestimated.

Key Question: Will the upcoming Initial Jobless Claims (ICSA) released within the next two weeks exceed 250,000, resolving
labor market rigidity, or will they remain at the 229,000 level, acting as inflationary pressure and strengthening the Fed's
rationale for further tightening?

Tensions

While the dominant narrative centers on risk asset preference driven by eased geopolitical risks and surging Al
demand, the reality of consumer sentiment below 50 and slowing inflation underscores the tangible risks of
prolonged high rates and potential additional hikes, creating policy uncertainty.
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Narrative: Risk appetite expands amid easing Middle East tensions and Al semiconductor boom

Reality: Weakening consumer sentiment and slowing inflation prompt Fed to maintain tighte
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The resolution of US-Iran ceasefire negotiations has expanded risk appetite, fostering a narrative of Korean won
strength and exchange rate stability; however, forecasts of additional Fed rate hikes by major institutions like PGIM
and concerns over prolonged high rates are exerting upward pressure on the US dollar, increasing exchange rate
volatility.
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Narrative: Geopolitical risk mitigation sustains preference for risk assets, with expectati
Reality: Fed's projected additional rate hikes and prolonged high-rate environment sustai
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Despite a narrative of sustained economic expansion supported by robust industrial production and a positive
Treasury spread, the convergence of consumer sentiment below 50 and steady jobless claims reveals coexisting
contraction in private consumption and labor market rigidity, creating a divergence between leading and lagging

economic indicators.
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Narrative: Robust production activity and spread inversion signal disappearance of recessio
Reality: Consumer sentiment index below 50 indicating contraction alongside steady initia
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