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Verdict

Winning Hypothesis: The market is incorrect. Market participants are overreacting to a temporary dip in consumer
sentiment (UMCSENT) and valuation pressures in technology stocks, prematurely selling off amid exaggerated fears of
'Stagflation' or a 'Hard Landing.' Conversely, the inversion-to-positive flip in the 10Y-2Y Treasury spread (0.29%) signals
the normalization of the yield curve and the dissipation of recessionary signals. Robust industrial production (102.65)
and initial jobless claims (229,000) strongly indicate the economy is progressing toward a 'Soft Landing.' The Fed's
projected additional rate hikes appear unnecessary given the data, representing an 'Overreaction.' The coexistence of
moderating inflation (CPI 333.98) and resilient employment conditions establishes 'Goldilocks' prerequisites for the Fed
to pivot to a rate-cutting cycle, suggesting the market has priced in excessive pessimism.

Market participants are maintaining a wait-and-see stance, pricing in concerns of a recession
(Recession) driven by additional Fed rate hikes (3 times) and prolonged high rates ('High for Long').
Citing weakness in consumer sentiment (UMCSENT) and valuation pressures in tech stocks, they
continue to underweight growth sectors and favor the US dollar, interpreting the current phase as a
'Last Hurrah' prior to actual slowdowns in production and employment data.

However, the market's bearish narrative overlooks data that directly contradicts the robust fundamentals of
the real economy and actual asset price flows. The Nasdaq 100 (NDX) rising 21.83% over the past three months
contradicts the 'tech sell-off' thesis of Hypothesis A, while the 31.14% decline in the VIX suggests fear is
exaggerated. Furthermore, the 17.12% surge in copper prices (COPPER) indicates no demand slowdown from a
recession, and the inversion of the 10Y-2Y Treasury spread turning positive (0.29%) strongly signals the
disappearance of recessionary signals. While initial jobless claims (ICSA) holding steady at 229,000 indicates
labor market rigidity has not fully eased, this actually supports the 'Soft Landing' conditions necessary for the
Fed to pivot to a rate-cutting cycle. The temporary dip in consumer sentiment (49.8) is merely volatility in a
leading indicator; since real data (production, employment, commodities) and asset price flows support a
'Goldilocks' scenario rather than 'Stagflation' or 'Hard Landing', the market narrative is deemed incorrect.

Action: Overweight NDX and maintain short VIX positions
Invalidation: If the 10Y-2Y Treasury spread turns negative (inverted) for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Inflation stickiness and rekindled rate hike expectations, Sector rotation led by semiconductors and
Al, Expanded FX volatility amid prolonged high-rate environment

Dominant Narrative: Market participants are maintaining a wait-and-see stance amid fading rate-cut expectations,
reflecting forecasts from institutions such as PGIM that the Fed will implement three additional rate hikes this year
to bring inflation down from the 3.6% level. Alongside selling pressure in technology stocks, the strengthening US
dollar (KRW/USD 1,515.50) persists, highlighting a pronounced divergence with capital concentrating in growth
sectors such as semiconductors and Al-related equities.

Reality: According to FRED data, industrial production (INDPRO) in May 2026 stands at a robust 102.65; however,
the April consumer sentiment index (UMCSENT) registered 49.8, confirming a contraction in consumer confidence.
While the 10Y-2Y Treasury yield spread has turned positive at 0.29%, initial jobless claims (ICSA) in early June
totaled 229,000, indicating continued labor market resilience and supporting the Fed's high-rate stance.




Hypotheses

A (Market Right)

The market narrative is correct. The current robustness in industrial production (INDPRO) and initial jobless
claims (ICSA) is merely a lagging indicator illusion, delaying the transition to recession under the 'High for Long'
regime. The contraction in consumer sentiment (UMCSENT) at 49.8 serves as a leading indicator, signaling that
consumer confidence collapsed 3-6 months ahead of actual production and employment slowdowns.
Therefore, the Fed's additional rate hikes (3 times) are less likely to be a 'Pre-emptive Strike' against inflation
and more likely to become 'Over-tightening' that accelerates recession. This is a rational market reaction
already priced in through tech stock sell-offs and dollar strength.

The market overlooks the time lag between the collapse of consumer sentiment (leading) and the slowdown in production/
employment (lagging); current data merely represents the 'Last Hurrah' phase preceding an imminent recession.

B (Market Wrong)

The market is wrong. Market participants are overreacting to a temporary contraction in consumer sentiment
(UMCSENT) and valuation pressures in tech stocks, prematurely selling off by exaggerating risks of 'Stagflation'
or a 'Hard Landing'. Conversely, the inversion-to-positive flip in the 10Y-2Y Treasury spread (0.29%) signals the
normalization of the yield curve and the disappearance of recession signals. The resilience in industrial
production (102.65) and initial jobless claims (229,000) strongly suggests the economy is heading toward a 'Soft
Landing'. The Fed's projected additional rate hikes appear unnecessary based on current data, representing an
'Overreaction'. The coexistence of moderating inflation (CPI 333.98) and robust employment creates 'Goldilocks'
conditions that could enable the Fed to pivot to a rate-cutting cycle, indicating the market has priced in
excessive pessimism.

The normalization of the Treasury spread and the resilience in employment and production data indicate that recession risks have
dissipated. The contraction in consumer sentiment is a temporary factor; actual economic fundamentals support a 'Soft Landing'
rather than a 'High for Long' scenario.

Key Question: Since the 10Y-2Y Treasury spread flipped positive in early June, will initial jobless claims (ICSA) remain resilient
at the 229,000 level over the next 1-2 months, or will they plummet below 215,000, demonstrating labor market flexibility (or
conversely, surge above 240,000, signaling a recession)? (Note: If employment data deteriorates sharply despite spread
normalization, market narrative (A) is correct; if employment remains resilient, macro reality (B) is correct.)

Tensions

While market narratives reflect caution driven by concerns over additional Fed rate hikes and a prolonged high-rate
environment leading to recession fears, macro data suggests that the more immediate risk is inflation stickiness
rather than economic slowdown, supported by robust industrial production and a strong labor market.
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Narratives express concern over heightened FX volatility and a strengthening US dollar due to prolonged high rates,
reflecting weakness in the Korean won; however, actual data shows the 10Y-2Y Treasury yield spread has turned
positive, signaling a normalization phase rather than renewed rate-cut expectations.
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Market participants continue to sell growth stocks amid concerns over domestic demand contraction, citing the
consumer sentiment index (49.8) falling into contraction territory; however, the resilience in industrial production
suggests that weakening consumer confidence has not yet translated into an immediate decline in actual

production activity.
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