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Verdict

Winning Hypothesis: The market is correct: The Q4 2026 rebound is merely an illusion created by a temporary distortion
in consumer sentiment and robust employment, while a genuine soft landing is underway. The sharp decline in
UMCSENT (44.8) reflects a temporary panic response to high inflation (CPI1 333.98); however, the resilience of the labor
market, with initial jobless claims (ICSA) holding at 215,000, continues to support consumer spending capacity. The rise
in the KRW/USD exchange rate stems from a global shortage of dollar liquidity, not a signal of structural collapse in the
Korean economy. Earnings growth from the semiconductor supercycle will offset exchange rate losses and drive a stock
market rebound starting in Q4. The Fed's interest rate freeze represents a sophisticated balancing strategy to curb
inflation; Q3 volatility was merely an 'expectation adjustment' phase after rate cut hopes fully evaporated, while
expectations for real rate declines are resurging in Q4, confirming a market rebound.

Market participants anticipate that the US equity market will experience volatility in Q3 before
rebounding in Q4 of 2026. They expect the semiconductor supercycle in South Korea, Japan, and
Taiwan to lead global markets, even as the Fed maintains a rate-hold stance and the US dollar
strengthens. Notably, the KRW/USD exchange rate has reached a post-financial crisis high of 1,545.2,
interpreted as a sign of dollar liquidity shortage, while robust labor market conditions are expected to
offset weakening consumer sentiment.

However, the invalidation condition for 'labor market slowdown' presented in the previous verdict (Hypothesis
B) has not been met; instead, new data strongly supports the market narrative (Hypothesis A). Initial Jobless
Claims (ICSA) remained below the 240,000 threshold at 215,000, confirming labor market resilience and
suggesting the sharp drop in the Consumer Sentiment Index (UMCSENT) to 44.8 was a temporary panic
reaction. Furthermore, although the KRW/USD exchange rate (1,542.78) exceeded the 1,500 level, the KOSPI
surged 54.04% over three months, proving that semiconductor earnings growth is offsetting currency
headwinds. The 29.72% rise in the Nasdaq 100 (NDX) and the decline in the 10-year Treasury yield (US10Y) by
-1.77% indicate renewed expectations of falling real rates, supporting the validity of the Q4 rebound scenario.

Action: Overweight NDX, Aggressive Buy KOSPI, Overweight US10Y
Invalidation: If ICSA (Initial Jobless Claims) exceeds 240,000 for two consecutive weeks

View Change: The invalidation condition set in the previous assessment (2026-06-29), namely 'ICSA exceeding 240,000 confirming
labor market slowdown," did not materialize. Instead, ICSA remained at 215,000, proving labor market resilience. The strong
upward trends in KOSPI and NDX (54.04% and 29.72%, respectively) demonstrate that the semiconductor supercycle is driving the
market despite exchange rate appreciation and high inflation. Therefore, the 'Real Soft Landing and Q4 Rebound (Hypothesis A)'
scenario aligns better with the data than the previous 'Recession Onset (Hypothesis B)' scenario.

Macro Picture

Regime: slowdown
Key Themes: Prolonged high interest rates and the Fed's rate-hold stance, Semiconductor supercycle and
expanded Al investment, Strengthening US dollar and deepening KRW weakness

Dominant Narrative: Market participants anticipate that the US equity market will experience volatility in Q3 2026
before rebounding in Q4, with the Federal Reserve maintaining a rate-hold stance. Notably, the USD/KRW exchange
rate has risen to 1,545.2, reaching its highest level since the global financial crisis, reinforcing the strong dollar




trend. Meanwhile, the strengthening semiconductor leadership of South Korea, Japan, and Taiwan is emerging as a
key driver of global equity market trends.

Reality: According to FRED data, as of May 2026, the US Industrial Production Index (INDPRO) remains steady at
102.65, indicating resilient production activity. However, the Consumer Sentiment Index (UMCSENT) has sharply
declined to 44.8, signaling a clear contraction in consumer confidence. The 10-year minus 2-year Treasury yield
spread (T10Y2Y) remains positive at 0.28%, but inflationary pressures (CPI 333.98) limit expectations for rate cuts.
Additionally, Initial Jobless Claims (ICSA) stand at 215,000, reflecting continued robustness in the labor market.

Hypotheses

A (Market Right)

The market is correct: The anticipated Q4 2026 rebound is merely an illusion created by temporary distortion in
consumer sentiment and resilient employment, while a genuine soft landing is underway. The sharp drop in
UMCSENT (44.8) reflects a transient panic response to high inflation (CPI 333.98); the robustness of the labor
market, with ICSA holding at 215,000, still supports consumer spending capacity. The rise in the KRW/USD
exchange rate stems from global USD liquidity shortages, not structural collapse in the Korean economy.
Earnings growth from the semiconductor supercycle will offset exchange rate losses and drive stock market
recovery starting in Q4. The Fed's rate freeze represents a sophisticated balancing strategy to curb inflation; Q3
volatility was merely an 'expectation adjustment' phase once rate cut hopes fully evaporated, while Q4 will see
renewed expectations for real rate declines, confirming the market rebound.

The market narrative prioritizes interpreting the 'robustness of the real economy' evidenced by employment data (ICSA) and
industrial production (INDPRO). Although consumer sentiment (UMCSENT) is a leading indicator, consumption cannot contract
sharply as long as employment remains stable, rendering this merely a temporary psychological shock. The exchange rate increase
is a natural outcome of the USD strength cycle, and earnings growth from semiconductor-leading nations (Korea/Japan/Taiwan) is

sufficiently powerful to offset it. Thus, Q3 volatility represents an 'expectation adjustment' process, while the Q4 rebound results
from macro fundamentals catching up with the narrative.

B (Market Wrong)

The market is wrong: The market's 'Q4 rebound' narrative is a miscalculation that underestimates the macro
realities of 'consumer confidence collapse' and 'prolonged high interest rates.' The contraction in real
purchasing power will extend beyond Q3 volatility into a Q4 downturn. The historic low of UMCSENT at 44.8
signals not merely psychological contraction but a collapse in real purchasing power; employment data (ICSA
215k) is a lagging indicator and fails to immediately reflect the consumption contraction. The KRW/USD
exchange rate at 1,545.2 accelerates capital outflows (exodus) from emerging markets, collapsing liquidity in
the Korean stock market (KOSPI) and exacerbating valuation burdens in the semiconductor sector. The Fed's
rate freeze signifies 'prolonged high interest rates, posing a critical risk to growth-stock-heavy semiconductors,
indefinitely delaying the Q4 rebound or triggering a downturn.

Consumer confidence (UMCSENT) is a leading indicator of consumption expenditure; a level of 44.8 indicates a collapse in real
purchasing power, while the strength in employment data (ICSA) is insufficient to prevent consumption contraction. The exchange
rate at 1,545.2 signals capital outflows, representing a severe liquidity headwind powerful enough to neutralize the 'semiconductor
leadership' narrative. The Fed's rate freeze is an inevitable response to inflation (CPI1 333.98), implying 'prolonged high interest rates'

that pressure growth stock valuations. Therefore, Q3 volatility is a signal of the onset of a downturn, and the Q4 rebound narrative is
an irrational optimism detached from macro realities.

Key Question: If initial jobless claims (ICSA) exceed 240k by the end of Q3 2026, confirming labor market slowdown, will the
consumer confidence contraction at UMCSENT 44.8 translate into actual consumption contraction, causing the Q4 rebound
narrative to collapse? Or will the resilience in employment data offset the decline in consumer sentiment, allowing the
rebound to materialize?

Tensions

While market narratives emphasize a Q4 rebound and sustained Fed rate holds, the sharp decline in consumer
sentiment (44.8) and high inflation (CPI 333.98) erode real purchasing power, posing structural risks that could
amplify Q3 volatility and delay the anticipated rebound.
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Narrative: Expectation of stock market rebound in Q4 2026 and continued Fed rate freeze sta




Reality: Reality of consumption contraction due to sharp decline in consumer sentiment in
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Although the growth narrative centered on the semiconductor supercycle and expanded Al investment dominates,
the USD/KRW exchange rate at 1,545.2 (highest since the global financial crisis) and the strong dollar are
accelerating capital outflows from emerging markets, exacerbating supply-demand imbalances in the Korean
equity market.
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Narrative: Strengthened semiconductor leadership in Korea, Japan, and Taiwan alongside expa
Reality: Accelerated capital outflow from emerging markets driven by USD strength, with K
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Labor market resilience (215,000 initial jobless claims) and stable industrial production provide macroeconomic
support for the Fed's rate-hold stance; however, this fails to offset the risks of prolonged high interest rates, thereby
increasing valuation pressures on growth-oriented sectors such as semiconductors.
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Narrative: Prolonged high interest rates and maintenance of the Fed's rate freeze stance
Reality: Limited expectations for rate cuts due to robust employment and stable industria
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Alternatives

NDX - LFAEF100 X[~
The combination of expectations for declining real interest rates and the Al/semiconductor supercycle narrative offsets the risk of
prolonged high rates, making this the core asset most directly positioned to benefit from the Q4 rebound.

KOSPI - ZAI| X| =
Despite adverse exchange rate movements, robust earnings growth in the semiconductor sector has offset supply-demand imbalances,
driving a strong 54% surge; thus, further benefits from the upcoming rebound phase are anticipated.

US10Y-0|= 10 H= =44
Despite labor market resilience, resurging expectations for declining real interest rates are projected to drive down government bond
yields (raising prices), thereby alleviating valuation pressures on growth stocks and serving a defensive role within the portfolio.
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