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Verdict

Winning Hypothesis: The market is underestimating downside economic pressure due to data lags (STALE) and
overheating in the Al theme. The extreme low of UMCSENT at 44.8 serves as a leading warning signal of a 'structural
collapse on the demand side' driven by actual income declines and household debt limits, rather than mere
psychological contraction. Specifically, the positive (+) range of the 10Y-2Y spread reflects stagflationary distortions
caused by supply shocks (tariffs, Middle East conflicts), unlike in the past. Meanwhile, the divergence between the
actual labor market (ICSA 215,000) and consumer sentiment suggests that the market's overconfidence in a 'Soft
Landing' and delayed rate cut expectations are likely to accelerate an economic downturn.

The market trusts the 'Soft Landing' scenario, citing Al-driven productivity gains and the Fed's robust
economic data. It interprets the 10Y-2Y Treasury spread holding at 0.42% in positive territory as a
signal that recession risks are contained, dismissing the sharp drop in UMCSENT as a temporary
psychological overreaction or an illusion caused by stale data. Consequently, it forecasts that the
economy will remain resilient despite prolonged high interest rates.

However, signals of a 'structural collapse on the demand side, which the market overlooks, are exerting
stronger downward pressure than inflation concerns. The evidence data strongly supports Hypothesis B. First,
Initial Jobless Claims (ICSA) at 215,000 exceeded the 200,000 threshold, confirming that labor market cooling
has moved beyond a simple slowdown into a 'layoff' phase. Second, the University of Michigan Consumer
Sentiment (UMCSENT) hit a historical low of 44.8, indicating a clear collapse in consumer sentiment,
suggesting inflation will naturally subside due to declining demand. Third, the Nasdaqg 100 Index (NDX) fell
-3.41% over one month, revealing that the Al rally was based on 'theme overheating' rather than 'actual
productivity.' The divergence between deteriorating real economy indicators (ICSA, UMCSENT) and market
narratives (positive T10Y2Y spread, NDX rally) is not an illusion caused by data lag but proof that the market is
underestimating downward economic pressure.

Action: Aggressively expand NDX short positions and underweight SPX

Invalidation: If ICSA (Initial Jobless Claims) reverts to below 190,000 for two consecutive weeks, signaling
labor market recovery

Macro Picture

Regime: slowdown
Key Themes: Stalled disinflation and delayed rate cuts, Rising supply chain costs due to geopolitical risks, Al-driven
tech outperformance and semiconductor market polarization

Dominant Narrative: As suggested by the Fed's Beige Book and headlines, the US economy continues to sustain
moderate growth; however, persistent inflationary pressures exceeding expectations have increased uncertainty
regarding the timing of Fed rate cuts. While the 10Y-2Y Treasury spread remains in positive territory at 0.42%,
signaling no imminent recession, rising supply chain costs driven by tariffs and Middle East conflicts are hindering
disinflation, making 'higher-for-longer' interest rates the prevailing concern.

Reality: UMCSENT (Consumer Sentiment) stands at a very low 44.8, clearly indicating a contraction in consumer
confidence; however, the T10Y2Y (Treasury Spread) remains positive at 0.42%, suggesting the economy is not on the
brink of recession. CPI at 332.568 shows disinflation has stalled. Meanwhile, ICSA (Initial Jobless Claims) and




INDPRO (Industrial Production) data are delayed by over one month per FRED standards (STALE), failing to
immediately reflect the current strength of employment and production.

Hypotheses

A (Market Right)

The market is correctly interpreting Al-driven growth and the Fed's robust economic data. The sharp decline in
UMCSENT (Consumer Sentiment) is a temporary psychological overreaction or a mirage caused by data lags
(STALE), as actual employment and production indicators (ICSA, INDPRO) have not yet reflected the
deterioration. Thus, the current equity rally and positive Treasury spread are leading indicators proving the
economy is not in recession. The persistent inflation is a temporary supply shock, and the economy will achieve
a 'Soft Landing' even if the Fed maintains high interest rates.

The market narrative trusts the technical signal that the 10Y-2Y spread remains positive at 0.42%, suggesting a 'moderate growth'
phase distinct from pre-recession patterns. The UMCSENT level of 44.8 indicates consumers temporarily contracted sentiment due
to inflation grievances, but actual income and employment (ICSA, INDPRO) have not collapsed, consistent with data lag
characteristics. Therefore, the 'prolonged high rates' priced in by the market is a rational response to the Fed's cautious policy

stance rather than failed inflation control, and the Al tech rally represents fundamental value growth based on real productivity
gains and margin improvements.

B (Market Wrong)

The market is underestimating downside economic pressure due to data lag (STALE) and overheating in the Al
theme. The extreme low of UMCSENT at 44.8 is not merely a psychological contraction but a leading signal
warning of a 'structural collapse on the demand side' driven by actual income decline and household debt
limits. Specifically, the positive 10Y-2Y spread, unlike in the past, is distorted by stagflationary factors stemming
from supply shocks (tariffs, Middle East conflicts). The divergence between the actual labor market (ICSA 215k)
and consumer sentiment indicates that the market's overconfidence in a 'Soft Landing' and delayed rate cut
expectations are likely to accelerate an economic recession.

In the historical judgment context, ICSA exceeding the 200k threshold while UMCSENT hit historic lows signifies that labor market
cooling has entered a 'layoff' phase. This is a precursor to a 'hidden recession' not yet reflected in industrial production (INDPRO)
due to data lag. The market narrative mistakenly interprets Al-driven equity gains and a positive treasury spread as signals of
economic recovery; however, this aligns with a 'stagflation' scenario where inflation driven by rising supply costs (tariffs, oil prices)
suppresses demand. Therefore, the market normalizing 'higher-for-longer rates' is an error that overlooks the collapse in real
economy demand, and the longer rate cuts are delayed, the more rapidly recession risks will escalate.

Key Question: Will ICSA (Initial Jobless Claims) recover below 200k within the next two weeks, proving labor market
resilience, or will it remain above or rise above 210k, confirming the 'structural collapse on the demand side' warned by
UMCSENT at 44.8 in actual employment data?

Tensions

While the narrative of Al-driven tech outperformance and moderate growth is driving market gains, the stark reality
of severely contracted consumer sentiment (UMCSENT at 44.8) and delayed employment/production data (STALE)
creates a divergence, as these lags fail to immediately reflect actual downside pressure on the economy.
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Narrative: Stock market rally centered on Al technology stocks and the Fed's sustained mode
Reality: Concealment of economic slowdown signals due to plummeting consumer sentiment an
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The market narrative reflects stalled disinflation and 'higher-for-longer' rate concerns; however, the reality of stalled
CPI disinflation and rising supply chain costs (tariffs/geopolitical risks) suggests inflation may prove more persistent
than expected, widening the gap between rate cut expectations and economic reality.
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Narrative: Concerns over delayed rate cuts and prolonged high interest rates due to stalled
Reality: Persistent inflation driven by stalled CPI disinflation and rising supply chain
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The narrative interprets the decline in the KRW/USD exchange rate (below 1,484) as a resolution of 'high exchange
rate new normal' concerns; however, a sharp surge in oil prices (over 10%) due to Middle East conflicts and supply
chain risks could exert renewed pressure on exchange rates and inflation, creating a divergence between short-term

currency stability and medium-term risks.
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Narrative: Easing high exchange rate concerns and dollar weakness driven by the KRW/USD dep
Reality: Renewed exchange rate appreciation pressure due to oil price surge from geopolit
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