Stock Angle @ioNG

2026-07-20 - Conviction

Verdict

Winning Hypothesis: The market narrative underestimates the macro realities of 'prolonged inflation' and 'sustained
high rates,' leading to a misjudgment of the semiconductor cycle peak. The historically low Consumer Sentiment Index
(44.8) signifies not merely a temporary contraction but a collapse in real purchasing power, foreshadowing a sharp
erosion of growth drivers in a consumption-led economy. With initial jobless claims (ICSA) exceeding the threshold at
208,000, labor market cooling is accelerating, indicating that Al infrastructure investment is insufficient to offset the
contraction in consumption. The Federal Reserve's lack of room for rate cuts implies entrenched inflation, which will
pressure corporate earnings and compress equity valuations. Consequently, the Korean stock market and
semiconductor sector are currently overvalued amid global demand slowdown and high-rate burdens, making
significant corrections inevitable upon a shift into economic contraction.

Market participants believe that Al data center construction and semiconductor prosperity are driving
manufacturing growth, while consumer sentiment deterioration is merely a temporary transitional
phenomenon. Particularly, with the Korean stock market acting as a bellwether for global markets and
positioned at the peak of the infrastructure investment cycle, the dominant narrative is 'supply-driven
growth,' suggesting the market will remain resilient despite the high-interest rate environment.

However, the market narrative overestimates the scale of Al investment capable of offsetting consumption
contraction amid accelerating labor market cooling and prolonged high interest rates. Critically, initial jobless
claims (ICSA) at 208,000 have exceeded the 200,000 threshold, indicating the labor market cooling has entered
a structural transition phase. This serves as a warning signal approaching the invalidation condition set in the
previous assessment ('ICSA exceeds 250,000'), suggesting a rapid exhaustion of growth momentum in a
consumption-driven economic structure. Furthermore, KOSPI's 25.17% plunge from its all-time high and the
6.95% rise in the US 10-year Treasury yield over three months imply that the 'peak of infrastructure investment
cycle' narrative is either already priced in or collapsing. The weakness in the Al sector (NDX -3.63%) despite
high interest rates proves that supply-driven growth is no longer supporting equity prices. The resilience of the
Industrial Production Index (INDPRO 102.6) is insufficient to offset consumption contraction, strongly
supporting Hypothesis B that the market is underestimating the risks of '‘prolonged inflation' and a 'transition
to recession' based on current data flows.

Action: Aggressively expand NDX short positions and underweight KOSPI
Invalidation: If initial jobless claims (ICSA) exceed 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Divergence between Al infrastructure investment and real consumption, Korean semiconductors
leading global equity markets, Extended inflation and delayed Fed rate cuts

Dominant Narrative: Market participants are closely monitoring an 'extended inflation' scenario where
manufacturing growth driven by Al data center construction and a semiconductor boom persist, but consumer
sentiment contracts to 44.8, inflation rises to moderate levels, and the Fed's room for rate cuts vanishes. Notably,
the Korean stock market is acting as a barometer for global equities, with market support sustained by expectations
of expanded infrastructure investment despite debates over the peak of the semiconductor cycle.

Reality: FRED data shows that as of June 2026, the Industrial Production Index (INDPRO) stands at 102.6,
maintaining growth, while the Consumer Sentiment Index (UMCSENT) at 44.8 indicates severe contraction,




suggesting a slowdown in consumption-led growth. Although the 10Y-2Y Treasury spread remains positive at 0.37%,
signaling no clear recession yet, initial jobless claims (ICSA) at 208,000 indicate a gradual cooling in the labor
market, while inflation (CPI 332.6) continues to rise.

Hypotheses

A (Market Right)

The market narrative is correct; current consumer sentiment contraction (UMCSENT 44.8) and labor market
cooling (ICSA 208,000) should be interpreted as transitional side effects of 'supply-driven growth' fueled by Al
infrastructure investment and semiconductor prosperity. The resilient Industrial Production Index (INDPRO
102.6) indicates that real growth in manufacturing and construction is offsetting consumption weakness. The
Fed's delayed rate cuts reflect temporary overheating on the supply side rather than entrenched inflation. Thus,
despite global economic slowdown concerns, the Korean equity market and semiconductor sector remain at
the peak of the infrastructure investment cycle, supporting the market. Consumer sentiment indicators are
expected to rebound as Al-driven job creation and income effects materialize.

1. The robust Industrial Production Index (INDPRO) confirms sustained real growth in manufacturing and construction despite
consumption weakness. 2. Al data center construction and semiconductor demand are translating into actual capital expenditure
(CAPEX), contributing to GDP growth. 3. Weak consumer sentiment reflects temporary consumption contraction under high interest

rates; once the supply-driven growth cycle matures, income effects will drive consumption recovery. 4. The positive treasury spread
(0.37%) suggests no recession signal, indicating the market is overestimating the risk of prolonged inflation.

B (Market Wrong)

The market narrative underestimates the macro realities of 'prolonged inflation' and 'sustained high interest
rates,’ misidentifying the peak of the semiconductor cycle. The historic low in the Consumer Sentiment Index
(44.8) signifies not merely a temporary contraction but a collapse in real purchasing power, foreshadowing a
rapid exhaustion of growth drivers in a consumption-led economy. With initial jobless claims (ICSA) exceeding
the critical threshold at 208,000, labor market cooling is accelerating, indicating that Al infrastructure
investment is insufficient to offset consumption contraction. The Federal Reserve's lack of room for rate cuts
implies entrenched inflation, which will pressure corporate earnings and compress equity valuations.
Consequently, the Korean stock market and semiconductor sector are overvalued at current levels due to global
demand slowdown and high-rate burdens, making a significant correction inevitable upon a transition to
economic recession.

1. The Consumer Sentiment Index (UMCSENT) recording 44.8 suggests that consumption-led growth is unsustainable, implying Al
investment alone cannot support overall economic expansion. 2. Initial jobless claims (ICSA) exceeding the 200,000 threshold at
208,000 indicate accelerating labor market cooling, serving as a leading indicator of an impending recession. 3. Persistent CPI
increases and the Fed's 'no room for rate cuts' stance highlight the ongoing risk of prolonged high rates, which will pressure

corporate earnings and compress equity valuations. 4. Even if the Treasury yield spread remains positive (0.37%), deterioration in
consumption and employment could still trigger a recession, a risk the market is currently overlooking.

Key Question: If initial jobless claims (ICSA) exceed 250,000 within the next two months, accelerating labor market cooling,
can Al infrastructure investment be maintained at a scale sufficient to offset consumption contraction?

Tensions

Contrary to the narrative of sustained Al infrastructure investment and a semiconductor boom, real consumption is
severely contracted with consumer sentiment at 44.8, leading to a polarization of growth drivers.
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Despite concerns over delayed Fed rate cuts and extended inflation, a contradiction exists where the Korean stock
market acts as a global equity barometer, dispelling debates over the peak of the semiconductor cycle.
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Amidst the dichotomous structure of US real economy growth in manufacturing and construction versus
consumption contraction, a sharp depreciation (appreciation) of the KRW exchange rate is triggering volatility by

raising concerns over weakened competitiveness in Korean semiconductor exports.
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Reality: While domestic US consumption contraction and concerns over prolonged inflation
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