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Verdict

Winning Hypothesis: The Market is Wrong: Signals of economic slowdown reflected in the sharp decline in consumer
confidence and the narrowing of the Treasury spread (0.45%) are more leading than the Fed's hawkish narrative. The
resilience of the labor market (ICSA 187,000) will act as a downside support, preventing the economy from crossing the
recession threshold. The market is overreacting to the binary scenarios of 'rate hikes' and 'recession,' underestimating
the possibility that the real economy is entering a 'Soft Landing.' The correction in the semiconductor sector is not due
to the 'US-China double punch' but rather a valuation adjustment in a high-rate environment; the fact that industrial
production has not halted suggests that growth drivers centered on technology stocks remain valid.

The market is pricing in the Fed's internal hawkish alignment (3 members) and the 'US-China double
punch'risk in the semiconductor sector, anticipating that rate hike expectations and growth risks will
exert additional downward pressure on equities until the July FOMC. Specifically, the narrative of
rising bond yields and a strong dollar is expected to be a more dominant pricing factor than the
convergence of the 10Y-2Y spread. The sharp drop in consumer sentiment is dismissed as a temporary
emotional overreaction, indirectly supporting the 'failed soft landing' scenario for the real economy.

However, the market's excessive fear underestimates the robust downside support of the real economy.
Crucially, regarding the key question of whether new unemployment claims (ICSA) will exceed 250,000 within
the next two weeks, signaling a breakdown in labor market rigidity, the collected evidence of 187,000 ICSA
claims is well below the 250,000 threshold feared by Hypothesis A, confirming labor market resilience.
Additionally, the Industrial Production Index (INDPRO 102.64) remains stable, indicating the real economy's
floor has not collapsed. Although the VIX surged 25.59% into the 'fear' zone (25-30) and the NDX dropped
10.19%, this reflects valuation adjustments in rate-sensitive sectors rather than a recession signal, as the
divergence with real data (ICSA, INDPRO) is too significant. Therefore, the market decline is an overreaction,
and the real economy's downside support will sustain equity prices.

Action: Overweight NDX (aggressive buy), establish short VIX positions

Invalidation: If ICSA (new unemployment claims) exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Rising bond yields following the Fed's rate hold, Semiconductor correction and Al supply-demand
realignment, Geopolitical risks and preference for safe-haven assets

Dominant Narrative: The Fed held the benchmark rate at 3.50~3.75%, but three hawks internally advocated for a
hike, prompting markets to react with rising bond yields post-hold. The semiconductor sector faces a 'US-China
double punch' and the emergence of China's CXMT, leading to a correction at a PER of 3x, while investors maintain a
wait-and-see stance ahead of the July FOMC as a turning point.

Reality: Industrial production (INDPRO) remains at 102.64, indicating the economy has not fully stalled, yet the
University of Michigan Consumer Sentiment (UMCSENT) plummeted to 44.8, materializing concerns over
consumption contraction. Initial jobless claims (ICSA) stand at 187,000, reflecting a resilient labor market, but the
10Y-2Y Treasury spread has converged to 0.45%, clearly signaling economic slowdown.




Hypotheses

A (Market Right)

Market is correct: The Fed's hawkish signals and structural weakness in the semiconductor sector outweigh
temporary slowdowns in real data. Rate hike expectations and growth risks will exert further downward
pressure on equities ahead of the July FOMC. The sharp drop in consumer sentiment reflects a temporary
emotional overreaction, while resilient industrial production suggests the 'lag effect' of high rates on the real
economy has not yet fully materialized. Thus, the narratives of rising bond yields and dollar strength will act as
more powerful price drivers than the leading indicator of the 10Y-2Y spread convergence.

The market narrative has already priced in hawkish coordination within the Fed (3 members) and structural risks from the 'US-China
double punch' on the semiconductor sector. The plunge in consumer sentiment (44.8) can be interpreted as a preemptive defensive
measure by consumers against prolonged high rates; however, rather than signaling an economic collapse, it points to an inflation-
moderating scenario via consumption contraction, which may sustain the Fed's rate hold. Conversely, if inflation proves sticky, the
hawkish case gains traction. The stability of industrial production (INDPRO) at 102.64 suggests the slowdown's pace is slowing, not
reversing, making the market's feared 'failed soft landing' scenario more probable. In short, data lags and structural risks
(semiconductors) support the market narrative.

B (Market Wrong)

The market is wrong: Signals of economic slowdown indicated by the sharp decline in consumer sentiment and
the contraction of the treasury spread (0.45%) are more leading than the Fed's hawkish narrative. The resilience
of the labor market (ICSA 187,000) will act as a downside support preventing the economy from crossing the
recession threshold. The market is overreacting to the polarized scenarios of 'rate hikes' and 'recession,
underestimating the possibility that the real economy is entering a 'soft landing.' The correction in the
semiconductor sector is not due to the 'US-China double punch' but rather a valuation adjustment in a high-
interest-rate environment; the fact that industrial production has not halted suggests that growth drivers
centered on technology stocks remain valid.

Current market fear is focused on the noise of the Fed's 'hawkish rhetoric, underestimating clear signals of economic slowdown
such as the sharp drop in consumer sentiment to 44.8 and the convergence of the 10Y-2Y spread to 0.45%. Specifically, the
maintenance of ICSA at 187,000 indicates that labor market rigidity has not broken, implying that the consumption base remains
intact. As seen in past cases, while spread contraction is a recession signal, in a situation where industrial production is maintained,
the 'soft landing' scenario where 'economic slowdown' does not transition into 'recession' is more likely. The market has
overestimated the Fed's rate hike potential, driving up bond yields, but signals of slowdown in real data will create an environment
where the Fed is forced to freeze or cut rates. Therefore, the 'decline’ priced in by the market is an overreaction, and the downside
support of the real economy will support stock prices.

Key Question: Will new unemployment claims (ICSA) exceed 250,000 within the next two weeks, breaking labor market
rigidity, or will they remain below 200,000, leading to consumption contraction resulting in a 'soft landing' scenario?

Tensions

While the narrative features coexisting Fed rate hold and hawkish hike rhetoric, real data clearly signals economic
slowdown through plummeting consumer sentiment and narrowing Treasury spreads.
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Narrative: Rising bond yields following rate hold and continued wait-and-see stance ahead o
Reality: Economic slowdown materializing as consumer sentiment plunges to 44.8 and 10Y-2Y
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Although the dominant narrative centers on semiconductor corrections driven by the 'US-China double punch' and

Al supply-demand realignment, industrial production holding at 102.64 suggests the economy has not fully stalled.
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Narrative: Supply-demand concerns driven by semiconductor PER correction to 3x levels and e
Reality: Industrial production (INDPRO) holding at 102.64 indicates economy not in comple
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Despite narratives of geopolitical risks and safe-haven preference, the KRW/USD exchange rate has fallen to the
1,440 level, indicating simultaneous dollar weakness and won strength.
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Narrative: Expectations of dollar strength amid geopolitical risks and flight to safety
Reality: KRW/USD exchange rate enters 1,440 range, recording lowest level in five months
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NDX vs US10Y — 5Y NDX vs US10Y — 6M (R? drop: 0.000)
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