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Verdict

Winning Hypothesis: The market is wrong: The 'capitulation’ narrative is an 'illusion' based on excessive fear; the macro
reality is a 'gradual slowdown,' not a 'sudden collapse.' The un-inversion of the 10Y-2Y spread and robust ICSA (210k)
clearly prove that the labor market and financial system are not in a structural collapse. The KRW/USD breaking 1530 is
temporary volatility from geopolitical risk, not a fundamental collapse of the Korean economy. Growth drivers in the Al
semiconductor sector (TSMC, ARM) and sustained industrial production show the error in generalizing the situation as a
total 'capitulation.' The market is over-interpreting energy price hikes as 'stagflation' and underestimating the resilience
of the real economy.

The market believes 'geopolitical stagflation' is imminent due to Middle East risks and the Fed's
hawkish pause, interpreting the KRW/USD breaking 1,530 and the WTI surge as signals for
‘capitulation.’ Investors are overlooking the lagging nature of real economy data and are moving
toward defensive assets, with massive net outflows from equity funds driven by fear that energy costs
will paralyze domestic sentiment and the labor market.

However, collected evidence shows the 'sudden collapse' narrative underestimates the resilience of the real
economy. The decisive evidence is that ICSA remains at 210,000, not exceeding the 250,000 collapse threshold.
This implies the labor market is withstanding the immediate shock despite WTI surging 32.21% in a month and
KRW/USD rising to 1,512.88. Furthermore, while the VIX rose 16.03%, the S&P500 decline (-4.28%) is limited,
and the correlation between the Al sector (NDX) and long-term rates (-0.0001) is near zero, proving growth
drivers are insensitive to rate hikes. Therefore, 'capitulation' is judged to be an illusion based on excessive fear
rather than a preemptive response to data.

Action: Overweight NDX and slightly reduce VIX short positions

Invalidation: If ICSA (Initial Jobless Claims) exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Geopolitical risks and the Fed's rate pause, KRW weakness breaking 1530 and financial instability, Al
semiconductor growth and polarization of traditional industries

Dominant Narrative: Economic uncertainty is rising due to geopolitical risks in the Middle East, including the Iran
war, leading the Fed to hold the benchmark rate at 3.50-3.75% and maintain a hawkish stance. The KRW/USD
exchange rate has surpassed 1530, a 17-year high, causing significant shock in the FX market. Investors are wary of a
potential correction, characterized as 'capitulation,' resulting in record-high net outflows from equity funds.
Conversely, the Al semiconductor sector is emerging as the sole growth engine, supported by TSMC's market share
expansion and ARM's revenue growth outlook.

Reality: As of February 2026, the Industrial Production Index (INDPRO) remains at 102.551, indicating sustained
production activity. However, the Consumer Sentiment Index (UMCSENT) stays low at 56.6, reflecting weakened
domestic sentiment. The 10Y-2Y Treasury spread has turned positive to 0.52%, temporarily easing recession signals,
but the labor market remains robust with Initial Jobless Claims (ICSA) at 210,000, limiting the Fed's room for rate
cuts. Particularly as of April 2026, the surging exchange rate and geopolitical risks are acting as factors for
downward revisions in inflation and growth outlooks.




Hypotheses

A (Market Right)

The market is right: 'Capitulation' and massive capital outflows are not merely psychological but a preemptive
reflection of 'geopolitical stagflation' that macro data has yet to capture. While the Fed's hawkish pause and the
KRW/USD breaking 1530 appear alongside steady production (INDPRO) and employment (ICSA), this is a
'delayed shock.' Surging energy prices (WTI +37.78%) are eroding purchasing power and domestic sentiment
(UMCSENT 56.6), which will lead to a labor market collapse within 1-2 months. The market is signaling
'capitulation’ because it has determined that now is the optimal time to sell before the vicious cycle of 'rising
real rates + plunging demand' caused by oil and FX spikes hits the data.

The market narrative identifies the 'lag' and 'distortion' in data. 1) ICSA (210k) and INDPRO (102.5) reflect past performance and fail
to show how quickly WTI and FX spikes will paralyze household consumption and corporate CAPEX. 2) The un-inversion of the 10Y-2Y
spread is merely due to temporary liquidity and does not offset recession signals from rising real rates and energy costs. 3)

Therefore, fund outflows and 'capitulation' are rational preemptive responses to an 'imminent recession' not yet visible in macro
data.

B (Market Wrong)

The market is wrong: The 'capitulation' narrative is an 'illusion' based on excessive fear; the macro reality is a
'gradual slowdown, not a 'sudden collapse.' The un-inversion of the 10Y-2Y spread and robust ICSA (210k)
clearly prove that the labor market and financial system are not in a structural collapse. The KRW/USD breaking
1530 is temporary volatility from geopolitical risk, not a fundamental collapse of the Korean economy. Growth
drivers in the Al semiconductor sector (TSMC, ARM) and sustained industrial production show the error in
generalizing the situation as a total 'capitulation.' The market is over-interpreting energy price hikes as
'stagflation’ and underestimating the resilience of the real economy.

Macro reality refutes the market's 'worst-case scenario.' 1) Since the labor market (ICSA 210k) has not collapsed, there is insufficient
evidence that weakened consumption will lead to a 'sharp' recession. 2) The positive Treasury spread indicates eased recession
signals, contradicting the 'massive correction' warned by the market. 3) While KRW weakness could improve export

competitiveness, low domestic sentiment (UMCSENT 56.6) alone is insufficient to claim 'financial system instability.' 4) Thus, the
'capitulation' narrative stems from 'excessive fear' that exaggerates traditional industry weakness into a total market collapse.

Key Question: Will ICSA (Initial Jobless Claims) exceed 250,000 within the next 4 weeks, signaling a crack in the labor market,
or will it remain around 210,000, continuing a gradual economic slowdown?

Tensions

The market narrative warns of a sharp correction, emphasizing 'capitulation' and massive fund outflows due to the
Iran war and the Fed's hawkish pause. However, macro data shows a robust labor market with steady industrial
production and low jobless claims, suggesting that recession signals have temporarily eased.
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Narrative: Concerns of a market collapse due to weakened investor sentiment from geopolitic
Reality: Temporary easing of recession signals based on sustained production and a robust
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The narrative interprets KRW weakness (breaking 1530) as a symbol of financial instability and deteriorating
fundamentals, highlighting a '17-year shock.' In reality, macroeconomic indicators such as the un-inversion of the
10Y-2Y Treasury spread and stable unemployment do not directly support an extreme crisis phase.

0.60
Narrative: Surging exchange rates and FX market shocks causing financial system instability
Reality: Sector-specific polarization and a gradual slowdown are the reality, rather than
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The market narrative defines the slump in traditional industries (excluding Al semiconductors) as the cause of
'capitulation' and emphasizes downward pressure on the overall market. However, data shows production activity
continues with INDPRO at 102.5, making the polarization of growth drivers more evident than a complete

contraction of traditional industries.
O




0.50
Narrative: Sluggishness in traditional industries driving a market-wide correction, with no
Reality: Production activity continues as INDPRO is maintained, but low consumer sentimen
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