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Verdict

Winning Hypothesis: The market is correct: The expectation of a September rate cut signals the onset of a 'soft landing,’
and the slowdown in UMCSENT and ICSA should be interpreted as intentional policy adjustments to achieve a soft
landing. With inflation easing (CPI 3.4%) confirmed, the Fed views cooling in the labor market as a successful example
of preventing overheating, while the temporary contraction in consumer sentiment (UMCSENT 49.5) is a natural
occurrence during the normalization of high interest rates, not a structural flaw leading to a recession (Hard Landing).
Therefore, the market will continue its upward trend by pricing in rate cut expectations, and the soft landing scenario
remains valid as long as ICSA does not exceed the 250,000 threshold.

The market strongly anticipates a September FOMC rate cut following confirmation of inflation
deceleration with July CPI rising 3.4%, interpreting this as a signal marking the start of a 'soft landing'.
The slowdown in consumer sentiment (UMCSENT 49.5) and employment indicators (ICSA 209,000) is
viewed as a normalization resulting from the Fed's deliberate policy adjustment; employment figures
remaining below the 250,000 threshold suggest recession risks have not yet materialized.

However, market optimism is further supported by decisive data demonstrating the resilience of the real
economy. The VIX fell 24.08% over one month, alleviating hard landing fears, while ICSA at 209,000 remains
significantly below the 250,000 threshold, indicating no signal of labor market collapse. Additionally, Industrial
Production (INDPRO) holding at 102.64 confirms the real economy's robustness despite the high-rate
environment. Although UMCSENT at 49.5 hovering near recession territory is concerning, this is interpreted as
the result of a 'controlled slowdown' where demand is intentionally suppressed under the high-rate regime.
Strong evidence, including ICSA below the threshold and the VIX decline, refutes the hard landing scenario
(Hypothesis B). Therefore, the market is correctly reflecting inflation deceleration and labor market resilience,
validating the 'soft landing' scenario.

Action: Underweight VIX and overweight SPX

Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown
Key Themes: Inflation slowdown and rate cut expectations, Al-driven growth and semiconductor market
polarization, Dollar weakness and heightened preference for safe-haven assets

Dominant Narrative: With the US July CPI rising 3.4%, matching expectations and confirming a slowdown in
inflation, markets strongly anticipate a September FOMC rate cut. However, the UMCSENT at 49.5 reflecting weak
consumer sentiment and the ICSA figure of 209,000 jobs indicate concerns over an economic slowdown, making the
Fed's ability to achieve a 'soft landing' the key market focus as of August 15, 2026.

Reality: INDPRO at 102.64 (2026-06) and T10Y2Y at 0.51% (2026-08) suggest the economy remains in an expansion
phase but with decelerating growth. Notably, UMCSENT at 49.5 (2026-06, FRED) indicates consumer sentiment is
hovering near contraction territory, constraining domestic demand-led growth. The ICSA figure of 209,000
(2026-08-08) shows the unemployment rate is stable but under upward pressure, making the pace of labor market
cooling a critical variable that could accelerate the timing of rate cuts.




Hypotheses

A (Market Right)

The market is correct: The expectation of a September rate cut signals the onset of a 'soft landing, and the
slowdown in UMCSENT and ICSA should be interpreted as the result of deliberate policy adjustments to achieve
a soft landing. With inflation slowdown (CPI 3.4%) confirmed, the Fed views cooling in the labor market as a
successful 'overheating prevention' measure. The temporary contraction in consumer sentiment (UMCSENT
49.5) is a natural occurrence during the normalization of high interest rates, not a structural flaw leading to a
recession (Hard Landing). Therefore, the market will continue its upward trend by pricing in rate cut
expectations, and the soft landing scenario remains valid as long as ICSA does not exceed the 250,000
threshold.

The market narrative anticipates a Fed policy shift based on clear data showing inflation slowdown, consistent with past
experiences where the real economy remained robust under high interest rates (INDPRO 102.64). The slowdown in UMCSENT and
ICSA is not a leading indicator of recession but rather a 'normalization' phenomenon resulting from the Fed's intentional
suppression of demand to curb inflation, a necessary condition for a successful soft landing. If the Fed fails to cut rates in September

and maintains high rates, the risk of recession will materialize. Thus, current market optimism is not an overestimation of the Fed's
policy response but an accurate interpretation of the 'controlled slowdown' reflected in the data.

B (Market Wrong)

The market is wrong: The market's optimistic 'soft landing' narrative dangerously overlooks that UMCSENT at
49.5 (contraction territory) and rising ICSA pressure have surpassed the threshold for domestic demand
weakness, while expectations for a September rate cut may already be a belated response. Consumer
sentiment lingering near contraction territory is not merely a temporary phenomenon but indicates that high
interest rates are actively eroding household debt capacity and spending power, directly translating into
downward pressure on corporate earnings. Although ICSA at 209,000 remains stable, the upward pressure
signals accelerating cooling in the labor market; even if the Fed cuts rates in September, it may be insufficient to
halt the already initiated domestic demand contraction. Consequently, the market is underestimating the risk
of a recession (Hard Landing) and overvaluing equities.

The macro reality clearly demonstrates that domestic demand-led growth has reached its limits, evidenced by UMCSENT falling
below 50 into contraction territory and ICSA facing upward pressure. The market narrative is fixated solely on inflation easing,
trapped in the simplistic causal link of 'rate cut = equity rally,’ while ignoring the downward rigidity of the real economy. Specifically,
although T10Y2Y remains in positive territory at 0.51%, this reflects complacency based on past experience; consumer sentiment
deterioration could dampen corporate investment and consumption, ultimately accelerating the slowdown in the real economy

(INDPRO). If consumer sentiment fails to recover or ICSA surges following the September rate cut, the market will rapidly reprice
from a 'soft landing' to a 'hard landing' scenario, a risk currently unreflected in equity valuations.

Key Question: If next month's (September 2026) Initial Jobless Claims (ICSA) exceed the 250,000 threshold while the
Consumer Sentiment Index (UMCSENT) falls further below 45, will the Fed's September rate cut serve as a signal completing a
'soft landing, or will it act as a catalyst accelerating a 'hard landing'?

Tensions

While market narrative optimistically assumes that inflation slowdown alone will secure a rate cut and achieve a
'soft landing, macro data suggests that deteriorating consumer sentiment and labor market cooling could lead to a
recession (Hard Landing), deepening the Fed's policy dilemma.
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Although the narrative of dollar weakness and safe-haven preference dominates, concerns over Al-driven growth
exacerbating semiconductor market polarization and the risk of prolonged inflation still harbor factors for dollar
strength, potentially widening exchange rate volatility.
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While a second-half market rebound and Al growth narrative are forming, the reality of consumer sentiment

remaining near contraction territory exposes the limits of domestic demand-led growth, potentially capping the

market's upside.
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Narrative: S&P500 reaches record highs amid easing inflation concerns and Al growth optimis
Reality: UMCSENT at 49.5 indicates contracting domestic consumption, creating structural
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Alternatives

SPY - SPDR S&P 500 ETF Trust

Reflecting the market's 'soft landing' assessment, the sharp decline in VIX, and the resilience of the real economy (INDPRO), tracking the
S&P 500 index is the most direct beneficiary asset. This is the core execution tool for the proposed 'overweight SPX' strategy.

QQQ - Invesco QQQ Trust

If the second-half market rebound and the Al-driven growth narrative persist, the Nasdaqg 100 index, centered on technology stocks,

could exhibit greater upward momentum compared to the S&P 500. Benefits can be maximized when market optimism combines with Al
growth expectations.

IWM - iShares Russell 2000 ETF

If rate cut expectations intensify and fears of a hard landing subside, small-cap stocks (Russell 2000), which are highly sensitive to
interest rates, could serve as an alternative asset with relatively larger rebound potential compared to large-cap stocks. Additional
benefits are expected if limitations on domestic demand-driven growth are resolved.
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