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Verdict

Winning Hypothesis: The Market is Wrong: The market's expectation of a Fed rate hold underestimates the dual risks of
'reigniting inflation' and 'declining real growth.' The rise in 10-year Treasury yields and gold breaking $4,400 signal the
early stages of stagflation. The contraction in consumer sentiment (49.5) and the increase in initial jobless claims
indicate that domestic demand weakness has already transmitted to the real economy. If the Fed allows inflation (CPI
332.81) to persist while holding rates, inflation expectations could become entrenched, potentially triggering a
simultaneous 'sharp dollar decline due to eroding confidence' and 'surging interest rates,' rather than mere dollar
WEELGESS

Market participants are driving a weaker USD trend based on expectations that the Fed will hold rates
steady through year-end (80% probability), with optimism prevailing that 'higher-for-longer' rates can
curb inflation, evidenced by the KRW/USD exchange rate falling below 1,300. Furthermore, initial
jobless claims remaining below 250,000 are cited as evidence of a resilient labor market, leading to the
interpretation that recession fears are merely temporary (fatigue from high prices).

However, the 10-year US Treasury yield (US10Y) rising 1.77% over three months to reach 4.65%, coupled with a
13.59% surge in Copper (COPPER) prices over six months, is interpreted not as a simple supply shock but as
early signals of stagflation, where 'reignited inflation' coexists with 'declining real growth rates.' Specifically,
Gold (GOLD) breaking $4,400 per ounce and rising 1.13% over three months represents an anomalous
phenomenon where a weaker USD (USDKRW -8.35%) coincides with rising Treasury yields. This suggests that
the Fed's rate-hold stance is failing to control price increases, leading to a decline in USD credibility and an
explosion in inflation hedging demand. Although the invalidation condition from the previous verdict ('ICSA
exceeding 250,000 for two consecutive weeks') has not been triggered (currently at 209,000), the resilience of
employment data (supporting Hypothesis A) is preventing the Fed from rushing rate cuts, thereby
exacerbating a 'vicious cycle' of falling real rates and sticky inflation (supporting Hypothesis B). Consequently,
the USD weakness reflected in the market is judged not as a sign of policy success, but as a precursor to
declining credibility due to policy failure.

Action: Overweight GOLD, Underweight US10Y, Overweight COPPER
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: slowdown

Key Themes: Divergence between rate-hold expectations and rising long-term yields, Concerns over rekindled
inflation and surging gold prices, Earnings uncertainty and weak supply-demand dynamics in the semiconductor
sector

Dominant Narrative: Market participants are pricing in a dollar-weakness trend, including a decline in the KRW/
USD exchange rate to the 1,300s, based on an 80% probability that the Fed will hold rates steady through year-end.
However, rising 10-year Treasury yields and gold prices breaking $4,400 per ounce have amplified concerns about
rekindled inflation. In particular, former President Trump's remarks on delaying rate cuts, combined with rising
copper prices and fiscal crisis fears, have created a dominant sentiment of caution regarding the early stages of
stagflation.




Reality: According to FRED data, industrial production (INDPRO) remains robust at 1,029.9, yet consumer sentiment
(UMCSENT) sits at 49.5, lingering in contraction territory as of June 2026, signaling domestic demand contraction.
While the 10-year minus 2-year Treasury spread (T10Y2Y) remains positive at 0.46%, indicating no clear recession
signal yet, initial jobless claims (ICSA) at 219,000 suggest a gradual slowdown in the labor market. Meanwhile, CPI at
332.81 indicates persistent inflationary pressure, widening the divergence between the Fed's rate-hold stance and
actual inflation data.

Hypotheses

A (Market Right)

Market is correct: The Fed's 'higher for longer' stance is strong enough to offset reignited inflation concerns; the
rise in 10-year treasury yields stems from temporary supply shocks (copper, fiscal), while the consumer
sentiment contraction reflects temporary 'high-price fatigue' rather than recession signals. Thus, the dollar
weakness and exchange rate decline to the 1,300 won range reflect the Fed's intent to hold rates through year-
end to lower real rates and stimulate growth, while the rise in gold prices represents hedge demand driven by
expectations of falling real rates, not stagflation fears.

The market narrative preemptively incorporates the Fed's policy intent (80% probability of rate hold); the surge in 10-year treasury
yields and gold prices is interpreted as a mix of 'excessive treasury supply due to widening fiscal deficits' and 'expectations of falling
real rates,' rather than 'reignited inflation.' A consumer sentiment reading of 49.5 reflects demand contraction due to persistent high
prices rather than a fundamental domestic slowdown; as long as initial jobless claims (209,000) remain below 250,000, the labor
market is not collapsing, indicating sufficient labor market resilience to allow the Fed to delay rate cuts. Therefore, the current

market pricing of dollar weakness and exchange rate decline represents the most rational scenario should the Fed's 'hold' stance
persist.

B (Market Wrong)

The market is wrong: The expectation of a Fed rate hold underestimates the dual risks of 'reigniting inflation'
and 'declining real growth.' The rise in 10-year Treasury yields and gold breaking $4,400 signal the early stages
of stagflation. The contraction in consumer sentiment (49.5) and the increase in initial jobless claims indicate
that domestic demand weakness has already transmitted to the real economy. If the Fed maintains rate holds
while allowing inflation (CPI 332.81) to persist, inflation expectations could become entrenched, potentially
triggering a simultaneous 'sharp dollar decline due to credibility loss' and 'surge in interest rates,' rather than
mere dollar weakness.

While the market narrative interprets the Fed's 'rate hold' optimistically, rising 10-year Treasury yields and a surge in gold prices
suggest the market is pricing in the Fed's policy failure (inability to control inflation) in advance. Specifically, rising copper prices
and fiscal crisis concerns are intensifying supply-side inflationary pressures, completing a stagflation scenario where real rates fall
and inflation rises despite the Fed holding rates. A consumer sentiment reading of 49.5 and rising jobless claims indicate the 'job
lock-in' phenomenon in the labor market is beginning to unravel, warning that domestic demand contraction could lead directly to

a recession via declining corporate revenues. Therefore, the current market pricing of dollar weakness and exchange rate declines is
likely to reverse into a 'dollar crash due to policy failure' driven by a loss of confidence in the USD.

Key Question: If next week's ICSA (initial jobless claims) exceeds 250,000, will the 'stagflation' scenario materialize,
characterized by simultaneous rises in 10-year Treasury yields and gold prices despite the Fed maintaining its rate hold, or
will it be interpreted as a temporary labor market slowdown, allowing the dollar weakness trend to persist?

Tensions

The market narrative drives the KRW/USD exchange rate lower by pricing in Fed rate holds and dollar weakness,
whereas macro reality shows rising long-term Treasury yields and surging gold prices, amplifying inflation and
stagflation fears, creating opposing directional signals.
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The narrative supports Fed rate holds by noting the absence of clear recession signals (positive Treasury spread),
yet deteriorating consumer sentiment and rising jobless claims point to domestic demand contraction and labor
market slowdown, highlighting downside risks and a divergence from the policy stance.
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While market participants reflect dollar weakness amid rate-hold expectations, supply-side inflationary pressures
from rising copper prices and fiscal crisis concerns are fueling actual price increases, deepening the gap between
the Fed's hold stance and inflation data.
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