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Verdict

Winning Hypothesis: The market is wrong. The prevailing expectations of a Fed rate hold or cut underestimate the
macro realities of persistent CPI inflation and fiscal deficit concerns. With price stability (CPI up to 332.81) as its top
priority, the Fed is more likely to maintain rates, pursue additional tightening, or sustain higher-for-longer rates. Weak
consumer sentiment (UMCSENT 49.5) signals temporary contraction under a high-rate regime rather than an impending
recession, while modest industrial production (INDPRO) growth and stable initial jobless claims indicate insufficient
justification for rate cuts. Consequently, the recent decline in Treasury yields and tech stock rebound represent a
temporary overbought condition stemming from delayed Fed action against rekindling inflation. Going forward, the
combination of widening fiscal deficits and rising prices will heighten stagflation risks, intensifying downside pressure
on equity markets.

Market participants are caught between expectations that the Fed will hold rates through year-end
(supported by 80% of experts) and former President Trump's pressure for rate cuts. Citing declining
Treasury yields, the market is driving a tech-led rebound and a weaker dollar. The market interprets
rising CPl as a 'temporary supply shock' and views deteriorating consumer sentiment (UMCSENT 49.5)
as a signal of economic slowdown, preemptively pricing in a 'soft landing' scenario where the Fed
pivots to a rate-cutting cycle to safeguard growth.

However, the market's optimistic narrative overlooks the macro reality of persistent CPI increases and rising
Treasury yields. It is contradictory for the market to anticipate rate cuts while the core inflation indicator
(CPIAUCSL 332.81) continues to rise. Specifically, the 3.95% increase in US10Y over the past three months
strongly suggests the Fed will prioritize price stability, maintaining a tightening stance or implementing further
tightening. Furthermore, the 0.59% decline in NDX over three months indicates a weakening of the tech
rebound narrative, implying that continued Fed efforts to curb inflation will intensify downside pressure on
equities. The resilience of the labor market (ICSA 206,000) undermines the Fed's rationale for rate cuts,
supporting the view that 'higher for longer' rates or 'reignited inflation' are more realistic scenarios than the
market's anticipated 'soft landing".

Action: Underweight NDX and overweight US10Y

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

Macro Picture

Regime: slowdown
Key Themes: Resurgence of inflation concerns, Fed's rate-hold stance, Growth in semiconductor and Al sectors

Dominant Narrative: Market participants are caught between expectations that the Fed will hold rates steady
through year-end (supported by 80% of experts) and former President Trump's pressure to cut rates. Fueled by
declining Treasury yields, the Dow Jones has rebounded 0.2%, led by tech stocks. However, warnings of 'the worst
inflation in history' and concerns over fiscal deficits are exerting downward pressure on equities, while the USD/
KRW exchange rate has fallen to the 1,300 won range, reflecting a sustained weak-dollar trend.

Reality: According to FRED data, the Industrial Production Index (INDPRO) for July 2026 stands at 102.99, indicating
continued moderate growth. However, the University of Michigan Consumer Sentiment Index (UMCSENT) remains
at 49.5, below the 50 threshold, signaling contraction in domestic demand sentiment. The 10-year minus 2-year
Treasury spread (T10Y2Y) holds at 0.5% in positive territory, suggesting no clear recession signal. Meanwhile, Initial




Jobless Claims (ICSA) at 206,000 indicate stability, supporting the soft-landing scenario. Nevertheless, CPI at 332.81
continues to rise, underscoring the Fed's ongoing need to contain inflation.

Hypotheses

A (Market Right)

The market narrative is correct. The Fed's rate hold expectations and political pressure are not mere noise;
rather, the market is correctly pricing in the view that the CPI uptrend is merely a 'temporary supply shock' and
the consumer sentiment contraction (UMCSENT 49.5) signals an 'economic slowdown,' prompting the Fed to
prioritize preventing a recession over inflation. Thus, the current decline in Treasury yields and tech sector
rebound serve as leading indicators of a 'soft landing' scenario, where the Fed will pivot to a rate-cutting cycle
to counteract domestic demand contraction despite the modest industrial production (INDPRO) growth
expected in July 2026, as the market anticipates the CPI uptrend will decelerate.

Market participants view the CPI uptrend (332.81) as a 'temporary fluctuation' rather than 'permanent inflation.' In a context where
the contraction signal of UMCSENT 49.5 coexists with stable labor market data (ICSA 206,000), expectations that the Fed will pivot
from 'rate holds' to 'cuts' are being priced in preemptively. This logic is grounded in the fact that while past stagflation fears were

predicated on a labor market collapse (ICSA exceeding 250,000), the current robust labor market suggests the Fed will be more
sensitive to growth than inflation.

B (Market Wrong)

The market is wrong. The market's expectation of a Fed rate hold or cut underestimates the macro reality of
'persistent CPl increases' and 'fiscal deficit concerns.' With price stability (CPI up to 332.81) as its top priority,
the Fed is highly likely to choose additional tightening or maintain long-term high rates beyond a simple hold.
The slump in consumer sentiment (UMCSENT 49.5) is not a signal of recession but a temporary contraction
under the high-rate regime; the modest growth in industrial production (INDPRO) and stable initial jobless
claims suggest the Fed lacks justification for rate cuts. Therefore, the decline in Treasury yields and the tech
stock rebound represent a temporary overbought zone caused by the Fed's delayed response to 'reigniting
inflation.' Going forward, downside pressure on equity markets will intensify due to stagflation risks stemming
from the combination of expanding fiscal deficits and rising prices.

While the 'soft landing' scenario was deemed valid in the previous assessment (2026-08-20, 21), this analysis highlights the
contradiction of the market expecting rate cuts despite persistent CPl increases. The reality that the Fed's efforts to curb inflation
are still necessary (CPI rising) directly conflicts with the market's 'rate hold/cut' narrative, suggesting the Fed may react more

sensitively to inflation, delaying or halting rate cuts. Particularly when combined with fiscal deficit concerns, the decline in Treasury
yields will be temporary; in the long term, re-ignited inflation expectations will drive rates higher and cause equity market declines.

Key Question: If the CPI uptrend remains above 3% for three consecutive months after July 2026, will the Fed ignore the
UMCSENT contraction signal to maintain a rate hold or implement additional tightening, or will it switch to a rate-cutting
cycle to prevent domestic demand contraction despite a stable labor market (ICSA)?

Tensions

While market narratives cite the Fed's rate hold and falling Treasury yields to drive a tech-led equity rebound and
weak-dollar trend, macro data reveals a contradictory reality: rising CPl and subdued consumer sentiment point to
renewed inflation risks and weakening domestic demand.
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Narrative: Tech sector rebound and dollar weakness driven by the Fed's continued rate hold

Reality: Concerns over reignited inflation due to persistent CPI uptrend and contraction
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The conflicting expectations of a year-end rate hold (backed by 80% of experts) versus Trump's pressure to cut rates
create a confused outlook. This contrasts with data supporting a soft-landing scenario, such as stable jobless
claims, yet inflation indicators continue to suggest the Fed's need for tighter policy.
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Narrative: Expectations of a dovish rate environment fueled by year-end rate hold anticipat
Reality: While stable initial jobless claims suggest a soft landing, the Fed's efforts to




SPX DXY  VIX

The optimistic narrative centered on growth in semiconductor and Al sectors, alongside surging Bitcoin-related
stocks, clashes with macro constraints including modest industrial production growth and fiscal deficit concerns,

thereby exerting downward pressure on equity markets.
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Narrative: Tech-centric bullish narrative driven by semiconductor and Al industry growth al
Reality: Downward pressure on equities and inflation warnings stemming from modest indust
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US10Y vs NDX — 5Y US10Y vs NDX — 6M (R? drop: 0.000)
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