The Structure and Long-Term Implications of Rising
Interest Rates and Concentrated Al Investment on

Economic and Market Dynamics

The rise of the 10-year U.S. Treasury yield beyond 5% poses a significant risk of contraction in the
equity markets. Currently, expected returns on stocks hover around 4%, and when Treasury yields
surpass this threshold, investors tend to reallocate capital toward the guaranteed returns of
government bonds. This shift increases market tension and can trigger selling pressure, leading to
downward adjustments in stock prices. Notably, once yields exceed approximately 4.5%, key support

levels in the stock market begin to break down, potentially causing a broader market shock.

In the South Korean stock market, recent large-scale selling by foreign.investors reflects portfolio
rebalancing rather than mere loss aversion. The rapid ascent of the Korean market had inflated
foreign investor holdings to disproportionate levels, prompting‘adjustments to restore balance.
Despite this selling pressure, domestic individual investors have maintained active buying, supporting

the market and demonstrating sustained confidence and engagement in Korean equities.

The observed stock price increases are grounded in fundamental improvements, particularly within
the semiconductor sector, which has seen substantial profit growth. The overall earnings of the KOSPI
index have quadrupled compared to the previous year, aligning with the rise in stock prices and
indicating robust market fundamentals. However, earnings and market capitalization remain heavily
concentrated in a few large companies such as Samsung Electronics and SK Hynix. This concentration
amplifies market volatility and means that changes in the performance of these key firms can

disproportionately influence the broader market.

Investment in artificial intelligence (Al) is expected to expand significantly over the next four years in
the United States, reaching an estimated scale of approximately three trillion dollars. This represents
about 2 to 3 percent of GDP, a substantial increase comparable to previous major industrial
investments like those in the automotive and internet sectors. Nevertheless, this investment is heavily
concentrated among a small number of large hyperscale companies, intensifying the concentration of

capital and returns. Such concentration heightens market volatility and necessitates selective



investment strategies.

The upward pressure on interest rates is a global phenomenon, driven in part by the abundant
liquidity released during the COVID-19 pandemic, which now requires normalization. Both the U.S.
Federal Reserve and the Bank of Korea are considering further rate hikes, which will significantly
influence the investment landscape. A 10-year U.S. Treasury yield surpassing 5% not only burdens
equity markets but also affects capital flows and corporate financial health, with broad economic

repercussions.

The dual forces of rising interest rates and concentrated Al investment illustrate the complex
challenges facing the current economy. Higher rates increase capital costs,exacerbating financial
strain for some companies, while concentrated Al investments deepen industrial imbalances and
market volatility. Investors must carefully manage cash allocations‘and exposure to risk assets in this
environment. Although rising rates can temper market overheating and contribute to healthier long-
term adjustments, they also carry the risk of economic slowdown, requiring balanced and prudent

responses.

Economic experts offer varied interpretations of these developments, providing a multifaceted
understanding of the current economic trajectory. From the perspective of economic cycles, rising
rates and asset price corrections are seen.as natural adjustments within the broader economic
rhythm. Macroeconomic analysissemphasizes the critical role of policy in managing inflation and
stabilizing growth, advocating careful calibration of interest rate increases. Meanwhile, free-market
theory highlights the importance of market self-regulation and investor choice, cautioning against
excessive government intervention. These differing viewpoints underscore the complexity of the

current economic environment and the necessity for nuanced strategies.

Expert Core Perspective Keywords Interpretation Point
Ray Dalio Rising interest rates Interest rate rise, The economy cycles
represent a natural economic adjustment, through phases of rising
phase of economic asset price correction rates and asset
adjustment, leading to adjustments; investors




asset price corrections should prepare for
and economic increased volatility.
slowdown.

Paul Krugman Inflation control and Inflation, policy Macroeconomic policy
policy response are response, interest rate focuses on balancing
central to economic calibration inflation and growth,
stability; interest rate with rate increases
hikes must be carefully potentially imposing
managed. economic burdens.

Milton Friedman Market self-regulation Market autonomy, Markets find equilibrium
and investor choice are investor choice, minimal |“through autonomous
paramount; government | government adjustments; investors
intervention should be intervention manage risk through
minimized. informed decisions.

These expert perspectives collectively highlight that.the.economy is navigating a complex phase
characterized by rising interest rates and concentrated investment flows. Policy responses aim to
balance inflation control with growth preservation, while markets adjust autonomously to new
conditions. Investors face an environment of heightened volatility and must judiciously manage
liquidity and sector concentration. Although rising rates present short-term challenges, they also
facilitate necessary market corrections that underpin sustainable long-term growth. The economic
outlook remains uncertain but'is shaped by the interplay of policy measures and market dynamics,

suggesting gradual stabilization and adjustment.

Given these insights, it is pertinent to consider how one evaluates the current economic environment

and what stance one adopts toward investment strategy amid these evolving conditions.

This topic reveals something that is easy to overlook if viewed only as information. The fundamental
structural shift lies in the simultaneous impact of rising capital costs and the concentration of
transformative investments within a narrow segment of the economy. For individual investors and
general observers, this means that traditional diversification strategies may be insufficient, as market

dynamics are increasingly influenced by a few dominant players and sectors. Understanding this shift



requires recognizing that economic resilience will depend not only on broad market trends but also
on the capacity to navigate concentrated risks and opportunities. Looking ahead, this structural
change suggests that investors must adopt a more discerning approach, balancing exposure to
innovative growth areas like Al with caution regarding interest rate pressures and sector-specific
vulnerabilities. Such an approach will be essential to managing risk and capturing sustainable returns
in a market environment defined by both rapid technological advancement and evolving financial

conditions.
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