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The KOSPI (Korea Composite Stock Price Index) has had one of the most
dramatic years in its history during 2026. It experienced an extraordinary Al-
driven rally followed by a sharp correction.

What happened?
1. Massive Al-driven bull market (January-May 2026)

e The KOSPI became one of the world's best-performing major stock
indexes.

e The rally was led primarily by semiconductor companies such as
Samsung Electronics and SK Hynix, which benefited from surging global
demand for Al memory chips.

» Strong earnings, semiconductor exports, and optimism about Al pushed
the index to record highs.

2. Sharp correction (July 2026)
» After reaching all-time highs, the market suffered a steep decline.

e On one trading day, the KOSPI fell more than 6%, triggering temporary
trading curbs (“sidecars”) designed to slow panic selling.

Why did it fall?
Several factors combined:
¢ Interest-rate increase

o The Bank of Korea raised interest rates for the first time since 2023 to
combat inflation and household debt.
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o Higher interest rates generally reduce the value of high-growth technology
stocks.

» Al stock correction
o Investors began taking profits after enormous gains.

o Samsung Electronics and SK Hynix, which dominate the index, declined
sharply, pulling the entire market lower.

* Heavy leverage

o Many retail investors had borrowed money or used leveraged ETFs to buy
Al stocks.

o As prices fell, margin calls forced additional selling, accelerating the
decline.

o Regulators responded by restricting new leveraged single-stock ETFs.
Is the KOSPI still strong?
Despite the correction:
o The market remained well above where it began the year.

» South Korea's semiconductor industry continues to benefit from strong global
Al demand.

e Long-term fundamentals remain tied to memory chips, Al infrastructure, and
exports.

Key lessons

o Al-driven markets can produce spectacular gains—and equally spectacular
volatility.

o When a stock market becomes concentrated in a few large technology
companies, corrections can be severe.

» High leverage amplifies both gains and losses.
e Strong long-term fundamentals do not prevent short-term market crashes.

In short, 2026 has been a year of both euphoria and volatility for the KOSPI: a
historic Al-fueled rally followed by a sharp correction driven by rising interest
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rates, semiconductor weakness, and leveraged retail speculation. The index
remains closely watched because South Korea's semiconductor companies are
central to the global Al supply chain.

Tell more about Kospi stock market crash. List the pillars. In the US how
different is South Korea regulation vs US SEC and Fed? What thinking error and
mental traps involved in the crash

Pillars of KOSPI Market Crashes

When South Koread€™s benchmark KOSPI (Korea Composite Stock Price Index)
experiences sharp sell-offs or crashes, the downturn is driven by four primary
structural pillars:

| 1. Heavy Semiconductor & Single-Stock Concentration |

| 2. High Retail Participation & Margin Leverage |

| 3. Sensitivity to Foreign Capital Outflows & Currency (KRW) Volatility|
| 4. Macro & Global Tech Capex Spillover |

1. Extreme Semiconductor Concentration: A small handful of tech
behemothsa€"primarily Samsung Electronics and SK Hynixa€"account for
roughly 30% to 50% of the entire KOSPI market capitalization. When global
sentiment around chip inventory, memory pricing, or Al capex turns sour, the
index suffers a disproportionate drop regardless of how non-tech sectors
perform.

2. High Retail Participation & Margin Leverage: Individual retail investors (often
called "ants" in Korea) account for a significantly higher proportion of daily
trading volume than in Western markets. High levels of retail margin debt leave
the market vulnerable; sharp initial drops trigger automated margin calls and
forced liquidations, creating a cascading domino effect of selling.
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3. Foreign Capital Sensitivity & FX Volatility: Foreign institutional investors hold
significant liquidity in blue-chip Korean stocks. During global risk-off events,
international capital exits emerging and export-dependent markets rapidly.
This triggers a simultaneous fall in the Korean Won (KRW) against the US
Dollar, which further degrades foreign returns and accelerates capital flight.

4. Global Macro & Trade Vulnerability: South Korea is widely viewed as a global
trade "canary in the coal mine." Because its economy relies heavily on
exports, any signs of economic slowing in the US or China, unexpected rate
hikes by foreign central banks, or geopolitical friction hit KOSPI valuations
almost immediately.

Regulatory & Central Bank Differences:
South Korea vs. United States

Financial regulation and monetary authority in South Korea differ fundamentally
from the US structure in direct intervention capability, regulatory oversight, and

policy mandates.

Dimension

Market
Regulator

Market
Intervention

Banking &
Fintech Rules
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South Korea (FSC / FSS & Bank of
Korea)

Financial Services Commission
(FSC) sets policy; Financial
Supervisory Service (FSS)
executes enforcement.

High direct control. Regulators
frequently enact full, market-wide
short-selling bans, enforce strict
leverage caps, and use targeted
administrative measures to curb
retail volatility.

Conservative & Bank-Centric.
Crypto, stablecoins, and non-bank
financial products are kept under
strict oversight, often requiring

United States (SEC / CFTC &
Federal Reserve)

Securities and Exchange
Commission (SEC) handles
equity/bonds; CFTC handles
derivatives.

Rules-based [/ Hands-off. The
SEC relies on automatic circuit
breakers and disclosure
enforcement; market-wide short-
sale bans are extremely rare
outside of severe systemic
banking crises.

Multi-Agency & Fragmented.
Crypto and non-bank institutions
operate under a mix of federal
(SEC, CFTC, OCC) and state-level



majority bank ownership or tight frameworks, allowing greater non-
partnerships with local banks. bank innovation.

Bank of Korea (BOK): Primary

focus is Price Stability and Federal Reserve (Fed): Explicit
Central Bank . . o . .
Financial Stability (managing Dual Mandate (Maximum
Mandate . . . . -
capital flight risk and record Employment + Price Stability).
household debt).
Non-Reserve Currency: Must
. Global Reserve Currency (USD):
carefully balance BOK policy rates o
, Unmatched monetary flexibility;
Currency against the US Federal Reserve to ) o o
. policy decisions heavily influence
Authority prevent severe currency lobal vields and cross-border
- . [ -
depreciation (KRW) and domestic 9 ] y
. . capital flows.
capital flight.

Thinking Errors & Mental Traps Involved in
Market Crashes

Market crashes are exacerbated by psychological traps and cognitive biases that
distort rational decision-making:

» Anchoring Bias: Investors anchor their expectations to recent record highs or
previous peak earnings valuations (e.g., peak semiconductor super-cycle
levels). They perceive early declines as "cheap discounts" to a arbitrary
historical price point, failing to adjust their expectations to shifting underlying
macroeconomic conditions.

« Herding Behavior (Social Proof): In retail-heavy markets, investors closely
mirror the actions of the crowd rather than relying on independent valuation
models. During market panics, mass selling feeds on itself as fear of missing
out (FOMO) instantly transforms into fear of holding the bag.

« Extrapolation Fallacy (Recency Bias): When a sector (such as Al hardware or
memory chips) enjoys prolonged growth, market participants linearly project
that trajectory into the infinite future. They underestimate the cyclical nature of
hardware demand and inventory cycles.

o Confirmation Bias & Asymmetric News Processing: During strong bull runs,
investors actively seek out good news while dismissing macro warnings (e.g.,
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rising Treasury yields or supply gluts). Once the trend flips into a crash, the
market exhibits an inverted biasa€"overreacting to unexpected bad news
while completely ignoring positive corporate fundamentals.

e Sunk Cost Fallacy & Loss Aversion: Because the pain of a loss is
psychologically twice as intense as the pleasure of an equivalent gain,
investors often hold on to failing leveraged positions to avoid realizing a loss.
This delays risk management until forced liquidations (margin calls) take
decisions entirely out of their hands.

Can the South Korean kospi crash happen in the USA

Yes, a sharp market crash driven by similar catalystsa€"such as a sudden re-
evaluation of Al valuation, tech earnings misses, or abrupt interest rate
shiftsd€"can and does happen in the US.

However, because of structural differences in market depth, currency dynamics,
and index composition, a market crash in the US takes a different shape than one

in South Korea.

1. Comparing the Core Vulnerabilities

While both markets face concentration risk and leverage, the underlying
machinery operates differently under stress:

Crash Factor

Top-Heavy
Concentration

Capital
Outflows & FX
Risk
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South Korea (KOSPI)

Extreme (Commodity
Tech): Samsung
Electronics and SK
Hynix make up
~403€"55% of the
index. A drop in
cyclical memory chip
prices directly tanks
the index.

High Vulnerability:
When panic strikes,
international capital

United States (S&P
500 / Nasdaq)

High (Broad Tech):
The "Magnificent 7"
make up ~303€"35%
of the S&P 500. They
cover diverse business
models (cloud,
software, hardware,
search, retail).

Safe Haven
Advantage: The US
Dollar (USD) is the

Could it Trigger a US
Crash?

Yes. If multiple tech
giants miss earnings
or slash Al capex
simultaneously, US
indexes drop sharply.

No. Dollar flight risk
does not trigger US
crashes the way it



Liquidity &
Stabilizers

Regulatory
Response

pulls out of emerging
markets. The Korean
Won (KRW)
depreciates,
accelerating foreign
dumping.

Retail-Dominant
Volume: Individual
day-traders ("ants")
drive a massive share
of volume, creating
fast momentum and
quick panics.

Direct Interventions:
The FSC frequently
bans short selling or
limits leverage during
severe drawdowns.

global reserve
currency. Global panic
often triggers a "flight
to quality" into US
Treasuries and cash,
buffering US markets.

Deep Institutional
Buffer: Passive 401(k)
inflows, massive
sovereign wealth
funds, and corporate
share buybacks absorb
heavy sell-offs over
time.

Systemic Controls:
The SEC relies on
automated, rules-
based circuit breakers
(15-minute halts at -7%
and -13%, market close
at -20%).

affects non-reserve
currency markets.

Partial. Algorithmic
trading and high-
frequency options
(ODTE) can create
short-term liquidity
voids, but deep
capital reserves step
in faster.

No. The US will not
step in to artificially
freeze trading or ban
short selling except
under extreme
systemic threat.

2. How a "KOSPI-Style" Crash Manifests in

the US

If a major crash hits Wall Street, it usually follows a specific chain reaction:

1. The Valuation Reset (The Catalyst): Just as KOSPI sell-offs are triggered by
memory chip pricing drops or unexpected rate signals, a US crash often starts
when hyper-growth sectors (like Al infrastructure) face earnings deceleration
or margin compression.

2. Leverage Unwinding (The Fire Spread): In the US, forced selling isn't just
driven by retail margin calls; it is driven by systematic strategies (quant
funds, commodity trading advisors, and options market makers hedging zero-
days-to-expiration options). When key support levels break, automated sell
orders execute instantly.
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3. Psychological Traps Take Over:

» Narrative Reversal: The market shifts overnight from "A/ will transform all
productivity indefinitely"to "CapEx spending is unmonetized and circular."”

» Anchoring Fallacy: Investors step in to buy early 58€"10% dips, anchoring
to recent all-time highs without realizing underlying macro conditions have
fundamentally shifted.

» Loss Aversion: Panic selling accelerates as institutional managers cut
exposure to lock in annual performance gains before quarter-end.

The Key Difference: The KOSPI operates like a highly volatile, two-stock tech ETF
sitting on top of an export economy. The US market is vastly deeper and more
diversified. While the US can easily suffer 20%+ cyclical bear markets or 5a€"10%
single-day shock corrections, its reserve currency status and diversified earnings
engines prevent long-term structural market locks.

How does the concentration of today's Magnificent 7 compare to the
concentration and valuations of tech stocks during the 2000 Dot-Com bubble?

While todaya€™s market dominance by the "Magnificent 7" (Apple, Microsoft,
Alphabet, Amazon, Nvidia, Meta, Tesla) draws frequent comparisons to the late-
1990s Dot-Com mania, the underlying mechanics present a striking contrast.

While market concentration is actually higher today than in 2000, valuations are
significantly lower because todaya€™s tech giants generate real, massive cash
flows.

Key Comparison Metrics

Today's Market

Metric 2000 Dot-Com Peak . Comparison Takeaway
(Magnificent 7)
Market concentration is
Top 1 P high h
op. 0 S&P 500 ~25% ~34% 10 36% |g‘ertodayt an
Weight during the Dot-Com
peak.
Tech Sector ~50x to 55x ~28x to 32x Todaya€™s tech
Forward P/E valuations are elevated,

but nearly half as
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expensive as 2000

levels.
Cisco Nvidia (~30xa€"40x) Meqa-can leaders trade
Poster Child (~130x4€"200x) Apple (~28xa€"32x) agfractilin 000
Valuations Oracle (~120x) Microsoft multibles
Microsoft (~60x) (~30x3€"33x) ples.
Market cap weight
Share of S&P < 20% of total S&P ~30% of total S&P . .
. . . aligns much closely with
500 Earnings earnings earnings .
actual earnings power.
"Eyeballs," web Free cash flow Todaya€™s run-up is
Primary ye‘ alls,” we ec .s ° ' driven by GAAP
. . traffic, market share  operating margins, .
Valuation Metric ] earnings rather than
promises hardware CapEx

speculative metrics.

Core Differences

1. Concentration: Higher Today Than in 2000

In 2000, the top 10 stocks in the S&P 500 represented roughly 25% of the index.
Today, the top 10 stocks (dominated by the Mag 7) represent roughly 35% of the
index. From a index weighting standpoint, todaya€™s market is more top-heavy,
leaving broad index funds more sensitive to the movements of just a few
boardrooms.

2. Valuations: 2000 Was Speculative; Today Is Earnings-Driven

During the Dot-Com boom, market leaders traded at unsustainable Price-to-
Earnings (P/E) multiples based on anticipated internet adoption that was years
away from being monetized. Scores of non-profitable companies went public with
zero revenue, valued purely on "clicks".

e In2000: Cisco traded at over 130 times earnings, and Microsoft reached
nearly 60 times earnings. The broader tech sector reached a forward P/E of
~55X.

o Today: The Magnificent 7 trade at an average forward P/E of roughly ~28x to
33x. Nvidiaa€"the poster child of the current Al hardware cyclea€"trades at
roughly 35x to 40x forward earnings despite growing its revenue
exponentially.
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3. Profit Moats & Capital Discipline

The 2000 concentration was unsupported by fundamental bottom-line results; the
top 10 companies produced less than 20% of the S&P 500's net income. Today,
the top 10 companies generate approximately 30% of total S&P 500 net earnings
and hold massive net-cash balance sheets with operating margins frequently
exceeding 303€"50%.

Summary: While todaya€™s market carries greater index concentration risk than
in 2000, it does not display the same valuation mania. A pullback in today's
mega-caps would likely be triggered by deceleration in earnings growth or Al
monetisation delays rather than total fundamental collapse.

Tell more about the SEC, Fed and treasury countermeasures of market crash

When a severe crash or systemic threat hits Wall Street, the US response relies on
a synchronized tripartite effort between the Federal Reserve, the Department of
the Treasury, and the Securities and Exchange Commission (SEC).

Each institution plays a distinct role: the SEC manages market structure and
trading halts, the Fed acts as the lender and buyer of last resort, and the
Treasury provides fiscal backstops and sovereign debt management.

1. The Federal Reserve: Liquidity & Balance
Sheet Intervention

During market crashes, private financial institutions face a "dash for cash" and
refuse to lend to one another. The Fed intervenes under its Lender of Last Resort
mandate.

| 4€¢ Emergency Lending Facilities (Section 13(3) Authorities) |

| a€¢ Open Market Operations & Uncapped Bond Purchases (QE) |
| 4€¢ Global Central Bank Dollar Swap Lines |

| a€¢ Standing Repo Facility (SRF) & Discount Window Easing |
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« Emergency Lending Facilities (Section 13(3)): Under statutory emergency
powers, the Fed can lend beyond traditional banks to hon-bank entities,
broker-dealers, and corporate debt markets. Key facilities deployed in recent
crises include:

o Primary Dealer Credit Facility (PDCF): Provides overnight and term loans
to major Wall Street broker-dealers to keep market-makers solvent.

o Commercial Paper / Money Market Facilities (CPFF / MMLF): Backstops
short-term corporate debt and prevents panic runs on money market
mutual funds.

« Massive Asset Purchases (Quantitative Easing / Market Functioning): When
private dealers become overwhelmed by heavy selling, the Fed steps in to
purchase massive volumes of US Treasuries and Agency Mortgage-Backed
Securities (MBS) directly off dealer balance sheets to restore market liquidity.

» Central Bank Liquidity Swap Lines: During global panics, international
demand for US dollars spikes dramatically. The Fed opens swap lines with
major foreign central banks (e.g., ECB, Bank of Japan, Bank of England) to
supply US dollar liquidity overseas and prevent offshore liquidations of US
assets.

« Standing Repo Facility (SRF): Serves as an automated backstop where banks
and primary dealers can immediately swap US Treasuries for overnight cash
at a set rate, preventing spikes in money-market borrowing costs.

2. The Department of the Treasury: Fiscal
Backstops & Market Intermediary

While the Fed creates liquidity, the Treasury provides equity backstops and
manages sovereign debt issuance to prevent structural freezes.

« First-Loss Capital (Exchange Stabilization Fund / TARP): The Federal
Reserve is legally barred from taking credit losses on its emergency loans. The
Treasury uses resources like the Exchange Stabilization Fund (ESF) or direct
Congressional allocations (e.g., TARP in 2008 or the CARES Act in 2020) to
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absorb any initial default losses, enabling the Fed to deploy capital
aggressively.

o Treasury Debt Buyback Program: To improve secondary market liquidity for
government debt, the Treasury conducts scheduled buyback operations. By
buying back less-liquid, older ("off-the-run") Treasuries from primary dealers,
the Treasury frees up room on dealer balance sheets so they can continue
making markets during periods of stress.

« Regulatory Leverage Relief (Joint Action with Fed): During acute market
stress, the Treasury and Fed can temporarily relax bank regulatory
constraintsa€"such as easing the Supplementary Leverage Ratio
(SLR)a€"allowing mega-banks to hold higher inventories of Treasuries and
cash without facing penalizing capital requirements.

3. The SEC: Trading Structure, Halts &
Circuit Breakers

The SEC focuses on regulatory mechanics, operational transparency, and
preventing panic-driven algorithmic feedback loops.

| Level 1 Decline: -7% ——> 15-minute market-wide trading halt |
| Level 2 Decline: -13% ——> 15-minute market-wide trading halt |

| Level 3 Decline: -20% ——> Trading halted for the remainder of the day|

» Market-Wide Circuit Breakers (MWCB): Instituted after the 1987 crash,
automatic trading halts trigger at specific drop thresholds in the S&P 500:

o Level 1(-7% drop before 3:25 PM ET): Trading pauses for 15 minutes.

o Level 2 (-13% drop before 3:25 PM ET): Trading pauses for an additional
15 minutes.
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o Level 3 (-20% drop at any time): Trading shuts down entirely for the
remainder of the trading day.

e Limit-Up / Limit-Down (LULD) Bands: Designed after the 2010 "Flash Crash,"
single-stock circuit breakers pause trading in individual securities if their price
moves outside an explicit percentage band (typically 5%a€"10%) within a 5-
minute rolling window.

e Short-Sale Restrictions (Alternative Uptick Rule / Rule 201): If an individual
stock falls by 10% or more from its previous day's close, the SEC automatically
restricts short-selling on that asset for the remainder of the day and the next
business day, requiring short sales to be executed only on an "uptick."

o Operational Margin Requirement Tweaks: The SEC and FINRA can adjust
margin maintenance requirements or mandate increased clearinghouse
collateral buffers to contain counterparty risk when market volatility surges.

Are there similarities between the 1929 Stock Market crash and the KOSPI crash
in 2026 in terms of human behavior where layman investors (shoe shine
worker) giving stock tip to Koreans investing leverage products? In 1929, who
hold more investment, retail investor or institutional investors? What about in
2026 Korea? What about in 2026 USA? Enumerate the weight of the 2 types of
investors and who has the more power to crash the market.

There are striking psychological and structural parallels between the 1929 Wall
Street Crash and the 2026 KOSPI Crash in South Korea.

Both events were driven by the democratization of high-leverage products to
mainstream retail investors, creating a rapid feedback loop of speculative buying
followed by forced liquidations.

1. Behavioral Similarities: The "Shoeshine Boy"
Moment

The 1929 "Shoeshine Boy" Archetype

The classic legend of 1929 involves Joseph Kennedy Sr., who famously decided to
exit the stock market when a young shoeshine boy started giving him stock tips.

Al-04450 Kospi Crash in 2026 13



o The Psychology: When laypeople—traditionally disconnected from high-
finance risk—begin actively speculating and offering tips, it signals that retail
participation has reached max saturation.

e The Mechanism: Investors in 1929 were buying on margin (up to 90% debt)
with just 10% cash down.

The 2026 KOSPI Single-Stock ETF Phenomenon

A nearly identical behavioral dynamic unfolded leading up to the 2026 KOSPI sell-
off:

« The Layman Explosion: Millions of South Korean retail investors ("ants")
aggressively piled into tech and semiconductor stocks (Samsung Electronics,
SK Hynix).

o Leveraged Single-Stock ETFs: Regulators permitted 2x and 3x single-stock
leveraged ETFs tied directly to volatile semiconductor darlings.

o The Feedback Loop: Taxi drivers, office workers, and young retail traders
turned to these ultra-leveraged derivative products for quick gains. Just as in
1929, when Al momentum stalled and interest rates ticked up, these leveraged
vehicles created a forced liquidation death spiral—mechanically forcing fund
managers to dump underlying shares as prices fell.

2. Institutional vs. Retail Weight (1929 vs. 2026)

The table below breaks down ownership percentages, trading volume power, and
who holds the structural weight to crash each market.

. . Retail vs. Who Has the
Retail Institutional / L
Market Era Ownership (%  Foreign Ins'tltutlonal Po'wer to
Market Cap) Ownership Daily Volume Triggera
Share Crash?
US 1929 ~85%-90% ~10% - 15% Retail Retail Investors.
Dominant Institutional
(~80%+) asset
management
was in its

infancy. Mass
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Korea 2026
(KOSPI)

USA 2026
(Ss&P 500)
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~25% - 30%

~70% -75%
(~30-35%
Foreign
Institutions,
~40% Domestic
Corporate/Funds)

~80% (Pensions,
Mutual Funds,
Hedge Funds,
Sovereign
Wealth)

Retail Heavy
(~50% - 60%
of daily
volume)

Institutional
Dominant
(~75% -80%
daily volume)

retail panic
selling on
margin debt
triggered
cascading
margin calls that
destroyed
market liquidity.

Foreign
Institutions &
Algorithmic ETF
Rebalancing.
While foreign
funds hold the
physical stock
volume, retail
leverage
triggers the
domino effect.
Foreign sell-offs
initiate the drop,
which then
triggers
mechanical
retail
liquidations.

Institutional /
Quantitative
Capital. Retail
sentiment can
move individual
meme stocks,
but systemic
crashes in the
US are driven by
institutional
portfolio
rebalancing,
systematic
hedge fund risk-
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off triggers, and
algorithmic
liquidity pulls.

3. Who Has the Power to Crash the Market?
In 1929 USA:

o The Power Lay with Retail: In 1929, retail investors made up the vast majority
of stock owners. When thousands of individual traders received margin calls
from their brokers, they were forced to dump shares simultaneously,
completely collapsing market demand.

In 2026 South Korea:

e A Deadly Hybrid Dynamic: Foreign institutional investors hold the majority of
KOSPI market cap. When global macro risks flare up, foreign institutions
initiate large capital exits from Seoul.

» However, retail investors hold the power of volatility acceleration. Because
Korean retail traders trade high-velocity single-stock leveraged products, a
modest 3% sell-off by foreign institutions forces leveraged ETFs to execute
massive automated sell orders, turning a routine institutional trim into a full-
blown market crash.

In 2026 USA:

o The Power Lies with Institutions & Systematic Funds: Retail investors hold a
relatively small percentage of total US wealth in direct individual equities
compared to institutional vehicles (401k/pension funds, ETFs, target-date
funds).

o Structural crashes in the US are triggered when institutional risk models (like
Volatility Targeting Funds, Commodity Trading Advisors, and options market-
makers) are forced to sell simultaneously to manage portfolio risk exposure.
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