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Winning Hypothesis: Market expectations for Fed rate cuts and the safe-haven narrative are illusions that underestimate
stagflation risks and the sustainability of the Fed's tightening stance. The 10Y-2Y spread remaining positive at 0.46% and
a resilient labor market suggest insufficient justification for aggressive Fed rate cuts. Instead, in a stagflationary phase
where inflation remains unchecked while the economy slows, pressure for 'real rate increases' rather than declines may
emerge. The extreme deterioration in consumer sentiment (49.5) reflects recession fears, but this may heighten Fed
policy uncertainty, driving dollar strength (DXY) and increasing the opportunity cost of gold, rather than prompting rate
cuts. Furthermore, recent reduced volatility in international gold prices and a wait-and-see stance indicate that the
central bank buying narrative is already priced in, or that risk-off sentiment has temporarily weakened ahead of
inflation data releases. Consequently, gold prices are likely to face correction or limited upside momentum due to real
rate increase pressures and stagflation risks, relative to the $4,500 upside narrative.

As of August 2026, market participants are optimistic that gold prices will rise to $4,500, citing
expectations of Fed rate cuts, declining real yields, and sustained central bank gold purchases. In
particular, weak employment data (199,000 initial jobless claims) and geopolitical risks such as Iran
are driving safe-haven demand, making the bullish gold narrative dominant.

However, market optimism underestimates a key data point: the US10Y 3M yield has risen 6.78%, intensifying
upward pressure on nominal rates. This directly contradicts the declining real yield narrative, increasing gold's
opportunity cost and becoming a decisive factor limiting price gains. Additionally, the GOLD 3M yield falling to
-6.86% suggests that central bank buying has failed to overcome rising real yield pressures. The T10Y2Y spread
remaining positive at 0.46% supports the view that the Fed lacks justification for an immediate shift to an
easing stance. The +1.24% rise in GOLD since the last assessment appears to be merely a short-term technical
rebound or a resolution of wait-and-see sentiment; since the structural contradiction of rising US10Y yields
and a positive T10Y2Y spread remains unresolved, the long-term bullish narrative is invalid.

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

Macro Picture

Regime: safe_haven
Key Themes: Fed rate cut expectations and declining real interest rates, Sustained central bank gold purchases
(supply shock), Safe-haven preference amid geopolitical uncertainty

Dominant Narrative: Market participants believe that as of August 2026, expectations of the Federal Reserve's rate
hold and cuts are lowering real interest rates, enhancing gold's appeal. They also trust the scenario that the Bank of
Korea's first gold purchase in 13 years and global central banks' reserve accumulation are supporting the price floor.
Additionally, optimism prevails that geopolitical risks such as Iran and weak US employment (199,000 initial jobless
claims) are driving safe-haven demand, pushing gold prices up to $4,500.

Reality: According to FRED data, the 10Y-2Y Treasury spread remains positive at 0.46%, and the labor market stays
resilient with 199,000 initial jobless claims. However, low consumer sentiment (49.5) creates coexisting stagflation
concerns. Nevertheless, the June 2026 CPI (332.568) and early August employment data weakness have weakened
the Fed's tightening stance, exerting downward pressure on real rates, which is becoming a key macro driver for
rising gold prices.




Hypotheses

A (Market Right)

The market's optimism is justified because real yield decline pressures are structurally accelerating as of August
2026. Although the 10Y-2Y spread remains positive (0.46%), signaling no recession, the weakness in June CPI
(332.568) and August employment data (199,000 unemployment claims) has solidified expectations for Fed rate
cuts, driving nominal yields lower. In particular, the Bank of Korea's 13-year bond purchases and expanding
global central bank reserves firmly support the price floor, while geopolitical risks such as those in Iran
immediately stimulate safe-haven demand. Therefore, the narrative of gold reaching $4,500, fueled by the dual
powerful drivers of declining real yields and central bank buying, generates robust upward momentum that
outweighs contradictions in macro data.

Structural factors of declining real yields (nominal yield decline > inflation) and central bank buying dominate short-term positive
spreads and weak consumer sentiment, driving gold price increases.

B (Market Wrong)

The market's expectation of rate cuts and the safe-haven narrative are illusions that underestimate stagflation
risks and the Fed's ability to maintain a tightening stance. The 10Y-2Y spread remaining positive at 0.46% and a
resilient labor market suggest the Fed lacks justification for aggressive rate cuts. Instead, in a stagflation phase
where inflation remains unchecked while the economy slows, pressure for 'real rate increases' rather than
declines may emerge. The extreme drop in consumer sentiment (49.5) reflects recession fears, but this may
heighten Fed policy uncertainty, driving dollar strength (DXY) and increasing gold's opportunity cost, rather
than prompting rate cuts. Additionally, recent reduced volatility in international gold prices and a wait-and-see
stance indicate that the central bank buying narrative is already priced in, or that risk-off sentiment has
temporarily weakened ahead of inflation data releases. Therefore, compared to the $4,500 gold upside
narrative, gold prices may face correction or limited upside momentum due to real rate increase pressures and
stagflation risks.

Positive treasury spreads and robust employment data negate the Fed's immediate easing stance, while stagflation concerns create
real rate increase pressures, raising gold's opportunity cost and capping price gains.

Key Question: Will the upcoming Initial Jobless Claims (ICSA) data released in mid-August 2026 exceed the 250,000 threshold,
confirming the Fed's continued tightening stance, or remain below 250,000 for two consecutive weeks, confirming a real rate
decline and rate cut scenario?

Tensions

While the market narrative optimistically projects gold prices reaching $4,500 based on Fed rate cut expectations
and falling real rates, macro data reveals a contradictory situation: the 10Y-2Y spread remains positive at 0.46%, the
labor market is resilient, and inflation is not fully contained, leading to coexisting stagflation concerns.
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Narrative: Sustained gold strength and reach of $4,500 driven by expectations of Fed rate ¢

Reality: Limits to real yield decline pressure due to positive Treasury spreads and resil

GOLD US10Y  SPX

Although the dominant narrative holds that sustained global central bank gold purchases and geopolitical risks are
supporting the price floor, recent headlines show limited volatility in international gold prices. With the US inflation
data release approaching, the market is adopting a 'wait-and-see' stance, indicating temporary fatigue regarding

the rapid rally.

. ]
0.55

Narrative: Sustained gold rally and safe-haven preference driven by central bank purchases

Reality: Temporary pause in upward momentum due to wait-and-see stance ahead of inflation

GOLD DXY  VIX

Market participants interpret weak US employment (199,000 initial jobless claims) as a definitive signal for rate cuts,
strengthening gold buying pressure. However, extremely low consumer sentiment (49.5) raises recession fears that
clash with inflation-hedging demand, creating data that questions the sustainability of gold's price rise.




Narrative: Expectations of Fed pivot to dovish stance amid weak employment data and expandi
Reality: Clash between recession risks driven by low consumer sentiment and stagflation c
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GOLD vs VIX — 5Y GOLD vs VIX — 6M (R? drop: 0.000)
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