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Verdict

Winning Hypothesis: The current rally in the gold market underestimates key data indicating that labor market rigidity
(ICSA 209,000) and elevated nominal rates (US10Y above 4.64%) are delaying immediate Fed rate cuts and sustaining
upward pressure on real rates, while safe-haven demand remains temporary. With employment data (ICSA 209,000) and
industrial production (INDPRO 102.64) remaining robust, the risk of a sharp economic contraction is limited.
Consequently, the central bank buying narrative will fail to overcome the opportunity cost of a high-rate environment,
causing gold prices to fail in rebounding from the $4,500 level and undergo a correction.

The market expects real interest rate pressures to ease as the 10Y-2Y Treasury spread normalizes to
0.51% and expectations for Fed rate cuts revive, projecting a gold price rebound to the $4,300-54,500
range. The prevailing narrative holds that structural buying by major central banks, including China,
and stagflation concerns (CPI 332.813) will firmly support the floor for safe-haven demand.

However, market optimism underestimates key data indicating that labor market rigidity (ICSA 209,000) and
high nominal rates (US10Y 4.7%) will delay immediate Fed rate cuts, thereby increasing gold's opportunity
cost. With ICSA significantly below the 250,000 threshold, the labor market remains robust, leaving the Fed
with little justification to pivot from its tightening stance; this sustains upward pressure on real rates, setting a
fundamental ceiling for gold price gains. Furthermore, the recent 3-month gold price decline of -3.85%
alongside the elevated 10Y yield of 4.7% directly demonstrates that in a high-rate environment, safe-haven
demand may fail to overcome opportunity costs, leading to corrections. While CPl and UMCSENT raise
stagflation concerns, the resilience of employment data delaying rate cuts remains the more decisive variable
for current gold price trends.

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

Macro Picture

Regime: safe_haven
Key Themes: Recovery in rate sensitivity amid declining real interest rates, Structural central bank buying and
reduced reliance on the US dollar, Expanding safe-haven demand amid persistent high inflation concerns

Dominant Narrative: As of August 2026, the 10Y-2Y Treasury spread has normalized to 0.51%, reducing
expectations for Fed rate hikes and easing the burden of real interest rates, prompting gold prices to rebound
toward the $4,300-%4,500 range. Notably, major central banks, including China's, continue long-term gold
purchases to reduce reliance on the US dollar. With gold prices rising 12% in August alone, its appeal as a safe-
haven asset has been reinvigorated.

Reality: While the CPI index remains elevated at 332.813, sustaining inflationary pressure, the UMCSENT (Consumer
Sentiment) at 49.5 reflects a contracted state, reinforcing gold's role as an inflation hedge amid stagflation
concerns. However, INDPRO (102.64) and ICSA (209,000 claims) indicate sound economic activity and labor market
conditions, limiting risks of a sharp recession. Meanwhile, the 10Y-2Y spread at 0.51% signals an impending rate-cut
cycle, serving as a key driver for gold price appreciation.




Hypotheses

A (Market Right)

The current rise in gold prices ($4,300-$4,500) accurately reflects the macro narrative of the Fed entering an
interest rate cut cycle and declining real rates. Structural central bank purchases firmly support the downside of
safe-haven demand. Notably, the normalization of the 10Y-2Y spread to 0.51% has alleviated nominal rate
pressures. In a stagflation environment where CPl remains elevated at 332.813, gold is regaining its traditional
correlation as an inflation hedge, leaving ample room for further upside.

The market narrative argues that the normalization of the 10Y-2Y spread and expectations of Fed rate cuts are lowering real rates,
serving as the core driver for gold's rise. In macro reality, persistent inflationary pressure (CPI 332.813) and depressed consumer
sentiment (UMCSENT 49.5) are fueling stagflation concerns, which are propelling safe-haven demand. This indicates a strength
structure not fully explained by interest rate sensitivity alone. Furthermore, long-term central bank purchases align with the

structural trend of reducing reliance on the US dollar, supporting gold's price floor. Therefore, the current gold price represents a
rational level where the macro narrative and reality converge.

B (Market Wrong)

The current price surge in the gold market underestimates key data indicating that labor market rigidity (ICSA
209,000) and high nominal interest rates (US10Y above 4.64%) are delaying the Fed's immediate rate cuts and
sustaining upward pressure on real interest rates, while safe-haven demand is merely temporary. With
employment data (ICSA 209,000) and industrial production (INDPRO 102.64) remaining robust, the risk of a
sharp economic contraction is limited. Consequently, the central bank buying narrative fails to overcome the
opportunity cost of a high-rate environment, causing gold prices to fail in rebounding from the $4,500 level and
undergo a correction.

Market narratives project gold prices rising to $4,500 driven by the onset of a rate-cutting cycle and safe-haven demand. However,
macroeconomic reality shows ICSA remaining below 250,000, indicating a resilient labor market that deprives the Fed of justification
to easily pivot to an easing stance. This sustains upward pressure on real interest rates, increasing the opportunity cost of holding
gold. If the 10-year Treasury yield remains elevated, it sets a fundamental ceiling on gold price gains. Furthermore, the recent three-

month decline in gold prices (-4.93%) suggests the central bank buying narrative has failed to offset the opportunity cost of high
rates, while labor market strength implies safe-haven demand may be transient.

Key Question: Will ICSA (Initial Jobless Claims) exceed 250,000 for two consecutive weeks, breaking labor market rigidity and
providing the Fed with justification for immediate rate cuts, or will it remain below 250,000, sustaining upward pressure on
real interest rates?

Tensions

While the market narrative emphasizes declining real rates and Fed rate-cut expectations as the primary drivers of
gold's rally, the macro reality shows that stagflation concerns, with CPI at 332.813, are bolstering safe-haven
demand. This suggests a robust upward structure that cannot be explained by rate sensitivity alone.
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The narrative posits that structural central bank buying and reduced dollar reliance are supporting gold's downside.
However, headlines warning of a potential weekly downturn, coupled with healthy employment data (ICSA at
209,000 claims), suggest limited risks of a sharp recession, raising questions about the sustainability of safe-haven

demand.
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The market narrative interprets gold's 12% rebound into the $4,300-$4,500 range as a reinvigoration of its safe-
haven appeal. Yet, some analyses present a contradictory outlook: while easing inflation (CPI slowdown) may
reduce expectations for rate hikes, it could also cap gold's upside, creating directional uncertainty.
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