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Part 1

Executive Synthesis



1 Executive Summary

1.1 The Regime in Plain English

As of August 28, 2026, the global financial system is running three experiments at once, and almost
every price in this report is a bet on how they interact.

First: the fiscal authority has started managing the bond market. The United States
crossed $40 trillion of federal debt on August 26. The FY2026 deficit is tracking toward $2.0-2.1
trillion, net interest costs run near $1 trillion a year, and July customs receipts were net negative
because the Supreme Court struck down the IEEPA tariffs in February and the government is
refunding roughly $166 billion to importers. Treasury’s response to a 25-year-high 30-year auction
yield (5.216% on August 13) was not to cut issuance but to freeze coupon sizes, fund itself with
bills, and double its long-bond buybacks “to avert yield contagion”; meanwhile the White House
has separately directed the GSEs to buy $200 billion of mortgage bonds. This is proto—yield-curve
control run by the fiscal authority rather than the central bank. Eight of our sixteen domain
reviews independently converged on the same conclusion: the market’s deepest current is a fiscal-
dominance / debasement premium, visible in gold’s January all-time high of $5,405, in a
30-year yield near two-decade highs while measured rate volatility sits at one-year lows, and in
gold overtaking Treasuries as the world’s largest official reserve asset. (confidence: high)

Second: the American economy has split in two. Measured GDP is strong (Q3 nowcasts
near 4.6%) because an unprecedented Al capital-spending boom (roughly $770-805 billion in
2026, increasingly debt-financed) is carrying it. Underneath, July payrolls printed —23,000 with
—103,000 of revisions, wage growth is the slowest since 2021, consumer sentiment sits at 51,
and bottom-of-the-ladder credit (FHA mortgages, CCC-rated loans) is deteriorating. Prediction
markets price a 2026 US recession at ~9% while surveyed economists say 30-42%; both can be
right only because GDP has decoupled from labor income to a degree unseen in modern cycles.
The new Federal Reserve under Chair Kevin Warsh (since May 22) is debating a hike into this,
with markets pricing roughly 35-45% odds for September 16 and better-than-even odds of a hike
by December, because headline PCE inflation is 3.7% on the back of an oil war and rebuilt tariffs.
Policy risk is genuinely two-sided for the first time since 2023. (confidence: high)

Third: the largest oil-supply disruption ever recorded is being priced as if it were
over. The February 28 US-Israeli strikes on Iran killed Supreme Leader Khamenei; the Strait
of Hormuz was mined and effectively closed in March; a ceasefire collapsed in July; tankers were
attacked six times in the first three weeks of August. Yet Brent trades at $88, not $130, because
demand destruction, a 410-million-barrel global stock draw, a strategic reserve run down to its
operational band, and a partial export recovery (Gulf flows back to about two-thirds of pre-war
levels) absorbed the shock. The buffers are now substantially thinner than at any point in decades.
The right tail in oil is live and cheap; so, via Iran—-Oman corridor talks, is the left. (confidence: high

on facts; medium on direction)

Meanwhile the market itself has stripped out its shock absorbers: institutional cash is at a 3.5%
contrarian sell-signal low, asset managers hold a record $371 billion net-long in S&P futures,
investment-grade spreads are within 30bp of all-time tights, the domestic reverse-repo buffer
is literally $456 million, and VIX is 14.5 into a September FOMC where a hike is live. The
committee’s single most important cross-asset judgment is that the mispricing is fragility, not
direction: buy convexity and asymmetry, not beta.
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1.2 The Committee Stance

e Own the debasement complex on weakness, not on strength. Gold (structural floor
near $4,000), silver, gold miners, and 10-year TIPS. The cheapest institutional-credibility hedge
on the board is a 2.32% breakeven during an energy war. (confidence: high)

o Position for curve steepening from both ends. Underweight the global long end (US 30y,
gilts, superlong JGBs, OATs); own the US front end only as a bounded-loss asymmetry trade,
conditional on the Warsh keynote and the September 4 payrolls. (confidence: high structural /
medium tactical)

e Run the AI trade as two tiers. Own the supply-constrained toll roads (TSMC, HBM
memory, power equipment, nuclear fuel) and fade the levered middle (Oracle-complex credit,
neocloud equity) into the 2027 refinancing wall. The demand is real; the financing layer cracks
first. (confidence: high diagnosis / medium timing)

e Underweight generic index credit. Thirty basis points of upside against 150-200bp of
downside, with a default cycle already visible in CCCs and private-credit gates. (confidence:
high)

» Rotate equity risk toward the unloved: Japan and Europe (records with earnings support),
India (a self-funding market after a record foreign exit), and selectively China/HK with a strict
stimulus kill-switch. Trim crowded US energy beta and the equal-weight trade. (confidence:
medium-high)

o Treat bitcoin as a debasement satellite, accumulating spot/ETF exposure with invalida-
tion below $69k (never via leveraged treasury equities), and buy volatility where it is cheapest
(short-dated equity convexity, rate vol, oil call skew) into the dense September—November
catalyst cluster. (confidence: medium-high)

Every one of these views carries a dated falsifier in the chapters that follow. The single nearest
binary: Chair Warsh’s first Jackson Hole keynote was delivered after this report’s data cutoff on
the morning of August 28, 2026. Read it before acting on anything in Part 1.
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The Twenty Most Consequential Findings

Ranked by how much global asset pricing changes if the finding is true and persistent. Each carries
the committee’s post-audit confidence.

1.

10.

11.

12.

Fiscal dominance has moved from theory to operations. Treasury froze coupon sizes,
doubled long-end buybacks (>$4B per operation, Sep 9-Nov 4) explicitly to “avert yield
contagion,” funds itself increasingly with bills, and the GSEs were directed (January 8, 2026)
to buy $200B of MBS. Yield-curve management has migrated from the Fed to fiscal agents.
(confidence: high)

. Markets price the Fed’s next move as a hike, into negative payrolls. September

16 odds ~35-45%, better-than-even by December, zero cuts priced for 2026, three FOMC
dissents for hiking in July, while July payrolls printed —23k. Policy risk is two-sided and
every meeting is a live repricing event. (confidence: very high as fact)

. US GDP has decoupled from US labor income. Al-related investment (0.8-1.4% of

GDP) plus broad private domestic demand carries output (Q3 nowcast ~4.6%) while hiring,
wages, and sentiment stall. Recession is simultaneously ~9% (prediction markets, GDP-
defined) and 30-42% (economists, income-defined). (confidence: high)

. Gold made its all-time high ($5,405, Jan 29), crashed 26%, and resumed even as

real yields rose. Central banks bought 289t in Q2 (+62% y/y); the ECB confirmed gold
overtook Treasuries as the world’s largest official reserve asset. The debasement premium is
structural; the tape still trades real-rates at the margin. (confidence: high)

. Al monetization genuinely inflected; AI financing genuinely became bubble-

shaped. Model-layer run-rate revenue reached ~$110-120B (Anthropic $65B, OpenAl
$40B+) while an estimated $570B of 2026 Al-linked debt issuance, SPV “shadow borrowing,”
GPU-collateralized lending, and ~15% of all US IG supply migrated the cycle onto credit.
Verdict: violent-but-normal capital cycle 55% / productivity revolution 30% / systemic bubble
15%. (confidence: high diagnosis)

. Nvidia posted the largest one-day value gain in market history (+~$440B, Aug 27)

on a $96.2B quarter guiding $108B with zero China revenue assumed and $279B of supply
commitments: the largest single-company demand bet ever made. (confidence: very high)
The Iran war is priced as resolved while still being fought. Khamenei killed Feb
28; Hormuz mined; ceasefire collapsed Jul 8; six tanker attacks in August. Yet Brent sits at
$88 with buffers (SPR ~290mb, OPEC+ spare ~1.09 mb/d, stocks —410mb) substantially
depleted. Cheap right tail, live left tail (Iran-Oman talks). (confidence: high)

. The Supreme Court killed the IEEPA tariffs (6—3, Feb 20), a stealth fiscal event.

~$166B refund liability (~$81B already paid), July customs receipts net negative, tariff rate
rebuilt via Section 301 to ~12%. Revenue is legally porous into the November refunding and
the February 2027 CBO re-score. (confidence: high)

. The dollar plumbing enters its tightest window since 2019. Domestic ON RRP $456

million, reserves $2.92T and falling, TGA guided to a record $1.05T late-October peak. Base
case is contained stress (SRF caps the spike); the tell is SOFR—IORB >10bp. Any forced
Fed bill-buying into 3.7% inflation is the next debasement catalyst. (confidence: medium-high)
Credit is K-shaped at record tights. IG 80bp and HY 267bp within ~30bp of all-time
tights while CCC spreads (1,031bp) sit at the 97th percentile, loan distress (6.89%) nears
Q4-2022 highs, and Blackstone, Blue Owl, and Partners Group gated retail private-credit
redemptions in June. Asymmetry is one-way. (confidence: high)

Positioning has formed record “scissors.” Asset managers: record +960k e-mini net long
(~$371B) with fund-manager cash at a 3.5% sell signal, set against 44% AAII bears, record
hedge-fund shorts, and $7.9T in money funds. One cohort must capitulate; own wings, not
direction. (confidence: high)

Volatility is administratively suppressed, not resolved. MOVE at a one-year low
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13.

14.

15.

16.

17.

18.

19.

20.

(69.9) while the 30y sits 14bp from a 19-year high and leveraged funds are short 2.23M ten-
year futures contracts (basis trade). Cheap-ish convexity with negative roll: structure it, don’t
just buy it. (confidence: medium-high)

Japan is the world’s marginal duration shock. JGB 10y at 2.945% (highest since 1996),
a BOJ hike 75-87% priced for September 17-18, and a failed $73-96B joint US—Japan FX
intervention at a 40-year yen low. Every BOJ step shrinks the structural bid for USTs, OATs,
and gilts. (confidence: high)

Bitcoin’s four-year cycle survived institutionalization, with smaller amplitude. Top
$126,080 (Oct 2025), —53% to ~$59k (June), recovery to ~$80k on an ETF-flow flip and the
debasement bid. The leveraged digital-asset-treasury complex (~$80B of value destroyed;
MSTR mNAV<1, now a repeat seller) is crypto’s chief internal systemic risk. (confidence:
medium-high)

Europe and Japan are the quiet bull markets. DAX and TOPIX at records, European
banks at record profits, the ECB hiking, euro HY trading inside US HY, and BTPs at parity
with OATs. Meanwhile, EUR 800B rearmament makes European defense the OECD’s most
bulletproof capex line. (confidence: high)

China is exporting deflation from a 37-month property decline. Q2 GDP +4.3%
missed target; CPI 4+0.5%; real prices below 2006. This is the anchor holding US core goods
at 0.8% despite tariffs, and the reason any real Chinese stimulus would reprice global goods
inflation. (confidence: high)

India became the first self-funding major EM. A record $52B+ foreign exit in H1
was fully absorbed by domestic SIP flows with the market down single digits: the structural
demographic long, gated tactically by oil. (confidence: high)

Copper set a record ($14,490/t LME) with zero treatment charges (partly a policy
artifact). A verified supply crisis (Grasberg, —3.9% Q2 miner output) coexists with a ~900kt
US tariff hoard whose release is a standing policy option. Structural long, two-sided tactically.
(confidence: high)

Listed real estate has its price/fundamentals map inverted. Healthcare REITs trade
at +21.6% median NAV premium (Welltower +107%) while office REITS sit at —22% to NAV
despite the best vacancy decline since 2015; CMBS office delinquency (~11.8%) is a refinancing
crisis, not an occupancy one. (confidence: high)

Weather is the cheapest macro convexity on the board. NOAA assigns 69% odds to
the strongest El Nifio since 1950 peaking above +2.5C, while 12-month consensus for cocoa
and coffee still points down, and the US cattle cycle has visibly turned from record highs.
(confidence: medium-high)

10



3 Global Macro Dashboard

Committee ratings for the market impact of each macro pillar over the next 6-12 months. “Bullish”
means supportive of risk assets broadly; the note explains where the label misleads.

Pillar

Rating

Read

Growth (US, measured GDP)

Growth (US, household)

Growth (rest of world)

Inflation

Monetary policy

Liquidity (plumbing)

Liquidity (money/credit)

Employment

Credit conditions

Fiscal policy

Bullish

Bearish

Neutral

Bearish

Very bearish

Bearish

Bullish

Bearish

Neutral

Very bearish

Q3 nowcast ~4.6% on Al capex and firm private domestic
demand; LEI positive for the first time in 4+ years; ISM
55.6. But the marginal unit of growth employs almost no
one.

Payrolls —23k, hires rate 3.4%, real wages ~flat-to-
negative, sentiment 51, July real spending flat. The K-
shaped fracture is the cycle’s defining feature.

Europe inflecting up (flash PMI 52.1, 9-month high);
Japan strong in nominal terms; China decelerating into
deflation (Q2 +4.3%, first target miss since 2020); India
6.5-7%; GCC in a blockade contraction (—2.4%).

US headline PCE 3.7% / core 3.3% (frozen four months);
energy war passthrough; PPI 4.7% pipeline. Offsets: core
CPI2.5%, China goods deflation, tariff-refund disinflation,
huge 2027 base effects.

The next-move debate is a hike (~35-45% Sept; >T70%
by Dec) under an unproven chair with three hawkish
dissenters, into negative payrolls. Two-sided risk, every
meeting live, keynote pending at cutoff.

Tightest window since 2019: ON RRP ~$0.5B, reserves
$2.92T falling, TGA to a record $1.05T peak by late Oct.
Contained-stress base case; mechanical re-injection (and
possible forced Fed bill-buying) after.

M2 at a record $23.2T (+5.6%), record $1.23T YTD ETF
inflows, $7.9T money funds, margin debt near records,
bank lending standards easier. The gas pedal is down
even as the plumbing tightens.

First negative payroll print of the cycle with —103k revi-
sions; participation-distorted 4.1% U-3; claims 203k say
no firing wave yet. Frozen, and now leaking.

Banks sound (FDIC net income $90.1B, ROA 1.37%) and
standards easing, but CCC/private-credit bottom tier is
cracking and the marginal Al dollar is borrowed.

$40T debt, ~$2.0-2.1T deficit run-rate, net interest
~$1T, tariff refunds draining revenue, coupon freeze -+
doubled buybacks = proto-YCC. Bearish for the long end
and the dollar’s credibility premium; bullish for gold and
nominal asset prices.

Net regime call: a two-speed nominal economy under early fiscal dominance: strong measured
growth, squeezed households, sticky target-gauge inflation, thinning buffers. This mix historically
rewards real assets, steepeners, and convexity, punishes the long end and index credit, and
whipsaws anyone trading it as a single-speed economy. (confidence: high)

11



4 Asset-Class Scorecard

Scores are 1-10 (10 = most attractive on that dimension; for Risk, 10 = safest). Overall is the
committee’s judgment, not an average; it weights the dimensions by what matters for that asset
here and now. Green >7, amber 5-6, red <4.

Asset Fund. Val. Mom. Liq. Macro Risk Overall Stance

US equities (S&P 500) 7 3 8 9 5 4 5.5  Neutral; trim  into
strength; hedge cheap

Europe / Japan equi- 7 6 8 8 6 5 7 Overweight (banks, de-

ties fense, domestic Japan)

EM ex-China (India 7 6 ) 6 5 5 6.5 Build structural India on

core) oil weakness

China / HK equities 4 8 4 6 3 3 5 Tactical only, strict stim-
ulus kill-switch

US Treasuries 2—-5y 7 7 4 9 6 7 7 Long as bounded-loss
asymmetry

Global long end 3 5 3 7 2 3 3.5 Underweight; sell inter-

(30y/gilts/JGBs) vention rallies

TIPS (10y real 2.34%) 8 8 5 7 8 7 8 Core holding; cheapest
credibility hedge

IG credit (80bp) 6 2 6 8 4 4 4 Up-in-quality; avoid Al-
supply corridor

HY credit (267bp) 5 2 6 6 4 3 3.5  Underweight/hedge via
payers

Cash / T-bills n/a 7 n/a 10 6 9 6.5 Fund the hedges; near-

(~4%+) equity earnings yield

Gold ($4,580) 8 5 7 8 9 5 7.5 Buy dips to $4,000 floor;
futures crowded

Silver ($68.5) 7 7 5 6 8 4 7 Preferred  fresh-money
precious expression

Gold miners (GDX) 8 7 8 7 8 5 7.5  Record margins not yet
capitalized

Oil (Brent $88) 6 6 4 8 5 4 6 Own convexity (calls),
not delta

Natural gas / LNG / 7 6 5 6 6 5 6.5 Winter optionality; US

TTF LNG infra structural

Uranium ($90 spot) 8 6 6 5 7 6 7 Long fuel cycle into 2027
contracting

Copper ($14,490/t) 8 4 8 7 6 5 6.5 Structural long; do not
chase the record

Real estate / REITs 5 6 5 6 4 5 5 Long prime office/Sun

Belt MF/data centers;
short  healthcare-REIT

premium
Bitcoin ($79.6k) 6 6 7 7 7 4 6.5  Accumulate spot/ETF;
invalidation $69k
Ethereum ($2,485) 6 7 7 6 7 4 6.5  Prefer vs BTC (staking
yield, ratio turn)
Altcoins (ex-SOL) 4 5 5 4 6 2 4 Avoid; ETF-ization does

not create demand

4.1 Reading the Board

The scorecard’s shape is unusual: the highest overall scores sit in real assets and inflation-
protected paper (TIPS, gold complex, uranium), not in the equity or credit beta that dominates
portfolios. That is the fiscal-dominance regime speaking. The lowest scores cluster where

12



Seigniorage August 28, 2026

valuation offers no compensation for a two-sided policy distribution: the global long
end, IG/HY at record tights, and altcoins. US equities score a deceptively ordinary 5.5: an 8
on momentum and a 3 on valuation, meaning the market can keep rising while offering among
the worst forward risk-reward on the board. That is exactly the configuration in which hedged
participation beats both exit and full exposure.
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5]

Best Opportunities by Horizon

Research hypotheses, not advice. Every idea names its catalyst and its kill criterion; sizing should
reflect the confidence tags, and nothing here should be acted on before the Warsh keynote (delivered
after data cutoff).

5.1 Tactical: 3 Months

1.

Short-dated convexity into the September—October catalyst cluster. VIX 14.5 (9-
day 12.1), MOVE at a one-year low, funding-window stress risk, a live-hike FOMC, BOJ
decision, Xi summit, TGA peak. Structure it (put spreads, VIX October calls, payer swaptions
financed by rich 3-6m vol) because outright longs bleed roll. Kill: dovish hold plus CPI <3.3%;
roll to Q4 or stand down. (confidence: medium-high)

. Receive the US front end (2y at 4.19% / SOFR Dec-26-Mar-27) as a bounded

asymmetry. ~15bp of loss if one hike lands versus 40-100bp+ if labor cracks force cut-
repricing. Condition on the keynote; add on August payrolls <0 (Sept 4). Kill: payrolls
>~+150k or two 4+0.3% core PCE prints. (confidence: medium,)

Long corn into the September 11 WASDE. Pro Farmer 173.2 vs USDA 180.7 bu/ac on
10.4% stocks/use; defined risk near $4.50 farm-price support. Kill: WASDE confirms >180.

(confidence: medium,)

. Fade crowded expressions the audits flagged as already-in-motion: energy equity

beta (war premium decaying), the $100B equal-weight trade (mega-cap torque returned Aug
27), crowded MXN longs into the USMCA review, cattle rallies (cycle turned). (confidence:
medium-high)

. Funding-stress convexity at ~zero carry (SOFR-spread structures) for the Sept 30-late-

Oct TGA window; contained-stress base case, but the insurance is nearly free and the tell
(SOFR—IORB >10bp) is unambiguous. (confidence: medium)

5.2 Cyeclical: 12 Months

1.

2s30s / 5s30s steepeners, the report’s highest-conviction rates structure: wins if the Fed
cuts (front rallies) and if fiscal dominance deepens (long end cheapens). Kill: Nov 4 QRA
raises coupons and the long end absorbs it cleanly. (confidence: high)

. Long 10y TIPS / breakeven wideners. A 2.32% breakeven prices no energy war, no 3.7%

headline PCE, no politicized Fed. Carry-positive insurance. (confidence: high)

. Gold-complex on weakness: silver (—4.9% YTD, sixth deficit year, moderate positioning)

and miners (record AISC margins, GDX still below its February peak) over crowded gold
futures; add bullion on any Warsh-hawkish flush toward the $4,000 sovereign-bid floor. Kill:
hawkish-credible Fed AND gold below $4,000 for a month. (confidence: medium-high)

. Short USD/JPY (159-162) around the September 17-18 BOJ. Needs hawkish

guidance beyond one priced hike or US rate expectations rolling over; crowded carry shorts
are the convex fuel. Stops 163-165. (confidence: medium)

. Up-in-quality credit rotation + CDX HY payers; pre-position to buy Oracle-complex

fallen angels only after downgrade-forced index selling. (confidence: high on rotation, medium on
the widening’s timing)

. India accumulation (Nifty 24,091 after a record $52B foreign exit absorbed domestically)

conditional on Brent staying below ~$100. (confidence: medium-high)

. Bitcoin spot/ETF accumulation with $69k invalidation: a bottoming process, not a

confirmed bottom (a Q4 retest is nearer a coin-flip); never via leveraged treasury equities.
ETH preferred on the ratio (staking-yield ETFs live). (confidence: medium)
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8.

Winter energy optionality: Q1-2027 TTF calls against 63% EU storage (lowest since
2009), distillate cracks (structural: Russia’s refining collapse), Newcastle coal producers as
the unowned substitution play. (confidence: medium-high)

5.3 Structural: 3—10 Years

1.

The AI physical-bottleneck tier: TSMC, the HBM/DRAM oligopoly (tactically stretched;
buy the cycle’s dips), GE Vernova-complex power equipment (116 GW backlog to ~2031), grid
capex, PJM-levered nuclear IPPs (CEG), uranium fuel cycle. Scarcity rents survive even a
financing accident, and get cheaper in one. (confidence: high)

. European defense primes. EUR 800B Readiness-2030 plus NATO 5%: the OECD’s

most politically bulletproof decade-length capex stream; use 2026’s consolidation (Rheinmetall
—21% YTD) to build. (confidence: high)

. US LNG infrastructure: Qatar’s $24B chokepoint failure permanently reprices Hormuz-

free molecules into every future contract. (confidence: medium-high)

. India, the only large economy adding workers at scale, now proven self-funding. (confidence:

high)

. Urban Japan real assets and Japanese banks: the inflation-regime change is rerating

both; banks are rate-normalization winners with record profits. (confidence: medium-high)

. Copper producers. The 2027-28 concentrate shortage meets Al electrification; buy the

tariff-arb unwinds. (confidence: high structural)

Stablecoin/tokenization rails (post-GENIUS final rules): the cash-flow layer of crypto
that grew straight through a 53% BTC bear; expression via infrastructure, not via CRCL at
compressed margins. (confidence: medium)

. Distressed-entry real estate: prime US office at reset bases through the 2026-27 maturity

wall; Sun Belt multifamily at the supply trough; GCC normalization only after verified Hormuz
reopening. (confidence: medium-high)

5.4 Contrarian Corner: Where Consensus Looks Most Wrong

Halved software franchises (CRM, ADBE) priced for agentic obsolescence; a valid
franchise-value thesis, but entries are 50-70% off the lows already; demand NRR evidence
before sizing. (confidence: medium)

LVMH at —30% YTD on positive organic growth, and Japanese trading houses lagging
a +29% Nikkei in a commodity supercycle: flow-driven dislocations in quality. (confidence:
medium-high)

Eurozone cyclicals: consensus stagnation vs a 9-month-high PMI and the unpriced Hormuz-
normalization option. (confidence: medium)

Prime US office, the best vacancy inflection since 2015 hiding behind a record delinquency
headline that is a refinancing story. (confidence: medium-high)

Offshore IT services as a structural short (Accenture guidance cut; Al deflating billable
hours); re-entry after the July bounce. (confidence: medium,)
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6

Risks and Tail Scenarios

6.1 The Ranked Risk List (6—12 Months)

1.

10.

Policy error: the Warsh Fed hikes into negative payrolls (Sept or Q4). Simultaneous
P and E compression at 20x on inflated earnings; housing, small caps, Korea/Taiwan beta are
first casualties; credit cracks follow. Probability the hike lands by December: market >70%,
committee lower but material. (confidence: severity 9/10)

. Hormuz re-escalation. One strike on Saudi/UAE processing or desalination flips Brent

above $110-145, converts stagflation-lite into the real thing, forces the hike, and roughly dou-
bles recession odds. The re-strike frequency in August argues this is underpriced. (confidence:
severity 9)

. Al financing accident: a neocloud default, Oracle-complex fallen-angel event, or private-

credit mark cascade into the 2027 refinancing wall. Transmission: credit — equity — capex
— the only pillar under measured GDP. The market is currently buying the levered middle;
accident risk is not priced. (confidence: severity 8)

October funding squeeze that breaks through the SRF: a repo spike colliding with record
margin debt ($1.4-1.5T) and a 2.23M-contract basis-trade short. Contained-stress is the
base case; the tail is March-2020 topology at larger size. (confidence: severity 8, probability
low-medium)

. Long-end convexity event. 30y through ~5.50% triggers MBS duration shedding, lifer de-

risking, basis-trade deleveraging; $4B/op buybacks cannot absorb it. UK November budget
and Japanese superlongs are the foreign detonators. (confidence: severity 8)

. The amplification chain: SPX below 7,558 (50dma, first CTA trigger) — realized vol

13—20+ forces est. $50-150B systematic selling — gamma flip ~7,400 — air pocket to 7,114
(200dma) with FMS cash at 3.5% offering no marginal buyer. Pre-commit liquidity to that
zone. (confidence: severity 7)

DAT /crypto unwind. BTC below ~$65k forces reflexive selling from the leveraged treasury
complex (Metaplanet 83%-drawn credit line; MSTR preferred stack), the $80B value destruc-
tion accelerating. Contained to crypto unless it coincides with a broader vol event. (confidence:
severity 6)

. China devaluation/deflation doom-loop: property month 37, deflation psychology en-

trenched; a CNY reversal from 6.74 would export a fresh goods-deflation wave and crack the
Asia FX appreciation leg. (confidence: severity 7, probability low)

. French budget failure / gilt crisis. OAT-Bund through 100bp or 30y gilts through 6%

exports term premium globally; Italy at zero cushion re-widens in sympathy. (confidence:
severity 6)

El Nino supply shocks meeting a 43%-up wheat market and record-low coffee stocks, a
food-price impulse into already-sticky headline inflation. (confidence: severity 5)
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6.2 Tail-Risk Matrix

Tail event Prob (12m) Impact Wins Loses

Treasury-market 5-10% 9/10 Vol, gold (after flush), Everything levered; long
dysfunction (failed payers end first

auction / basis unwind)

Full Hormuz re-closure 10-15% 9 Energy convexity, de- Airlines, EM importers
with infrastructure fense, distillate (India), consumer

strikes

Iran comprehensive 15-25% 7 GCC assets, India, EU Energy equity, oil calls,
peace deal cyclicals, airlines gold marginally

Fed independence rup- 10-20% 8 Gold, TIPS, steepeners, Long end, dollar,
ture (Cook firing upheld BTC duration-heavy 60/40

/ Warsh capture optics)

Private-credit gate cas- 5-10% 7 Quality BDC entry later, Alt managers, insurance-
cade (a large vehicle fails) T-bills linked, HY

Al monetization proves 10-15% 8 Vol, software value bas- Whole Al complex, S&P
inflated at TPO audit ket concentration

China multi-trillion re- 10% 7 China/HK, copper, iron DM goods disinflation,
cap stimulus (upside tail) ore reverses bond markets

US midterm Democratic 5-10% 5 Vol; tariff-relief names Tariff-protected steel,
sweep some defense
Quantum/AT algorithmic 5% 8 Software users, con- Nvidia complex, power
efficiency shock (com- sumers trade, neoclouds

pute glut)

Stablecoin/Tether stress 5% 6 USDC /banks, gold Crypto broadly, T-bill

during GENIUS transi-
tion

demand at margin

The committee’s meta-point: six of ten tails share one transmission channel: the long end of
the bond market. That is why the steepener and the vol book are not trades but portfolio

architecture.
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7 Bubble Watch and Crisis Watch

7.1 Unified Bubble Scorecard

Consistent criteria across markets: valuation vs history, leverage in the structure, new-buyer
composition (who is the marginal buyer), issuance/supply response, and circularity. Score 0-10
where 10 = full mania.
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Market

Val.

Lev.

New buyers

Issuance

Circul.

Score

Committee read

Al infrastructure
(private +
credit)

AT mega-cap eqg-
uities

Quantum / SMR
story stocks

Leveraged single-
stock ETFs

Private  credit
(retail vehicles)

Gold

Crypto (BTC

majors)

US housing

US index credit

Korea
hardware
equities

7

10

9

10

7

9

10

8.4

4.8

6.8

6.6

4.6

3.2

6.6

6.2

The financing, not the
demand, is the bubble:
$570B est. 2026 AI debt,
SPVs, GPU collateral,
vendor loops, 15% of
IG supply. 1999-fiber
rhyme.

23x fwd vs 60x in
2000; 50%+ margins;
real cash flows. Concen-
tration (38.7% top-10)
is the fragility, not val-
uation mania.

Classic froth tail: 100x
sales, serial dilution; al-
ready correcting (Oklo
—73%, NuScale —83%
from peaks).

Structure froth: fastest-
growing wrapper; Korea
discussing bans after re-
tail losses.

Gates already triggered
(BCRED, Blue Owl,
Partners); PIK share
rising; marks stale by
construction.

A washed-out bull (Jan
blow-off —26% purge),
sovereign-bid floor; fu-
tures positioning the
only froth pocket.
Post-53%-bear  reset;
froth concentrated in
the DAT  complex,
largely already
destroyed (~$80B).
Real-terms  correction
underway 13 months;
the risk is credit at the
FHA bottom, not price
mania.

Record tights over a
cracking bottom decile;
“priced for perfection” is
itself the bubble.
+114% y/y with 2008-
level volatility and cir-
cuit breakers on good-
but-imperfect news, a
distribution-phase tape.

The historical rhyme the committee endorses: 1999-2001 telecom fiber (real technology,
real demand, catastrophic financing structure); the assets outlived their financiers. The equity
index parallels to March 2000 are weak (valuation, profitability); the credit parallels are strong
and getting stronger. (confidence: high)

19



Seigniorage August 28, 2026

7.2 Crisis Watch: Where Stress Is Already Visible

o Dollar plumbing (Sept 30-late Oct): ON RRP $456M, reserves falling, record $1.05T
TGA target. Tell: SOFR—IORB >10bp, any SRF usage >$25B. Base case contained; watch
daily.

e Private credit: redemption gates at three flagship vehicles; BDC discounts 30-35%; non-
accruals “trending sharply higher”; First Brands/Tricolor aftershocks. The run already hap-
pened; it was stopped by structure, not confidence.

o CCC / leveraged-loan bottom tier: distress ratio 6.89% (near Q4-2022 highs) under record-
tight indices; LME pipeline refilling faster than it converts.

e France and the UK long ends: OAT-Bund 83.6bp with budget-by-49.3 governance; 30y
gilts 5.76% into a November budget. Italy at parity with France = zero cushion.

o Japan superlongs: 30y JGB ~4% with an 80%-priced September hike; the repatriation flow
(—$72B foreign UST sales in June, Japan-led) is the quiet global tightener.

e GCC: blockade economics (GDP —2.4%, real estate —30-40%, expat exodus); capitulation
pricing awaiting a verified reopening.

o Digital-asset treasuries: mNAV discounts, drawn credit lines, MSCI deletion risk: crypto’s
internal margin call, mostly but not fully digested.

o US bottom-of-ladder consumer credit: FHA delinquencies +122bp y/y (partly reporting
artifact; verify), autos/cards rising at the margin while prime stays pristine.

None of these alone is systemic. The crisis path that matters is a sequence: funding stress —
vol spike — systematic deleveraging — Al-credit repricing — capex cut — the GDP pillar cracks.
Each link is individually manageable; the committee’s job is to notice when two fire at once.
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8 Capital Flows and Cross-Asset Structure

8.1 The Global Flow Map: Who Is Buying What

Flow

Scale / date

Read

US-listed ETF in-
flows
Money-market
funds

Central banks —
gold

Foreign officials —
USTs

US corporates (buy-

backs)

Al  complex —
credit markets
Foreign investors —
Japan/Europe
India domestic SIPs

Crypto ETFs

Retail options /
leveraged ETFs

Private credit retail

$1.23T YTD
~$2.3T pace)
$7.93T (record, Aug 26)

(record,;

289t Q2 (+62% y/y)

—$72B June (Japan-led); 3
of 4 months negative
~$1T+ pace, concentrated

mega-cap

$180-225B hyperscaler
bonds YTD; est. $570B Al
debt 2026

Persistent; TOPIX/DAX
records

Absorbed record $52B+ FII
exit

~$3B August streak after
—$8.9B H1

ODTE ~half of index vol-
ume; record single-stock lev-
ered AUM

Gated (BCRED 5% cap vs
~10% asked)

The retirement-and-model-portfolio bid is structural
and price-insensitive: the melt-up’s fuel line.
Yielding roughly inflation: zero real. A reservoir, not
a wall; it funds hedges and buys dips late.

The decade’s defining official flow: gold now the
world’s largest reserve asset, surpassing Treasuries.
The marginal foreign bid has flipped to a headwind
exactly as issuance rises (the term-premium engine).
Still the largest single equity buyer; increasingly debt-
adjacent in the Al complex.

The new supply technical in IG; crowds out duration
demand at the margin.

The rotation is funded partly out of US exposure, and
partly hedged, weakening the dollar loop.

A new structural buyer class; makes India self-funding
for the first time.

The marginal BTC buyer is now a macro allocator
hedging the dollar; flows follow the debasement trade.
Structure froth: amplifies both tails; the first stress
event tests untested wrappers.

The growth engine of private markets just hit its
ceiling: flows now trapped, not arriving.

Where the money goes next.

The committee’s flow forecast, in order of conviction: (1)

out of the long end into the front end and TIPS as the fiscal-dominance trade matures; (2)
into the gold complex on any washout, with silver and miners catching the overflow; (3) into
Japan/Europe/India equity at the expense of incremental US concentration; (4) into AI physical-
bottleneck equities from Al credit as the financing layer reprices; (5) back into crypto majors
via ETFs so long as the debasement macro holds. The reservoir that funds all of it: $7.9T of
money-market cash earning zero real. (confidence: medium-high)

8.2 Correlation Regime: What Hedges What

o Stock—bond correlation is positive again (a 1990s regime, per Fed analysis): Treasuries
fail as the equity hedge precisely when the shock is rates-shaped, which is what the risk chapter
says the next shock will be. Duration is not insurance; vol, dollar structures, payers, and gold
are. (confidence: high)

e Gold vs real yields: broken at the level, alive at the margin. Gold trades several
thousand dollars above any pre-2022 real-rate model (the official-sector bid), yet 2026’s swings
still followed real yields directionally. Practical rule: real-yield spikes still hurt; they just no
longer set the level. (confidence: high)

e« BTC vs Nasdaq:

inverted for two quarters, now re-coupling to gold. BTC fell

53% while NDX made records, then recovered on the same debasement flows driving bullion;
bitcoin has migrated hedging families, from “high-beta tech” to “high-beta gold.” (confidence:

medium-high)
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o Copper/gold at a 50-year low is not a recession signal this cycle. It is war-and-
debasement gold against bottlenecked copper, with chip billings +123% y/y. Retire the old
macro shorthand. (confidence: high)

e Small caps vs rates: the 2018-2024 rule broke. Russell +21.5% YTD with the 10y up
~50bp: a reshoring/war-economy bid, not a duration trade. (confidence: medium)

e Dollar vs rate differentials: functioning, but with a new discount. Hike repricing
still lifts the dollar day-to-day (post-PCE tape), yet DXY sits at ~99 with a measurable Fed-
independence/fiscal premium capping rallies at the 200-dma (~101-102). (confidence: medium-
high)

e Euro HY inside US HY; BTPs at parity with OATs: credit and political premia have
migrated across the Atlantic and within Europe; the old core/periphery map is stale. (confidence:
high)
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9 Scenario Matrix and the Bull/Base/Bear
Case

9.1 Six Scenarios, Twelve Months

Probabilities sum to 100%. Each scenario names its trigger, its mechanism, and the assets that
win and lose. Directions are 12-month total-return expectations versus today’s prices (Aug 28,
2026), not certainties.

A. Nominal Boom Extended (30%, base case)

AT capex and broad private domestic demand keep measured growth strong; the Fed delivers at
most one grudging hike that markets absorb; inflation grinds 3-3.5%; Hormuz stays contested-but-
recovering; no credit accident. Equities rise on nominal revenue growth with real assets alongside:
the 2026 pattern, extended.

B. Stagflation Squeeze (15%)

Hormuz re-escalates (Brent sustained >$110) or tariff round two bites; headline CPI back toward
5%; the Warsh Fed hikes into a shrinking labor market. The worst configuration for 60/40: stocks
and bonds fall together.

C. Labor-Led Slowdown (20%)

The consumer stall confirms (negative payroll streak, claims >260k); GDP-vs-income wedge closes
downward; the Fed pivots late from hike-debate to cuts. Front end rallies 100bp+, equities
drawdown then recover on easing; classic bull steepener.

D. Fiscal Dominance Accelerates (15%)

The October funding window forces visible Fed bill-buying while inflation runs 3.5%+; Treasury
buybacks escalate; Fed-independence optics worsen (Cook case, White House pressure). Term
premium and gold surge together; the dollar’s credibility discount widens; nominal equities hold,
real returns do not.

E. AI Credit Accident (12%)

A neocloud default, Oracle-complex fallen angel, or private-credit gate cascade forces Al-capex
repricing. HY 400bp+, Al equities —25%-+, measured GDP loses its pillar; the Fed cuts into it.
The 2027-refinancing-wall scenario arriving early.

F. Productivity Boom / Peace Dividend (8%)

Verified Iran deal (Brent to the 60s-70s), Al monetization outrunning capex at IPO audits, tariff
détente extended at the Sept 24 Xi summit. Disinflationary boom: everything rallies except energy,
gold, and hedges.

9.2 The Asset Matrix

Direction key: ++ strongly up, + up, 0 flat/mixed, — down, —— strongly down. For yields,
direction of the yield.
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Asset A30% B15% C20% D 15% E12% F 8%
S&P 500 + ——  —then+ 0 __ 1t
Nasdaq / AT complex ++ - 0 + — 4+
Small caps (R2K) + - - 0 — 4+
Europe / Japan equities + - 0 + — 4+
US 2y yield 0 + S 0 __ 0
US 30y yield + ++ 0 ++ — _
2s30s curve + + ++ 4+ + 0
IG/HY spreads 0 + + + 4+ _
US dollar (DXY) 0 + - —— 4 then — —
Gold + ++ + ++ 0 ——
Silver / miners + ++ + 4 - __
Brent 0 ++ — + — ——
Copper + 0 — + - 4t
Bitcoin + — 0 4+ __ +
Ethereum + — 0 4 - +
TIPS (10y, total return) + + ++ 44 + 0
REITs / real estate 0 —— + 0 - 4+

What the matrix says in one line: the steepener and TIPS win in five of six scenarios, gold
in four (crashing only in the 8% peace-dividend tail), and index credit loses in four, which is why
those three positions are the report’s architecture, while equity direction (up in three, down in
three) is the thing to hedge rather than call.

9.3 Bull / Base / Bear for the Whole Tape

Bull (roughly A+F, ~38%): Nominal growth holds, the hike never lands, Iran de-escalates,
AT monetization keeps inflecting. S&P grinds toward 8,300-8,800; leadership broadens abroad;
gold consolidates $4,200-4,800; BTC retests $110k+; credit stays tight another year. What
confirms it: August payrolls rebounding >-+150k, verified Hormuz transit recovery, clean Q3
hyperscaler guides.

Base (~62% excluding F, blended): Two-speed economy persists into a 5-10% autumn equity
drawdown and recovery; one hike or none; curve steepens 40-70bp; gold retests $5,000 within
12-18 months; Brent $80-95; BTC $75-110k; HY drifts 300-350bp. The catalysts that decide
the path: Warsh keynote, Sept 4 payrolls, Sept 24 Xi summit, Nov 4 QRA, Q3 capex guides.

Bear (B4+E, ~27%): Either the oil-and-hike squeeze or the Al-credit accident. S&P 6,300-6,800
(the March low zone), HY 450bp+, VIX 30+; gold’s path splits (up in B, flat-down in E); the
front end rallies hard in both. What confirms it: Brent >$110 sustained, a hike delivered into
negative payrolls, SOFR—IORB >10bp with SRF usage, or a neocloud/Oracle-complex credit
event.

9.4 What Would Invalidate the House View

o A hawkish-credible Warsh regime (hikes delivered, gold below $4,000 for a month, 5y5y
under 2.1%) kills the fiscal-dominance thesis, the gold overweight, and half the steepener.

o Payrolls re-accelerating (+150k with upward revisions, claims staying <210k) kills the labor-
crack leg; the hike becomes right; exit front-end longs.

e The Nov 4 QRA raising coupons, absorbed without a tail means long-end demand is
deeper than judged; cut the steepener.

o Clean AI credit: on-schedule Oracle/OpenAl revenue recognition through H1-2027 and 2027
HBM contracts up. Retire the credit-accident call and add Al-credit beta.

e A verified Iran deal plus 60 days of clean transits collapses the energy convexity and
rotates the book toward the peace-dividend basket (GCC, India, EU cyclicals, airlines).
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10 Cross-Asset Valuation and Expected Re-
turns

Annualized total-return ranges, nominal USD, built from current entry yields/valuations plus the
scenario weights of Chapter 9. Ranges are wide on purpose; false precision is how committees
die. Assume US inflation averages 2.7-3.3% over 5 years (the committee’s belief: the 2% target
is honored in rhetoric, eroded in practice). (confidence: medium on the point estimates, high on the

orderings)

Asset ly 3y (ann.) 5-10y (ann.) Driver of the range

Cash / T-bills 3.5-4.5% 3-4% 2.5-4% Policy path; positive nominal,
~zero real

UST 2-5y 4-8% 4-5.5% 4-5% Entry yield 4.2% 4+ cut-repricing
option

UST 30y —8+10% 1-4% 3-5% Term-premium rebuild vs entry
5.2%; path brutal

10y TIPS 3-9% 4-6% 4-5.5% 2.34% real entry locked + inflation
carry

US IG credit 1-6% 3-5% 4-5.5% 80bp spread offers no cushion;
carry only

US HY credit —4-+7% 2-5% 4-6% 267bp vs a starting default cycle

US large-cap equity —12-+15% 2-7% 3-6% 20x on inflated E; nominal-growth
regime helps, entry hurts

US equal-weight / value = —8-+14% 4-8% 5-8% Better entry, domestic-nominal
bid

Europe / Japan equity —5—+18% 5-10% 6-9% Cheaper entry, earnings inflecting,
FX kicker

India equity —5—+20% 7-12% 8-12% Demographics + self-funding flows;
oil is the gate

China / HK equity —15—+30% 0-10% 2-8% Pure policy option; widest range
on the board

Gold —10-+25% 4-10% 4-8% Debasement regime vs $4,580 en-
try after +33% y/y

Silver / miners —15—+35% 5-14% 5-10% Higher beta on the same regime;
deficit tailwind

Oil (spot exposure) —25—+40% 0-6% 2-5% Binary war/peace; convexity beats
delta

Copper / producers —10-+20% 5-10% 6-10% 2027-28 deficit vs record entry
price

US REITs (listed) —-10+12% 3-7% 5-7% Rate-hostage near term; entry
NAV discounts help selectively

Bitcoin —40—+80% 5-25% 5-20% Cycle position favorable, macro-
chained; fat both tails

Ethereum —45-+100% 5-30% 5-20% Ratio recovery + staking yield in-

side wrappers

10.1 The Valuation Ordering That Matters

1. Real yield is the cleanest asset on the board. A guaranteed 2.34% real for ten years
beats the expected real return of the S&P 500 at a 5.0% earnings yield on quality-adjusted
earnings: an equity risk premium near zero once one-offs are stripped. The 60/40’s bond
sleeve belongs in TIPS and the front end, not the long bond.

25



Seigniorage August 28, 2026

2. Equities are not one asset. The US index at 20x forward and 38.7% top-10 concentration
prices a different world than Japan at records with earnings support, Europe with a hiking-
because-growing central bank, or India after a foreign capitulation. The dispersion between
equity markets is larger than the dispersion between asset classes. Allocate accordingly.

3. Credit is the worst risk-adjusted asset class at these spreads: equity-like downside in
the widening scenarios, bill-like upside otherwise.

4. The gold complex prices a regime, not a coupon. Its expected return is a probability
statement about fiscal dominance (Chapter 9: gold wins in four of six scenarios). Position size
should reflect that it is the portfolio’s insurance layer, with silver and miners as the convex
tranche.

5. Crypto’s ranges are honest, not evasive. A —40% and a +80% both sit inside one
standard cycle. The allocation question is sizing, never conviction.
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11 The Mispricing Master List

Harvested from all sixteen desks, post-audit. Each entry names the catalyst that forces repricing;
a mispricing without a catalyst is just an opinion.

11.1 Ten Potentially Undervalued

1.

10.

10y TIPS / breakeven wideners: 2.32% breakeven during an energy war with 3.7%
headline PCE. Catalyst: any hot print or Fed-credibility wobble. (confidence: high)

. US 2-5y Treasuries, priced for hikes into negative payrolls; bounded loss. Catalyst: Sept 4

payrolls <0, Sept 16 hold. (confidence: medium)
Silver. Down 4.9% YTD in a sixth deficit year with moderate positioning after a 53% washout.
Catalyst: festival-season demand + next debasement leg. (confidence: medium-high)

. Gold miners (GDX): record AISC margins ($2,500-2,800/0z) not yet capitalized; still below

February’s peak. Catalyst: Q3 earnings (Oct—Nov), buybacks, M&A. (confidence: medium-high)

. India large caps. A record $52B foreign exit absorbed domestically; only major market

down YTD. Catalyst: FII flow reversal once oil settles and the hike scare passes. (confidence:
medium-high)

Prime US office (REITs/senior CMBS at reset bases): best vacancy inflection since
2015 priced at 2024 despair (—22% to NAV). Catalyst: maturity-wall resolutions producing
clearing prices above embedded fear. (confidence: medium-high)

. European defense primes, with a EUR 800B decade-length capex stream; 2026 consolida-

tion (Rheinmetall —21%) is the entry. Catalyst: SAFE deployment, 2027 EU budget cycle.
(confidence: high)

. Power bottleneck complex (GE Vernova chain, CEG vs ERCOT-pure): 116 GW

backlog to ~2031, PJM cleared at the cap and still 6.8 GW short; de-rated on Texas politics.
Catalyst: TMI restart milestones, hyperscaler PPAs, Dec ERCOT audit. (confidence: high)

. Agency MBS basis vs IG. Post-2008-wide spreads with an explicit policy put (GSE

purchase directive). Catalyst: directive execution, bank demand returning. (confidence:
medium,)

Brazil/Mexico local-currency bonds: ~10% and ~6% real yields with central banks
easing; the “safe duration” of this regime. Catalyst: Copom cuts, softer dollar. (confidence:
medium-high)

11.2 Ten Potentially Overvalued

1.

US index credit (IG 80bp / HY 267bp): ~30bp of upside vs 150-200bp of downside
over a cracking bottom tier. Catalyst: Oracle-complex downgrade, a failed $250B September
supply month. (confidence: high)

. The global long end (US 30y, 30y gilts, superlong JGBs), where intervention rallies

run against deficit + rearmament + BOJ-normalization arithmetic. Catalyst: Nov 4 QRA,
UK budget, BOJ hikes. (confidence: high)

. Healthcare REITs (Welltower +107% to NAV): the most crowded valuation in listed

property. Catalyst: a delivered hike or one SHOP occupancy miss. (confidence: medium)
Levered neocloud equity (CoreWeave archetype). The first-loss tranche of a GPU-
secured credit structure; interest at 26% of revenue. Catalyst: 2027 refinancing wall, one
customer deferral. (confidence: medium-high)

. Quantum story stocks (IONQ, RGTI): ~100x sales, serial dilution, retail-held. Catalyst:

missed late-2026 milestones, raises into a fading bid. (confidence: medium-high)
US energy equity beta. A Q3 war-spike (+44% at the Aug 21 print) already decaying; 2027
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10.

11.

10.

11
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EPS mean-reverts on any durable de-escalation. Catalyst: Iran—Oman corridor verification.
(confidence: medium (in motion))

. MSTR common vs spot BTC: mNAV <1, repeat seller, MSCI deletion risk: a funding-

cost claim on bitcoin, not a levered call. Catalyst: index decision, further mNAV compression.
(confidence: medium-high)

. Crowded MXN longs, the richest EM REER with record spec length into the Q4 USMCA

review. Catalyst: review brinkmanship; any carry unwind. (confidence: medium)

. Iron ore 2027 forwards: Simandou’s 60Mt/yr ramp into shrinking Chinese steel output

(largely consensus; the residual edge is over-delivery). Catalyst: ramp milestones through
H1-2027. (confidence: low-medium,)

Offshore IT services (ACN, INFY complex). Al deflates the billable-hour model; July’s
+20-25% bounce restored shortable valuations. Catalyst: next guidance cycle. (confidence:
medium)

3 Ten Asymmetries (Direction Secondary, Convexity Primary)

. Short-dated SPX/VIX convexity into Sept—Oct: fragility priced at 14.5 VIX with record-

thin cash buffers. (confidence: medium-high)

. Long-end rate vol (MOVE/payers): one-year-low vol, 14bp from 19-year-high yields,

2.23M-contract basis short. (confidence: medium-high)

. Dec-2027 Brent calls funded by puts. Consensus $69 assumes a peace that hasn’t

happened; buffers thin both tails. (confidence: medium)

. Funding-stress structures (SOFR spreads) at ~zero carry into the TGA-peak window.

(confidence: medium,)

. 2830s steepener, which wins on cuts AND on fiscal dominance; it loses only in a benign-

absorption world. (confidence: high)

. Softs call convexity (sugar, coffee): 69% odds of the strongest El Nifio since 1950 vs

consensus curves pointing down. (confidence: medium-high)

. COMEX-LME copper arb around the refined-tariff binary. A $900kt hoard swings

either way on one ruling. (confidence: medium)

. Oracle long-equity + long-CDS: bimodal $523B RPO vs distress pricing; long-vol on the

Al cycle’s most levered IG name. (confidence: medium)

. OAT-Bund wideners at 83.6bp, a French tail nearly free with BTPs at parity offering no

cushion elsewhere. (confidence: medium)
Semis-with-China-exposure vs rare-earth-dependent industrials around the Sept 24
Xi summit / truce renewal. (confidence: medium)

.4 Ten Mispriced Risks (Where Consensus Assigns Near-Zero)

A Fed hike delivered into negative payrolls (the market prices it as macro-neutral; it is not).

A Saudi/UAE infrastructure strike, the single worst unhedged tail in most books.

The Nov 4 QRA raising coupon sizes into a buyback-managed long end.

A large semi-liquid private-credit vehicle failing its gate: the 401(k)-era political event.

An Anthropic/OpenAl S-1 revealing run-rate revenue quality below headlines.

GPU depreciation truth-up carving tens of billions from hyperscaler EPS.

BOJ under-delivery on Sept 17-18 gapping USD/JPY to 165-170 before a worse unwind later.
China devaluation as the deflation endgame, the global goods-price anchor snapping.

The IEEPA refund cascade extending to Section 122/301, voiding the entire tariff revenue
base.

. A benign one: the melt-up itself. Record shorts plus $7.9T cash can extend the rally until

hedged books bleed out; theta discipline is a risk control, not a preference.
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12 Second-Order Effects Atlas

The consensus stops at the first arrow. The money is usually in the third. Chains the committee
is tracking, with the current bottleneck bolded.

12.1 The AI Chain

AT capex (~$770-805B in 2026) — data centers — electricity (PJM cleared at the $325/MW-day
cap, third year; Microsoft discloses an $80B power-constrained backlog) — gas turbines (116 GW
backlog, ~2031 delivery) and nuclear restarts (TMI pulled to 2027) — uranium term contracts
(— $95.50 and rising) — grid copper and transformers (— the 2027-28 concentrate shortage) —
retail electricity-price politics (Texas interconnection pause = the first political throttle) — fourth
order: state-level power populism as a 2027-28 election theme, and Al-hosting contracts repricing
bitcoin-miner equities as data-center land banks.

Also downstream: memory scarcity (HBM sold out; DRAM 4+90-95% q/q) — a bill-of-materials
shock for phones, PCs, autos in 2027 — margin pressure in consumer electronics that nobody
models as an “Al effect.” And on the financing side: AI bonds (~15% of IG issuance) — crowding-
out of ordinary corporate duration — part of the global term-premium story usually attributed to
governments alone.

12.2 The Fiscal-Dominance Chain

Deficits (~$2T) + refunds ($166B) — bill-ification + coupon freeze — Treasury buybacks as
proto-YCC — suppressed measured rate vol (MOVE 70) — mispriced convexity — any funding-
window stress forces visible Fed bill-buying into 3.5%+ inflation — the debasement premium
migrates further into gold, TIPS, BTC — fourth order: central banks’ gold accumulation (already
the #1 reserve asset) feeds back into permanent Treasury demand erosion; the loop closes on itself.

12.3 The Iran-War Chain

Hormuz contested — Gulf export volumes —1/3 — GCC fiscal contraction (GDP —2.4%)
— NEOM-style project cancellations + expat exodus — Gulf real-estate slump —30-40% —
sovereign-wealth flows to global assets slow (the quiet bid under London/US trophy assets
and late-stage venture weakens) — remittance and repatriation flows lift India instead. Parallel:
Qatar’s LNG collapse — permanent Hormuz-risk premium in every future SPA — US LNG
contracting supercycle — Henry Hub demand pull — higher US industrial gas costs into the
reshoring boom. The reshoring narrative and the LNG-export narrative are in quiet conflict.

12.4 The China-Deflation Chain

Property month 37 — deflation psychology — export-price cuts — US core goods held at
0.8% despite tariffs — the Fed’s “sticky inflation” is services/healthcare, not goods — any real
Chinese stimulus removes the anchor — DM disinflation forecasts break — bond markets reprice.
Also: excess Chinese capacity — EV /solar price wars — Western industrial-policy walls — tariff
revenue politics — back into the US fiscal chain.
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12.5 The Japan-Normalization Chain

BOJ hikes + Takaichi fiscal expansion — JGB 10y at 30-year highs — Japanese institutions
repatriate (June TIC —$72B, Japan-led) — structural bid under USTs/OATs/gilts shrinks —
global term premium floor rises independent of the Fed — FX-hedged foreign UST ownership
economics worsen further — more repatriation. The yen is the release valve; the long ends of three
continents are the pressure vessel.

12.6 The Labor-Market Chain

AT adoption + immigration reversal — frozen hiring (hires rate 3.4%) with low firing — young-
worker and white-collar entry cohorts bear the adjustment — consumption K-shape
(sentiment 51 vs record top-decile spending) — mass-market retail and discretionary earnings
crack first — political demand for transfers into an already-2T deficit — back into the fiscal chain.
Fourth order: the measured productivity boom arrives with a lag precisely because the GDP is
capex today and output tomorrow: the 202728 productivity prints, not 2026’s, decide whether
scenario F was real.

12.7 The Weather Chain

Historic El Nino (69% >+2.5C) — 2027 crop stress in Brazil coffee flowering, Indian/Thai sugar,
Australian wheat — food-price impulse into 3%+ DM headline inflation — EM subsidy budgets
strain (India, Indonesia, Egypt) — EM fiscal /FX pressure exactly as DM rate relief arrives — the
2027 EM story bifurcates on food import dependence. Hedge expression today: softs call convexity
at consensus-down curves.
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13 Catalyst Calendar:

March 2027

September

2026—

Dates marked f are convention-based and should be verified before trading them. Sensitivity: how
much cross-asset movement a surprise plausibly produces (H/M/L).

Date Event Sens. What is at stake / asymmetry
Aug 28 Warsh Jackson Hole keynote H The chair’s reaction function, revealed.
(10:00 ET; after this report’s cut- Hawkish: front-end longs and gold flush.
off) Dovish/institutionalist: debasement com-
plex extends. Read before acting on Part
L

Sep 17 Eurozone flash HICP M Core <2.4% breaks the ~87%-priced ECB
September hike.

Sep 4 US August payrolls H The report’s single most-cited falsifier:
<0 validates the labor-crack thesis and
front-end longs; >4150k kills them and
delivers the hike. Watch the QCEW
benchmark revision alongsidef.

Sep 9 WPIC Platinum Quarterly L Investment-demand stall would confirm
the platinum fade.

Sep 9—Nov 4 Treasury long-end buyback ops M Execution quality of proto-YCC; failures

(>$4B each) — term premium.

Sep 10 ECB decision M Hike ~87% priced (committee: too cer-
tain); a skip breaks EUR longs.

Sep 10-11t US August CPI H Hot print + payroll rebound = hike deliv-
ered; the stagflation branch opens.

Sep 11 USDA WASDE (first objective M <176 bu/ac ignites the grain long; >180

corn yield) ends it.

Sep 15 CLARITY Act Senate vote M Priced under 20%: surprise passage is
cheap upside for US-listed crypto.

Sep 15 Corporate tax date (funding M First leg of the plumbing window; watch

drain) SOFR—-IORB.

Sep 15-16 FOMC + first Warsh H Hike ~35-45% priced. A hike into nega-

SEP /dots tive payrolls is the policy-error scenario;
a labor-focused hold reprices the whole
front end.

Sep 17-18 BOJ decision H Hike 75-87% priced: guidance, not the
hike, moves USD/JPY; under-delivery
gaps it toward 165.

Sep 24 Xi visits Washington H Likely decides Busan truce renewal 5
weeks early. Success: semis-with-China
upside, rare-earth relief. Failure: the
November binary reopens, hedges cheap
now.

Sep 30 Quarter-end funding M Second plumbing leg; SRF usage >$25B
= the tell.

Oct (early)t Q3 earnings season opens H Hyperscaler FY27 capex guides are THE
Al-cycle catalyst; one flat guide repricies
semis, power, credit at once.

Oct 4t Brazil general election, 1st round M BRL vol; Lula vs F. Bolsonaro; carry king
status at stake.

Oct (late) TGA peak ~$1.05T H The tightest week of the plumbing win-
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Date Event Sens. What is at stake / asymmetry

Oct 28-29¢ FOMC H If September held, December-hike pricing
concentrates here.

Oct 30-Nov 10 Busan truce suspension clauses H If Sept 24 failed: rare-earth controls snap

lapse back mid-Al-cycle.

Nov 3 US midterms H Base case Dem House / GOP Senate is
priced; tails (GOP sweep, Dem Senate)
reprice tariffs, fiscal, subpoena risk.

Nov 47 Treasury quarterly refunding H The fiscal-dominance stress test: any
coupon-size increase tests the long end;
more bill-ification confirms the regime.

Nov (mid)f OCC GENIUS Act final stablecoin M Bank issuance opens; Tether’s 2-year run-

rules way clock starts; CRCL margin question
resolves.

Nov (late)f NVDA Q3 FY27 print H The $108B guide meets reality; China li-
censing status; supply-commitment com-
mentary.

Dec 8-9¢ FOMC + SEP H Last chance for the >70%-priced 2026
hike; a no-hike year forces a full front-end
rethink.

Dec 14-15 G20 at Doral (Putin, Xi expected) M Geopolitical theater with tail risk both
directions; sanctions/trade signaling.

Dec 18-197 BOJ decision M A second 2026 hike would confirm the
normalization path and the yen floor.

Dec 31 Year-end funding turn M Plumbing rhyme with Sept—Oct, smaller
TGA drain cushion.

Jan 20277 Q4 earnings + FY27 guides The 2027 earnings-cliff test: one-offs, war-
Brent, and memory ASPs annualize out.

Feb 2027t CBO re-score post-IEEPA M The tariff-refund fiscal hole becomes offi-
cial arithmetic.

H1 2027 Oracle/OpenAl Stargate revenue The report’s central credit thesis resolves

recognition; 2027 refinancing walls here: clean recognition retires it; a stum-
(CRE $1.26T, neocloud debt) ble triggers the fallen-angel cascade.
Mar 2027¢ Anthropic/OpenAl IPO window H The first audited test of Al run-rate rev-

opens (earliest)

enue; it is also the cycle’s largest equity-
supply event.

Density warning: September 15-24 packs the FOMC, BOJ, tax-date funding drain, CLARITY
vote, and the Xi summit into seven trading days: the year’s highest-concentration event window.

The vol chapter’s structures are dated to survive it.
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14 Monitoring Dashboard

The forty indicators the committee tracks continuously. “Threshold” is the level that materially
changes the house view (direction indicated). Latest readings as of Aug 27-28, 2026 unless dated.

Indicator Latest Prior / con- Why it matters Threshold
text
Policy and rates
Sept FOMC hike odds 34-44% ~68% pre- The  two-sided-policy >60% = hike base
payrolls regime gauge case
Fed funds target 3.50-3.75% held all 2026 Anchor for every curve Any move, either
view way
2y UST 4.19% +72bp YTD Front-end asymmetry <3.95% = thesis
trade paying
30y UST 5.18% 5.33% high Fiscal-dominance pres- >5.50% = convexity
sure vessel event
2s30s curve ~+97bp steepening The house structural <+50bp = thesis
trade failing
10y TIPS real yield 2.34% 1.94% Jan Valuation anchor for ev- >2.60% hurts
erything gold/equities
10y breakeven 2.32% +7bp YTD The cheap credibility >2.60% = hedge
hedge paying
5y5y breakeven 2.27-2.33% flat De-anchoring tell <2.10% = credibil-
ity intact, exit
ACM term premium ~0.80% rising Fiscal-dominance meter >1.25% = accelerat-
ing
MOVE index 69.9 1-yr low Suppressed rate vol >90 with orderly
auctions = monetize
payers
Plumbing and liquidity
SOFR — IORB ~—1bp pinned THE funding-stress tell >+410bp = stress
live
Domestic ON RRP $456M ~Z€ero Buffer depth rebuild >$100B =
slack returns
Bank reserves $2.925T falling Scarcity gauge <$2.80T = danger
zone
TGA balance $959B —$1.05T Oct The drain schedule peak passed = re-
injection
SRF usage ~0 unused Backstop integrity >$25B = repricing
event
Margin debt (FINRA) ~$1.4-1.5T record June Reflexivity fuel -10% m/m =
deleveraging
Growth and labor
Payrolls (monthly) —23k July —103k revisions  The regime decider 2nd negative print =
slowdown scenario
Initial claims (4wk) ~205k low, stable Firing-wave detector >260k = recession
odds jump
GDPNow (Q3) ~4.6% (stale) +13.7% invest. ~ The AI-GDP pillar <2% = pillar crack-
ing
ISM manufacturing 55.6 52-mo high com- Capex-cycle breadth <50 = boom stalling
posite
Michigan sentiment 51.0 crashed Household K-leg <48 = consumer ca-
pitulation
Real consumer spending  flat July decelerating The stall hypothesis —0.3% m/m twice =
confirmed
Inflation
Core PCE (y/y) 3.3% (4 mo.) frozen The Fed’s gauge <3.0% = hikes die;
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Indicator Latest Prior / con- Why it matters Threshold
text
Core CPI (y/y) 2.5% CPI-PCE The benign gauge OER >0.35% m/m
inverted twice = shelter stall
UMich 1y / long-run exp. 4.3% / 3.3% de-anchoring Spiral risk 1y >5% = cornered
Fed
Gasoline (y/y) +24.6% fading m/m The war passthrough new spike = stagfla-
tion branch
Credit and banking
IG / HY OAS 80 / 267bp record tights The asymmetry trade HY >320bp =
widening underway
CCC OAS 1,031bp 97th pctile Bottom-tier decay <800bp = repair,
exit shorts
Loan distress ratio 6.89% near 2022 highs  Default-cycle leading <5% 2 qtrs = stand
edge down
BDC price/NAV —30-35% gates triggered Private-credit stress discounts <10% =
proxy adjustment done
Oracle-complex CDS ~200bp 18-yr high The  Al-credit ther- fallen-angel event =
mometer buy plan activates

Markets and positioning

S&P 500 vs 7,558 / 7,400

/7,114
VIX / VIX9D

FMS cash level
AAITI bears

Gold

Silver / gold ratio
BTC weekly close

BTC ETF weekly flows
USD/JPY

Brent + Gulf transit

EU gas storage

7,731
145 / 12.1
3.5%
44.4%

$4,580

66.7
$79.6k
+$2.8B streak

159.3

$88.33; ~2/3 re-

covered

63%

CTA/gamma/200dlae mechanical-selling

priced calm
sell signal

near records

ATH $5,405 Jan

peak 45.6

June low ~$59k

—3$8.9B H1

intervention
zone
contested

lowest since 2009

map
Fragility gauge

Shock-absorber depth

The other
blade

Regime barometer

scissors’

Debasement breadth
Debasement satellite
The marginal buyer
Carry-unwind fuse

War premium meter

Winter tail

below 7,558 = ampli-
fication risk on

>20 realized = sys-
tematic selling
>4.5% = premise
weakens

convergence = reso-
lution near

<$4,000 for a month
+ hawkish Fed =
regime falsified

<55 = full risk-on in
metals

<$69k = accumula-
tion thesis off

3 wks >$300M out
= pillar broken
>163 = stop; <152
= unwind underway
verified deal or infra
strike; both reprice
everything

>78% Nov 1 = aban-
don TTF calls
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15 If I Could Only Know Twenty Things

Strip away every dashboard. If the committee could see only twenty facts about the next six
months, these are the twenty; each one names what it decides.

1.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

The text of Warsh’s Jackson Hole keynote (Aug 28, after cutoff). Decides: the front-end
trade, gold’s tactical path, the dollar, and whether “constrained chair” or “genuine hawk” is
the right model.

. The sign of the September 4 payroll print. Decides: hike vs. cut repricing, the single

highest-leverage data point of the quarter.

. Whether SOFR-IORB breaks 10bp between September 30 and late October.

Decides: contained plumbing vs. the forced-Fed-bill-buying debasement catalyst.

. The November 4 refunding’s coupon decision. Decides: whether fiscal dominance

deepens (more bills, more buybacks) or the long end gets tested honestly.

. Hyperscaler FY2027 capex guidance (October—November). Decides: the AI complex,

the power trade, US GDP’s pillar, and the credit-accident clock.

. Audited revenue quality in the first AI-lab S-1. Decides: whether $110-120B of run-

rate is real: the bubble question itself.
Whether the Oracle complex is downgraded to high yield. Decides: the fallen-angel
cascade and the index-credit short’s payoff.

. 2027 HBM contract prices (signed Q4). Decides: the memory supercycle vs. the classic

low-P/E cycle top.

The next Hormuz event: a verified deal or a strike on Gulf processing. Decides:
Brent $65 vs. $130, the widest single variable in the book.

EU gas storage on November 1. Decides: the winter TTF trade and Europe’s inflation
path.

The BOJ’s September 17-18 guidance (the path, not the hike). Decides: the yen, and
the pace of the global term-premium floor rising.

The outcome of Xi’s September 24 Washington visit. Decides: the Busan truce,
rare-earth controls, semis’ China TAM, and the Q4 trade-war tail.

Q3 official-sector gold purchases, and whether $4,000 holds on the next flush.
Decides: whether the sovereign bid is the floor the committee believes it is.

5y5y breakevens vs. gold, run together. Decides: whether credibility is actually eroding
(both up), venting through gold alone (divergence), or intact (both down; exit the regime
trade).

Concrete Chinese fiscal follow-through within 6—8 weeks of the NPC. Decides: the
China/HK trade, copper’s demand leg, and the global goods-deflation anchor.

Indian SIP flows holding while FII flows reverse. Decides: the structural India entry’s
timing.

BTC’s weekly closes vs. $69k, and the ETF flow streak. Decides: accumulation vs. a
Q4 retest of ~$59k.

BCRED-class redemption queues and Q3/Q4 BDC NAYV marks. Decides: whether
private credit’s adjustment is orderly repricing or the next gate cascade.

The September 11 WASDE corn yield. Decides: the grain long, and whether the El
Nino food-price chain starts early.

The midterm Senate outcome (November 3). Decides: the 2027 policy distribution:
tariff and fiscal continuity vs. gridlock-plus-subpoenas.
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16 The Five Biggest Questions the Market
Has Not Answered

1. Is the Fed’s next move a hike or a cut?

Markets price both within ninety days of each other: a ~40% September hike alongside 2027
cut-repricing risk. No other question moves every asset class at once: the front end (100bp of
repricing), the curve, the dollar, gold’s tactical path, equity multiples at a near-zero risk premium,
and EM funding conditions all key off it. The resolution mechanism is brutally near-term: one
keynote, one payroll print, one FOMC. A market that cannot agree on the direction of the next
policy move is a market mispricing something large, somewhere.

2. Does the AI buildout get refinanced or repriced in 20277

An estimated $570B of 2026 Al-linked debt, SPV structures, GPU collateral, and a 2027 refinancing
wall meet monetization that is real but unaudited. If the paper rolls smoothly, the capital cycle
extends and today’s index-credit tights are defensible; if one levered intermediary fails, the repricing
runs through IG supply, private credit, the equity concentration, and (because Al capex is now a
GDP pillar) the macro data itself. Every asset with a claim on nominal US growth is on one side
of this question.

3. Does the Iran war end with a deal or an escalation?

The market prices neither: Brent at $88 sits between a deal ($60s—70s: EM relief, EU cyclical
upside, GCC normalization, energy-equity mean reversion) and an infrastructure escalation ($130+:
the stagflation branch, a forced hike, doubled recession odds). Both tails are live within the same
quarter; the Iran-Oman corridor talks and August’s six tanker strikes are the same week’s news.
Rarely does one variable hold this much cross-asset variance this cheaply.

4. Has the United States entered fiscal dominance in fact?

The operational evidence (coupon freeze, doubled buybacks “to avert yield contagion,” GSE pur-
chase directives, bill-ification, a chair confirmed on a party line) says the machinery is assembling.
The market prices pieces (gold’s reserve-asset coronation, a rising term premium) but not the
regime: breakevens at 2.32% and MOVE at 70 say most of the bond market still assumes the old
rules. If the October funding window forces visible Fed balance-sheet support while inflation runs
3.5%+4, the question answers itself, and the repricing spans the long end, the dollar, gold, TIPS,
bitcoin, and every 60/40 portfolio built on the last regime’s correlations.

5. Is China’s deflation terminal or cyclical?

Thirty-seven months of property decline, real prices below 20006, a first-ever growth-target miss,
set against the world’s largest industrial machine still compounding exports. If deflation is
terminal (the Japanification read), China keeps anchoring global goods prices, DM disinflation
gets a permanent tailwind, and commodities lose their largest marginal buyer slowly. If Beijing
finally reflates at recapitalization scale, the goods-price anchor snaps, DM inflation forecasts break
upward, copper and iron ore invert, and the EM complex re-rates. The market treats this as
background; it is the largest slow variable in the global pricing system.
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Seigniorage was always the sovereign’s quietest tax.
The work of this report is simply to notice who is paying it now, and in what currency.
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17 Global Growth, the Macro Regime, and
Recession Risk

Committee view. The United States does not enter a GDP recession in 2026 (confidence: high):
growth is being carried by broad private domestic demand (real final sales to private domestic
purchasers were revised up to +4.2% annualized in Q2 (as of Aug 26)), with the AI capital-
expenditure cycle (roughly 0.8-1.4% of GDP, an estimated half to three-quarters of H1 growth,
contribution contested) as a large but not sole pillar. Beneath the headline, the household sector
is deteriorating at the margin; July payrolls printed —23,000 with —103,000 of net revisions, real
spending was flat, and Michigan sentiment sits at 51.0. Even so, we classify a “labor-income
recession” as an early-warning hypothesis, not an established fact (confidence: medium): aggregate
nominal personal income still rose +0.4% m/m in July and disposable income +0.5%, so the
squeeze appears only under the headline-PCE deflator. The policy regime is the defining risk: the
Warsh Fed held at 3.50-3.75% in July on a 9-3 vote with three dissents for a hike, markets price
roughly 34-44% odds of a September hike and zero 2026 cuts (as of Aug 27-28), and Chair Warsh’s
first Jackson Hole keynote was still pending at this report’s data cutoff (Aug 28, 10:00 ET); every
rates view in this chapter is conditional on that speech and on the September 4 payrolls. Our
fade-the-hike view therefore survives only as an asymmetry trade (bounded ~15bp loss against
40-100bp of gain), (confidence: medium), not a high-conviction directional call.

17.1 Market Snapshot

Indicator Level As of
US Q2 2026 real GDP (2nd est.) +1.5% saar; priv. dom. final purch. +4.2% Aug 26
July nonfarm payrolls —23k (cons. +83k); net revisions —103k Aug 7
Unemployment / participation 4.1% / 61.4% (participation fell) Aug 7
Initial claims (wk Aug 22) 203k, low and falling Aug 27
CPly/y (July) 3.4% headline / 2.5% core Aug 12
PCE y/y (July) 3.7% headline / 3.3% core (4th mo. at 3.3%) Aug 26
Fed funds target 3.50-3.75%, held 9-3 (3 dissents to hike) Jul 29
Sept FOMC hike odds ~34-44%; zero 2026 cuts priced Aug 27-28
UST 2y / 10y / 30y 4.19% / 4.66% / 5.18% Aug 2728
2s10s ~+47bp (positive) Aug 27
Brent crude $88.33 (2026 peak ~$118 in March) Aug 28
Gold ~$4,570-4,630 (ATH $5,405 Jan 29; Jul low Aug 27-28
$3,094)
Copper (LME cash) $14,490/t, record Aug 27
S&P Global US flash composite PMI 56.0 (52-month high) Aug 21
Conference Board LEI (July) 99.5; 6-mo rate positive, first in 4+ yrs Aug 20
Michigan sentiment (Aug prelim) 51.0; 1-yr infl. expectations 4.3% Aug 17
China Q2 GDP +4.3% y/y (first target miss since 2020) Jul 15
Eurozone Q2 GDP / Aug flash PMI +0.4% q/q / 52.1 (9-mo high) Jul 30 / Aug 21
Polymarket US recession by end-2026 ~9% (vs 36% in March) late Aug

17.2 What Is Happening and Why

The regime is a two-speed, war-shocked expansion (“crosscurrents of war and technology,” in the

IMF’s July framing), not a classic late cycle.! Four forces define August 2026.

'Source: IMF World Economic Outlook Update, July 8, 2026. Tier T1. https://www.inf.org
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The Hormuz oil shock and its long tail (FACT). US and Israeli strikes on Iran began
February 28, 2026; the Strait of Hormuz was mined and effectively closed by March. An April 8
ceasefire and the June 17 Islamabad Memorandum collapsed on July 8; the US naval blockade was
reinstated July 14, and six tankers were attacked between August 3 and 18. The strait today is
violently contested with partial export recovery (Gulf exports have recovered to roughly two-thirds
of pre-war volumes), not closed. Brent sits at $88.33 (as of Aug 28), well off the March peak near
$118; US retail gasoline is +24.6% y/y, and the IMF revised 2026 global headline inflation up to
4.7%. The shock crushed Gulf volumes even as it lifted prices: ICAEW /Oxford Economics project
GCC GDP contracting 2.4% in 2026 with the oil sector down 14.5%, then rebounding 8.1% in

2027 if reopening holds.?

Broad private demand, with an AT capex engine inside it (FACT, mechanism corrected
post-audit). Q2 GDP printed +1.5% saar, but private domestic final purchases were revised
up to +4.2%: growth is broader than a single vertical. Al-related data centers, hardware, and
networking are roughly 0.8-1.4% of GDP and drove an estimated half to three-quarters of H1
growth (estimates contested); global semiconductor billings hit $403.3bn in Q2, +35.1% q/q, with

June sales +123.6% y/y.®> Two offsets discipline the story: the August 27 advance goods trade
deficit surprised $18bn wider (imported Al hardware subtracts from GDP), and the GDPNow Q3
reading near 4.6% should be treated as stale and inflated after that trade print. S&P Global’s
flash PMI points to something nearer 3% for Q3 (INTERPRETATION).

A stalling labor market while the Fed debates hiking (FACT 4+ INTERPRETATION).
July payrolls fell 23,000 against +83,000 consensus, with net revisions of —103,000; unemployment
fell to 4.1% only because participation dropped to 61.4%; wage growth is 3.2% y/y, the slowest
since May 2021. Yet claims are 203k and falling, and layoffs remain historically low: a frozen,
low-churn market shedding jobs at the margin, with part of the weakness reflecting labor-supply
shrinkage from the immigration reversal. Against this, the July FOMC produced the first triple
directional dissent since 2016 (Hammack, Kashkari, and Logan voting to hike), and hike odds
for September 15-16 rose to roughly 34-44% after the hot July PCE (core at 3.3% for a fourth
straight month, with a record ~+0.8pp core PCE-over-CPI inversion). A hike-versus-hold debate
in a negative-payrolls month is the central policy-error setup in the world today.

Tariff whiplash (FACT, stated as a sequence). The Supreme Court struck down IEEPA
tariffs 6-3 on February 20, 2026; the effective tariff rate fell from ~11% to ~7% by May, and
roughly $81B of $166B was refunded by July. But the rate was then rebuilt via Section 122 and

Section 301 tiers to approximately 12.1% average effective as of July 21.* The disinflationary tariff
dividend our earlier work leaned on has largely been taken back; only the energy base effect (the
Feb—Apr 2026 spike rolling out of year-on-year indices in Q1 2027) remains as reliable inflation
relief.

Abroad: China’s Q2 GDP of +4.3% missed the target band for the first time since 2020, with
property in its 37th month of decline, CPI at +0.5%, and PPI at —1.8%, with deflation psychology
entrenching. The eurozone is quietly inflecting up (Q2 +0.4% q/q beat; August flash PMI at a
9-month high of 52.1; German manufacturing output growing at its fastest since January 2022)
against consensus gloom. Japan stagnates (Q2 consumption contributed zero), and the GCC is in
an engineered, blockade-driven recession.

2Source: ICAEW/Oxford Economics GCC outlook, August 2026. Tier T2.
3Source: Semiconductor Industry Association, Q2 2026 billings, August 2026. Tier T1.

“Source: Yale Budget Lab / Tax Foundation tariff tracking; CBP refund data, April-August 2026. Tier T1/T2.
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17.3 What Is Priced versus What We Expect

Priced (as of Aug 27-28): a ~34-44% September hike, more than 70% cumulative odds of a hike by
December, zero 2026 cuts; a Polymarket 2026 US recession probability of ~9% against economist
surveys at 30-42%; a 2s10s near +47bp and a 30y at 5.18% (intraweek high 5.33%, highest since
2007), a “no landing plus inflation risk premium” curve; Brent in the high $80s embedding partial
but not full Hormuz normalization; and Al capex treated as a durable annuity.

We expect (FORECAST): no US GDP recession through mid-2027 (confidence: high); the
traditional dashboard (positive LEI momentum, positive curve, easy SLOOS credit, 203k claims)
simply is not recessionary. But Q3 consumption decelerates hard from Q2’s +3.4%, toward ~1%
annualized, as flat July real spending and 51.0 sentiment feed through (confidence: medium-high).
We expect no September hike and believe the Fed’s next move, most plausibly in 2027, is a cut
(confidence: medium), explicitly conditional on the pending Warsh keynote and the September 4
payrolls; a hawkish keynote pushes any front-end rally into 2027 at best. Our recession probabilities:
US 3-month 5%, 6-month 10%, 12-month ~30%, 24-month 45%; eurozone 12-month 25%; a
September hike into negative payrolls would move US 12-month odds toward 45-50%. The gap
between Polymarket’s 9% and economists’ 30-42% is reconciled by the decoupling: the GDP

economy and the income economy are different economies this cycle, and the contract settles on
GDP.

17.4 Mispricings and Opportunities

These are research hypotheses, not investment advice.

1. US front end (2y / SOFR futures): Bullish on price, as an asymmetry trade only.
Thesis: pricing of a ~34-44% September hike and zero cuts ignores negative payrolls, —103k
revisions, and 3.2% wage growth that gives workers no pricing power for a spiral. The trade is
bounded: roughly 15bp of loss if a single hike lands, against 40-100bp+ if cut pricing returns.
Catalyst: September 4 payrolls at or below zero, a September 16 hold, and energy base effects
dragging y/y inflation down in Q1 2027. Expression: long 2y Treasuries or receive front-end
swaps, sized as an option-like position. (confidence: medium), conditional on the Warsh keynote,
pending at data cutoff.

2. 2s10s steepener: Bullish, our highest-conviction rates expression. Thesis: at ~+47bp
the curve embeds hold-forever policy plus modest term premium; both legs push toward
+120bp without requiring a recession: an eventually cutting Fed, and a fiscal/debasement
term-premium rebuild (debt through $40T on Aug 26, net interest ~$1.0T/yr, gold’s January
ATH of $5,405 as the tell). Catalyst: first explicit cut signal, or a large negative preliminary
QCEW payroll benchmark revision (due early September). (confidence: high) (survived audit).

3. Short mass-market US consumer discretionary versus long Al-industrial/semis:
relative value. Thesis: consumer names trade on Q2’s stale +3.4% consumption print while
July real spending was flat, retail fell 0.6%, and only 8% of consumers expect income to beat
inflation; the capex side rides ~$1.5tn 2026 chip sales. Catalyst: August retail sales (mid-
September) and Q3 mass-retailer guidance confirming sub-1% real consumption. (confidence:
medium).

4. Eurozone cyclicals / DAX industrials: Bullish versus consensus gloom. Thesis:
the IMF marked Europe down on energy while realized data inflect up, and Europe holds
an unpriced free option on Hormuz normalization. Catalyst: verified tanker-transit recovery
beyond the current two-thirds of pre-war volumes; German Q3 GDP and orders. (confidence:
medium).

5. GCC 2027 recovery assets: asymmetric, speculative. Thesis: a —2.4% GDP year
swinging to a projected +8.1% in 2027 is among the widest single-economy reversals available;
regional equity and credit price the blockade, not the reopening. Binary. Catalyst: durable
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implementation of Iran-Oman corridor talks with transit above ~80% of pre-war volumes.
(confidence: speculative).

6. Copper/gold ratio (anti-trade warning): Neutral. The ratio near 50-year lows is not a
recession signal this cycle: gold reflects war and debasement demand (ATH $5,405 in January,
July washout to $3,994, now ~$4,600), while LME copper set a $14,490/t record on Aug 27
amid zero-to-negative treatment charges: a supply bottleneck, not demand collapse. Fading
the ratio as growth pessimism is a trap; structural copper upside builds into 2027-28 as Al
electrification meets the concentrate shortage. (confidence: high) on the diagnosis.

17.5 Risks

Ranked by expected damage to the committee view.

1. Hormuz re-escalation. Six tanker attacks Aug 3-18; Brent sustained above $110 converts
stagflation-lite into the real thing, forces the Warsh Fed hawkish, and takes 12-month US
recession odds toward 50%. The dominant global tail.

2. Policy error: a September or Q4 hike into negative payrolls. Three FOMC members
already voted for it; the hiking coalition is broadening (June dots: 9 of 18 projected hikes), the
July PCE was hot, and Warsh is unproven. The keynote pending at our cutoff is the near-term
trigger either way.

3. Al capex air pocket. When a large share of measured growth traces to one increasingly
debt-financed vertical (~$570B estimated 2026 AI debt issuance), any hyperscaler guidance
cut or data-center financing credit event removes the marginal growth engine. Parabolic chip
billings (+123.6% y/y) are themselves a fragility signal.

4. Negative payroll benchmark revision (preliminary QCEW benchmark, early September)
revealing the labor market was weaker all year, repricing the Fed and confidence simultaneously.

5. Inflation-expectations un-anchoring. Household 1-year expectations at 4.3% meeting a
supply shock is the genuine spiral scenario the hawks fear, the one case in which the dissenters
are right.

6. China deflation doom-loop deepening (PPI —1.8%, property month 37), with a CNY
response exporting deflation to world goods.

7. Data fog. Labor-supply shrinkage distorting the unemployment rate, war and World Cup
distortions in Q2—Q3 prints, and falling survey response rates make regime identification
unusually error-prone.

17.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. Core facts
survived primary-source verification (Q2 GDP +1.5%; the 9-3 July hold with three hike dissents;
Warsh chair since May 22; Michigan 51.0/4.3%). Three claims were corrected. First, the growth
mechanism: the original draft attributed US resilience mechanically to Al capex; the counter-case
showed private domestic final purchases were revised up to +4.2% (broad demand is carrying
growth), while the $18bn-wider August 27 goods trade deficit (imported hardware) dilutes Al
capex’s net-GDP contribution and renders the ~4.6% GDPNow stale. Second, the “labor-income
recession already forming” claim was weakened: July nominal personal income rose +0.4% and
disposable income +0.5% m/m; the real squeeze appears only under the headline-PCE deflator
(against CPI, real wages are roughly flat), and flat July spending may be wealth-behavioral rather
than income-driven. Third, the front-end call was downgraded: hike odds rose into late August
(to ~34-44% per the canonical sheet, versus ~30% on Aug 20) with Fed officials sounding inflation
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alarms at Jackson Hole and Warsh’s first keynote pending at data cutoff.®

The committee view at the top of this chapter is the post-audit view: no-2026-GDP-recession
retained at HIGH; the mechanism restated around broad private demand; the labor-income
recession carried as a monitored hypothesis at MEDIUM rather than as fact; and the front-end
receive cut to MEDIUM, held only in its asymmetric, bounded-loss form and made explicitly
conditional on the Warsh keynote and the September 4 payrolls. No refuted number appears as
fact in the body above.

17.7 What Would Change This View

Toward recession positioning: two further consecutive negative payroll prints plus a 4-
week claims average above 260k; or hyperscaler capex guidance cuts exceeding 10%; or Brent
sustained above $110; or a September hike. Any of these moves our 12-month US recession
odds from ~30% to 45-50%.

Toward the boom / no-landing case: verified Hormuz transit above 80% of pre-war
volumes; real spending re-accelerating at or above 4+0.3% m/m; core PCE below 3% by
December; August—September payrolls revised up with participation recovering above 61.4%.
That combination kills the consumer-stall and front-end theses.

On the Fed: Warsh endorsing the dissenters’ hike case, whether in the Jackson Hole keynote
pending at our cutoff or at the September 16 meeting, moves policy error from risk to base
case; we would exit long-duration risk expressions.

On the growth mechanism: BEA revisions materially shrinking measured Al-investment
contribution, or data-center import leakage proving larger than assumed, would narrow the
GDP-versus-income wedge and soften the 2027 air-pocket risk.

On the consumer: August retail sales and Q3 consumption tracking above 2% annualized
would prove July’s softness was noise, not trend.

5Source: CME FedWatch / Investing.com Fed Rate Monitor, Aug 27-28, 2026; Federal Reserve July 2026 FOMC

statement. Tier T1/T2. https://www.federalreserve.gov
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18 Inflation and the Central Banks

Committee view. The United States enters September 2026 with a two-gauge inflation problem
(core CPI at 2.5% and falling, core PCE frozen at 3.3% for four months), a new and unproven
Fed chair, and a labor report that printed the first negative payroll number of the cycle. Markets
price roughly a 34-44% chance of a September 15-16 hike and better than 70% cumulative odds
of one by December (as of Aug 27-28). After review, the committee holds a split position: the term-
premium and curve-steepening thesis (fiscal-monetary blur, Treasury buybacks, gold’s institutional-
credibility bid, 30-year yields near 19-year highs) survives at high conviction (confidence: high), but
the companion call that “the priced hikes mostly do not happen” is downgraded to a positively
skewed asymmetry trade rather than a directional forecast (confidence: medium): initial claims at
203k and falling say the payroll miss was substantially labor-supply shrinkage, September odds
rose (not fell) after the hot July PCE, and the hiking coalition is broadening beyond the three July
dissenters. Everything below is written before Kevin Warsh’s first Jackson Hole keynote, scheduled
10:00 ET on August 28; that keynote is the largest unresolved event risk on this page.

18.1 Market Snapshot

Item Level As of
US CPI y/y, headline / core 3.4% / 2.5% (Jul) rel. Aug 12
US PCE y/y, headline / core 3.7% / 3.3% (4th month at 3.3%)  rel. Aug 26
US PPI final demand y/y 4.7% rel. Aug 13
Fed funds target range 3.50-3.75% (held all 2026) Aug 27
Sept 15-16 FOMC hike odds 34-44% (rose post-PCE) Aug 27-28
Cumulative Dec 2026 hike odds >70%; zero cuts priced Aug 28
UST 2y / 10y / 30y 4.19% / 4.66% / 5.18% Aug 28
30y intraweek high 5.33% (highest since 2007) Aug 2026
10y breakeven / 5yby 2.32% / 2.27-2.33% Aug 28
UMich inflation exp., 1y / 5-10y 4.3% / 3.3% (3rd month at 3.3%)  Aug 16 prelim
July payrolls / net revisions —23k (cons. +83k) / —103k rel. Aug 7
Initial jobless claims 203k, low and falling wk Aug 22
Gold $4,570-4,630 (+33% y/y) Aug 27-28
Gold ATH / July washout low $5,405 (Jan 29) / $3,993.55 (Jul 16) 2026
Fed balance sheet $6.73tn; QT ended Dec 1, 2025 H.4.1 Aug 2627
ECB deposit rate 2.25% (+25bp mid-June); 87% for Aug 28
Sept 10
BOJ policy rate 1.00%; Sept 17-18 hike 75-87% Aug 28
priced
Eurozone / UK / Japan CPIly/y 2.9% / 2.9% / 1.9% headline (Jul)  Aug 2026
China CPI / PPl y/y +0.5% / —1.8% (Jul) rel. Aug 9

18.2 What Is Happening and Why

Three forces define the regime. First, the mid-2026 Middle East energy shock still dominates
headline prints: US gasoline is +24.6% y/y in the July CPI, eurozone energy HICP is running
+10.3%, and the UK Ofgem cap rose 13% in July, which is why headline sits 0.5-1.0pp above
core across the developed markets, an inversion of the 2024-25 pattern (confidence: very high)."
The impulse is fading at the margin (gasoline —2.9% m/m in July after —9.7% in June), which

'Source: BLS, Consumer Price Index, July 2026, 2026-08-12. Tier T1. https://www.bls.gov/news.release/
cpi.nrO0.htm
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mechanically drags headline toward roughly 3.0% by December if oil is stable and sets up large
negative base effects for H1 2027 (confidence: medium, forecast).

Second, the Fed is mid-transition. Kevin Warsh was sworn in as chair on May 22, 2026 after a party-
line confirmation; Jerome Powell remains on the Board as a governor until 2028, an unprecedented

arrangement.? The Committee has held 3.50-3.75% at every 2026 meeting after three late-2025
cuts; the July 29 hold passed 9-3, with Hammack, Kashkari and Logan dissenting for a hike. The
June dot plot flipped hawkish: median end-2026 funds rate 3.8% (from 3.4% in March), 9 of 18
participants projecting at least one 2026 hike, and the 2026 core PCE projection raised to 3.3%
(confidence: wvery high, fact). Note what the balance sheet is not doing: QT ended December 1,
2025. The Fed has run reserve-management bill purchases in 2026 and has tapered them from
$40bn/month to zero for the Aug 14-Sep 14 window, with the balance sheet near $6.73tn and
reserves at $2.925tn and falling (confidence: high, fact). The popular claim that Warsh is “tightening
via the balance sheet instead of rates” is therefore imprecise: the tightening at the margin is the
bill-purchase taper and passive reserve drain, not active runoff.

Third, the Fed’s own gauge has stopped improving while the household gauge keeps healing. Core
PCE has printed 3.3% y/y for four straight months while core CPI fell to 2.5%: a record +0.8pp
inversion of the normal relationship, driven by what PCE contains that core CPI does not or weights
differently: healthcare at payer prices, food services, and market-linked portfolio-management fees

inflated by the asset-price boom (confidence: very high on the wedge; medium on the decomposition).®
Shelter disinflation is intact (3.2% y/y, +0.1% m/m twice) with pipeline left from new-lease indices;
core goods sit at just 0.8% y/y because China is exporting deflation (CPI 4+0.5%, PPI —1.8%);
but the PPI at 4.7% y/y says pipeline pressure exceeds what consumers currently pay (confidence:
high,).

The cross-current is labor, and here the committee’s reading changed under audit. July payrolls
printed —23k against +83k consensus with —103k of net revisions, and participation fell to 61.4%,
holding U-3 at a deceptively low 4.1%. But initial claims fell to 203k in the week of August 22,
historically low and declining. The coherent synthesis is that a meaningful share of the payroll
weakness is immigration-driven labor-supply shrinkage rather than a demand crack (confidence:
medium, interpretation). That distinction is hawkish, not dovish, for the Fed’s calculus: a supply-
shrunk labor market can be tight even while payrolls stall. “Labor-income recession” remains a
hypothesis, not a fact.

Overlaying everything is institutional credibility. Treasury has doubled long-end liquidity buybacks
to at least $4bn per operation (announced Aug 19), the 30-year touched 5.33% intraweek, and
gold at $4,570-4,630 is +33% y/y, though well below its $5,405 January 29 all-time high after
a —26% washout to $3,993.55 on July 16. The credibility premium is being expressed in gold
and term premium (ACM 0.80%), not in breakevens: 5yby at 2.27-2.33% coexists with UMich
long-run expectations de-anchored at 3.3% for a third month (confidence: high, fact on levels; high,

interpretation on the channel).4

18.3 What Is Priced versus What We Expect

Priced (as of Aug 28): 34-44% for a September hike, >70% cumulative by December, zero 2026
cuts; 87% for an ECB hike September 10 (contested); 75-87% for a BOJ hike September 17-18;

2Source: Federal Reserve Board press release (chair pro tempore announcement), 2026-05-15; Al Jazeera, 2026-
05-22. Tier T1/T3.

3Source: BEA, Personal Income and Outlays, July 2026, 2026-08-26. Tier T1. https://www.bea.gov/news/
2026/personal-income-and-outlays-july-2026

1Source:  University of Michigan Surveys of Consumers, August 2026 preliminary, 2026-08-16; FRED
T10YIE/T5YIFR, Aug 2026. Tier T1 via T4.
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5y5y inflation 2.3%; a “neutral” Warsh keynote (69% of BofA-surveyed managers).

Committee expectation (FORECAST). The December-hike pricing embeds the dissenters’
reaction function, not the chair’s. But only weakly so. Pre-audit, this desk assigned 60% to
the funds rate ending 2026 at 3.50-3.75%. Post-audit we hold that as a base case at reduced
conviction (confidence: medium): the claims data undercut the labor-crack mechanism, the hot
July PCE moved pricing toward hikes, centrist Boston Fed President Collins has said a hike is
“warranted if inflation disappoints,” and the hawkish dot flip occurred under Warsh’s own gavel,
his two-meeting hold record does not establish a dovish reaction function. Where we retain higher
conviction: core CPI disinflation resumes (shelter has 30-50bp of y/y decay left; core CPI 2.2-2.4%
by spring 2027) while core PCE stays sticky at 2.9-3.2%, so the Fed will look further from target
than the household economy actually is (confidence: medium-high); and the credibility premium
keeps migrating into gold and the long end rather than breakevens, so either 5y5y drifts 20—40bp
higher or term premium does the work (confidence: high). On the ECB, the 87% September pricing
looks too certain with core at 2.5% and the energy impulse fading; true odds nearer 60% (confidence:
medium).

18.4 Mispricings and Opportunities

Research hypotheses, not advice. All are explicitly conditional on the Warsh keynote (pending at
data cutoff) and the September 4 payrolls.

1. Front-end receive: as asymmetry, not conviction. Bullish front end. Thesis: >70%
cumulative December-hike pricing versus a chair who has held through three hawkish dissents;
if hikes vanish the receive is worth 40-60bp against a bounded 15bp loss if one hike lands. Post-
audit this is a positively skewed position sized as such, not a macro call (confidence: medium,).
Catalyst: Aug payrolls (Sept 4), Aug CPI ( Sept 10-11), a Sept 15-16 hold with labor-focused
guidance. Expression: long SOFR Dec-26/Mar-27 futures.

2. 2s30s steepener. Bearish long end. Thesis: the forces that would kill the hikes (politics,
fiscal dominance, doubled Treasury buybacks) are precisely the ones toxic for 30y term premium;
the steepener pays in both the dovish-pivot and fiscal-dominance branches (confidence: high
direction, medium magnitude). Catalyst: Fed—Treasury coordination headlines, refunding, any
renewed balance-sheet expansion into labor weakness. Ezxpression: short 30y vs 2y.

3. Long 5y5y breakevens / TIPS over nominals. Bullish. Thesis: 5yby 2.3% against
UMich 3.3%, core PCE 3.3%, PPI 4.7% and a questioned chair: the cheapest institutional-
credibility hedge on the board, carry-positive with headline above 3% (confidence: medium-high).
Catalyst: a dovish Warsh tone, or a September hold framed around employment with energy
stable. Prefer 5yby over front breakevens: H1 2027 base effects are a mechanical headwind at
the front.

4. Gold: structurally long, tactically stretched. Bullish structural / Neutral tactical.
Thesis: gold is the market’s Fed-independence premium, but the 2026 tape is violent ($5,405
ATH, —26% July washout, sharp August rebound) and at the margin still trades real-rate-
conventionally; a hawkish Warsh surprise is the 5-8% correction the structural thesis says to
buy (confidence: high structural direction, low-medium tactical entry). Catalyst: the keynote and
the Sept FOMC; buyback escalation for the structural leg.

5. Fade ECB September certainty. Bearish the 87% pricing. Thesis: core 2.5%, fading
energy impulse, a divided council after the July pause; fair odds nearer 60% (confidence: medium,).
Catalyst: Sept 1 flash HICP with core at or below 2.4%. Expression: Euribor/ESTR futures.

6. Long JPY vs USD. Bullish yen. Thesis: BOJ hiking (75-87% priced for Sept 17-18, three
years of 3% shunto wages) while priced Fed hikes are contested flips the rate-differential impulse
yen-positive from both ends; USD/JPY at 159.3 sits below the 163 forty-year low that triggered
joint intervention Aug 1-3 (confidence: medium). Catalyst: BOJ Sept 17-18; soft US data.
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18.5 Risks

Ranked by expected damage to the views above.

1. Warsh hawkish surprise at the pending keynote (10:00 ET, Aug 28): explicit endorse-
ment of September tightening invalidates the front-end receive within hours and hits gold and
breakevens; surveyed expectation is 1-3% cross-asset moves on any surprise.

2. Energy re-escalation (Middle East relapse, Russia-Ukraine): headline re-accelerates, UMich
ly (4.3%) heads toward 5%, and the Fed is cornered into hiking into a weakening economy, the
high-damage stagflation branch.

3. Labor data non-linearity: —103k of revisions in one report implies real-time data overstates
employment; a genuine demand crack flips the debate from hikes to cuts within a quarter,
whipsawing the front end; but the opposite error (supply-driven weakness misread as demand,
as the audit flagged) whipsaws it the other way.

4. Tariff or dollar second wave: core goods at 0.8% is the disinflation anchor; PPI at 4.7%
shows the pipeline pressure exists if pricing power returns.

5. BOJ/JGB spillover: 10y JGB at 2.945% (highest since 1996) with further hikes priced feeds
Japanese repatriation away from USTs, compounding US term-premium pressure.

6. China stimulus surprise removes the goods-deflation offset embedded in every DM disinfla-
tion forecast.

7. Politicization of statistics: any verified interference with BLS/BEA prints forces EM-style
analysis and non-linear risk-premium widening (standing risk; no specific current incident

verified).

18.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of WEAKENED on this chapter. It
verified the institutional spine on primary sources (Warsh as chair with Powell a sitting governor,
the 9-3 July hold with three hawkish dissents, core PCE at 3.3%, broadly current gold and
yield levels) but landed four counter-findings against the original headline (“fade the priced 2026
hiking cycle,” MEDIUM-HIGH). First, initial claims at 203k and falling contradict the labor-crack
mechanism: the payroll miss reads as labor-supply shrinkage, which is hawkish for the Fed’s
calculus. Second, the working notes’s 35% September figure was stale-low; post-PCE reporting
put odds at 36-44% and JPMorgan moved its hike call forward: pricing momentum was toward
hikes, not away. Third, the hawkish coalition extends beyond the three dissenters (Collins, a
centrist, is conditionally open to hiking), and the hawkish June dot flip happened under Warsh’s
own chairmanship; a two-meeting hold record is a thin base for inferring a dovish reaction function.
Fourth, the conclusion carries live binary risk: the Warsh keynote had not been delivered at data

cutoff.b

The committee view in this chapter’s opening paragraph already incorporates the verdict: the trade
is split, the steepener/term-premium and TIPS legs stand at HIGH confidence (corroborated by
record long-end yields, the gold bid, and confirmed buyback expansion), and the front-end receive
is carried only as a bounded-loss asymmetry at MEDIUM, explicitly conditional on the keynote
and the September 4 payrolls. Separately, the canonical fact-check corrected the working notes’s
plumbing claim: QT ended December 1, 2025, so the “balance-sheet-led tightening under Warsh”
framing has been replaced with the accurate mechanism (reserve-management bill purchases
tapered to zero, passive reserve drain). One of the working notes’s own kill criteria (claims
data signaling no demand crack) is already partially triggered, and the body text above treats
it accordingly.

5Source: Author review pass, 2026-08-28; Fed H.4.1 and FOMC statement monetary20260729a. Tier T1.
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18.7 What Would Change This View

o« Two consecutive core PCE prints at or above 4+0.3% m/m, or supercore CPI re-
accelerating above 3.5% annualized: the hikes get delivered; exit front-end receivers.

o August payrolls (Sept 4) above +150k with upward revisions, alongside claims near
200k: labor-weakness-as-constraint is dead; a September hike becomes base case.

e« Warsh explicitly endorsing near-term hikes and renewed balance-sheet contraction:
he is a genuine hawk, not a constrained one; re-rate the entire Fed path, gold, and the steepener.

e 5y5y below 2.1% with gold also falling: the market genuinely trusts the regime; abandon
the credibility-premium thesis.

o Sustained OER re-acceleration (m/m above 0.35%): shelter disinflation stalls; core CPI
convergence toward 2% fails and the CPI-PCE wedge thesis loses its benign leg.

« ECB skips September and eurozone core reaches 2.3% or lower by October: confirms
the energy shock was fully transitory in Europe; extend that logic to the US headline path with
more confidence.

e Verified statistical-agency interference: shift the framework toward market prices over
official prints; size up gold, breakevens, and steepeners.
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19 Liquidity Plumbing, Fiscal Policy, and
Sovereign Debt

Committee view. The dollar liquidity system enters Q4 2026 with its buffers substantially
thinner than at any point since 2019. Domestic ON RRP takeup is $456 million (as of Aug 27),
reserves are $2.925T and drifting lower, and Treasury is guiding the TGA toward a $1.05T +
$50B late-October peak. But the system is not without shock absorbers: reserves stand at roughly
11.4% of commercial bank assets (versus about 8% in September 2019), the standing repo facility
mechanically caps SOFR-IORB near +10bp absent a stigma failure, and eSLR relief has freed
roughly $219B of Tier 1 capacity at dealer bank subsidiaries. We therefore assign MEDIUM
probability to observable but contained funding stress in the late-September quarter-end through
late-October window (SOFR-IORB prints above 10bp, modest SRF usage), and LOW probability
to a disorderly 2019-style spike (confidence: medium). The structural legs of the thesis are the high-
conviction positions: a roughly $2.0-2.1T FY26 deficit swollen by tariff refunds, frozen coupon
sizes, doubled long-end buybacks funded at the margin with bills, and globally synchronized long-
end supply argue for curve steepeners, a long-end underweight, and ACM term premium moving
from 0.80% toward 1.0-1.25% within twelve months (confidence: high). Every view in this chapter
is conditional on Chair Warsh’s first Jackson Hole keynote (August 28, 10:00 ET), which was
pending at this report’s data cutoff.

19.1 Market Snapshot

Metric Level As of

Fed total assets $6.731T Aug 26 (H.4.1)

Bank reserves $2.925T (-$10.4B w/w) Aug 26

Treasury General Account $959B (peak guide $1.05T + $50B) Aug 26 / Aug QRA

Domestic ON RRP takeup $0.456B (effectively zero) Aug 27

Fed funds target range 3.50-3.75% (9-3 hold; 3 hike dissents) Jul 29 FOMC

September FOMC hike odds 34-44% (>70% cumulative by Dec) Aug 27-28

UST 10y / 30y 4.66% / 5.18% (intraweek high 5.33%)  Aug 27-28

ACM 10y term premium 0.80% Aug 13

30y auction high yield 5.216% (highest since 2001; 0.4bp tail)  Aug 13

FY26 deficit, 10 months $1.796T (+10% y/y; July record $432B)  Jul MTS

July customs receipts -$8.55B net ($33.4B refunds paid) Jul MTS

Total public debt $40.07T ($32.31T held by public) Aug 26

Foreign UST holdings (TIC) $9.30T (-$72.1B m/m, Japan-led) Jun 2026

OAT-Bund / BTP-OAT 10y 83.6bp / roughly Obp (Italy at parity) Aug 21-28

JGB 10y / UK 30y gilt 2.945% (highest since 1996) / 5.75- Aug 27-28
5.76%

19.2 What Is Happening and Why

The plumbing: thinner buffers, active management. QT ended December 1, 2025, and
the Fed spent 2026 running reserve-management bill purchases (RMPs): $40B per month January
through April, tapered to $25B, then $10B, then zero for the August 14-September 14 period.
FACT (confidence: high): the Desk, which holds the best reserve-demand projections in the system,
currently schedules no purchases into the September tax date. The two 2019-vintage vulnerabilities
are nonetheless real: the domestic ON RRP facility is empty ($456M on August 27; the $362B
H.4.1 reverse-repo line is almost entirely the foreign official repo pool), and the TGA rebuild
from $959B (as of Aug 26) to its guided late-October peak drains reserves one-for-one. But the
arithmetic of the drain is modest: the TGA already sits above Treasury’s $950B end-September
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assumption, the QRA flags cuts to short-dated bill sizes into the September 15 tax date, and the

residual build is roughly $40-140B concentrated in October and explicitly transient.! No pre-stress
signature is visible: SOFR-IORB printed -1bp on August 26, the 99th-percentile repo rate sits just
+7bp over IORB, and EFFR is stable, unlike in 2019, when funding rates drifted above IORB for
months before the spike. INTERPRETATION (confidence: medium-high): the window that matters
is September 30 through late October, and stress, if it comes, is more likely a capped flare than a
rupture.

The fiscal engine: deficit slippage with the revenue pillar in reverse. The Supreme Court
struck down all TEEPA tariffs 6—3 on February 20, 2026; the CIT ordered immediate refunds on
March 4. CBP puts the refund liability at $166B, of which roughly $81B had been distributed by
July, and July customs receipts were consequently net negative $8.55B, the third straight negative

month.? The administration has partially rebuilt the tariff wall in sequence: the average effective
rate fell from about 11% to about 7% by May, then recovered to roughly 12.1% by July 21 via
Section 122 (10%, ruled illegal at the CIT but stayed) and Section 301 tiers covering about 99.4% of
imports. Even so, the refund outflow is a multi-quarter drag, not one-off noise. FACT (confidence:
very high): the FY26 deficit reached $1.796T through ten months (+10% y/y), July alone set a
$432B monthly record, and total public debt crossed $40.07T on August 26. Net interest runs
near $1.0T per year (3.3% of GDP), and the r-versus-g arithmetic is eroding: the average rate
on the debt (3.1-3.3%) remains below nominal growth near 5%, but marginal funding costs (bills
3.6-3.7%, 10y 4.66%, 30y 5.2%) sit 100-200bp above the average, ratcheting r toward g every
month the curve holds here, while a primary deficit near 2.5% of GDP lifts debt/GDP regardless.

The institutional collision. July PCE printed 3.7% headline and 3.3% core (the fourth straight
month at 3.3% y/y, though only +0.2% m/m), and the Warsh Fed (the Chair was sworn in May
22) held at 3.50-3.75% on July 29 with three dissents in favor of hiking (Hammack, Kashkari,
Logan). Treasury’s posture is the mirror image: coupon auction sizes frozen “for at least the next
several quarters,” marginal financing pushed into bills, and long-end liquidity buybacks doubled to
at least $4B per operation for September 9 through November 4 (up to $38B liquidity plus $25B
cash-management this quarter) after the August 13 30y auction stopped at 5.216%, the highest

long-bond award since 2001.2 INTERPRETATION (confidence: high): Treasury buying its own
long bonds while issuing bills to fund the purchases is duration management in all but name;
bill-ification of the debt stock into an inflationary period is the early fiscal-dominance playbook,
executed by the fiscal authority rather than the central bank.

The global long end is repricing together. JGB 10y at 2.945% is the highest since 1996, with
a September BOJ hike to 1.25% priced at 75-87% and the BOJ still owning about half the market;
UK 30y gilts trade 5.75-5.76% under the new Burnham/Healey government; Germany is running
record gross issuance near EUR 512B as the ECB removes about EUR 500B via QT; France’s
OAT-Bund spread sits at 83.6bp with no credible budget, and Italy now borrows at parity with
France (BTP-OAT roughly zero versus a 59bp BTP-Bund gap over Bunds’ French equivalent in
January). TIC data show foreign UST holdings fell $72.1B in June alone, Japan-led, down three
of the last four months.* FACT + INTERPRETATION (confidence: high): G4 duration supply
is rising exactly as central-bank absorption shrinks and Japanese institutions regain a domestic
alternative. The foreign official bid for USTs is now a headwind, raising the clearing level of US
long yields regardless of Fed policy.

!Source: US Treasury, Quarterly Refunding Statement, Aug 2026. Tier T1. https://home.treasury.gov/news/
press-releases/sb0590

2Source: Monthly Treasury Statement, July 2026; CBP refund data. Tier T1. https://fiscaldata.treasury.
gov
3Source: TreasuryDirect auction results, Aug 13, 2026; Treasury buyback release sh0607. Tier T1.

4Source: TIC data, June 2026, released Aug 17, 2026. Tier T1.
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19.3 What Is Priced versus What We Expect

Markets price a hawkish hold: September hike odds of 34-44% (as of Aug 27-28), more than 70%
cumulative odds of a hike by December, zero 2026 cuts, persistent 3.3-3.7% inflation, a roughly
$2T deficit, term premium at 0.80%, France at 84bp over Germany, and a September BOJ hike.
The 30y near 5.2% (5.33% intraweek high) already embeds substantial fiscal bad news.

What we judge is not priced (confidence: medium-high):

Term premium migration, not level. Bill-ification, frozen coupons, doubled buybacks,
refund-driven deficit slippage toward $2.1T, and foreign official selling push ACM term premium
from 0.80% toward 1.0-1.25% within twelve months whether the Fed hikes (dominance pricing)
or holds (inflation premium). FORECAST (confidence: high) on direction, MEDIUM on the
12-month threshold.

Refund drag persistence. The market treats $166B of IEEPA refunds as one-off noise;
roughly $85B remains to flow, forcing bill issuance beyond current guidance. FORECAST
(confidence: high).

Contained, tradable funding stress. With front-end spread volatility near cycle lows
and SOFR-IORB at Obp, even a capped quarter-end/late-October flare (10-25bp prints, first
meaningful SRF usage) would reprice the strip. We put MEDIUM odds on that observable
stress and LOW odds on a disorderly spike (lower than our pre-audit view, as the closing section
of this chapter explains). Any October restart of RMPs is mechanically near-certain but is the
resumption of a normalized program, a weaker “debasement” catalyst than forced-QE framing
implies.

The stablecoin bill-demand narrative is stagnating. Aggregate supply is roughly $290—
310B, flat-to-down versus the >$315B early-2026 peak despite the GENIUS Act, an order of
magnitude too small against $2T deficits. The marginal bill buyers that matter are MMFs
(87.9-8.4T, record), SOMA, and post-eSLR banks. FACT + FORECAST (confidence: high,).
Italy at French parity has no cushion. France’s 20-25bp political premium is reversible
on any budget resolution; Italy-specific risk is priced at zero. INTERPRETATION (confidence:

medium,).

19.4 Mispricings and Opportunities

Research hypotheses, not advice; each requires its catalyst to reprice.

1.

Front-end funding-stress convexity (undervalued, tail hedge). SOFR futures/options
and FRA-OIS-type structures cost near zero carry with spreads at Obp, against a late-
September-to-late-October window in which the RRP buffer is genuinely absent. Post-audit
this is a cheap asymmetry, not a central case: sized as a tail hedge. CATALYST: September 30
quarter-end and the late-October TGA peak; a first SOFR-IORB print >10bp or SRF usage
>$25B on a non-quarter-end day repricing the whole strip. EXPRESSION: long convexity in
SOFR options; received-vol structures on front-end spreads.

2s30s / 5s30s steepeners and 30y breakevens (undervalued). The fiscal-dominance
mechanics (bill-ification, frozen coupons, doubled buybacks, $2.1T deficit trajectory, foreign
selling) steepen the curve whether the Warsh Fed hikes or holds; a hiking Fed cannot rescue a
long end whose driver is fiscal. CATALYST: the November 4 QRA (any coupon-size increase),
a 30y auction tail >3bp, or a Q4 hike met by long-end underperformance. EXPRESSION:
5830s steepeners; long 30y TIPS breakevens versus nominals.

. Fade stablecoin-growth-levered assets (overvalued narrative). Supply near $300B and

stagnant cannot absorb a $2T deficit; assets priced for $1T+ stablecoin growth carry the gap.
CATALYST: successive flat or negative quarterly supply data after GENIUS rule finalization,
while Q4 bill issuance surges. EXPRESSION: underweight crypto-adjacent equities levered to
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stablecoin float growth.

4. BTPs versus OATs at parity (asymmetric, lower conviction). Italy trading at
France’s yield leaves zero cushion for Italy-specific risk while the French premium is political
and reversible. CATALYST: French budget passage compressing the OAT premium; Italian
2027 budget season or rating disappointment. EXPRESSION: short 10y BTP versus long 10y
OAT. (confidence: medium-low): Ttaly’s fiscal momentum is genuinely positive.

5. Off-the-run 20y—30y Treasuries versus on-the-runs (undervalued). Treasury’s dou-
bled liquidity buybacks are an announced, price-insensitive official bid for the cheapest
off-the-run long bonds. CATALYST: the published operation calendar (Sep 9-Nov 4) and
probable escalation at the November 4 refunding. EXPRESSION: long off-the-run/on-the-run
liquidity-premium compression.

19.5 Risks

Ranked by expected impact on the views above:

1. Repo flare meets record leverage. A SOFR spike colliding with $1.4-1.5T margin debt
and crowded basis trades turns a plumbing event into forced deleveraging faster than a stigma-
affected SRF can cap it. Low probability post-audit, highest severity.

2. A Q4 Warsh hike with the 30y above 5.3%. Equities de-rate and long yields rise together;
r jumps toward g, the worst configuration for debt dynamics and for steepener timing on the
front leg.

3. Tariff-revenue whipsaw. Refund liability grows with interest, or Section 232/301 reinstate-
ment restores $200-300B per year: a two-sided swing in issuance forecasts.

4. Japan disorderly. A September BOJ hike plus Takaichi fiscal expansion pushes superlong
JGBs through 4%, accelerating repatriation from the largest foreign UST holder (about $1.27T).

5. France fails again. OAT-Bund >100bp forces an untested ECB core-country backstop debate;
Italy re-widens in sympathy from zero cushion.

6. Institutional credibility shock. Buybacks morphing into open-ended yield control, or
renewed Fed-administration conflict, reprices the dollar and term premium faster than the
trade horizon assumes.

7. The benign risk. Inflation rolls toward 2.5% (July core PCE was already +0.2% m/m), the
funding window passes quietly, and stress-convexity positions expire worthless. Steepeners still
work, but the hedge leg is pure cost.

19.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. Every key
level survived primary-source verification: H.4.1 balances, the $456M ON RRP print, the QRA’s
TGA guidance, the 5.216% 30y award, the IEEPA ruling and refund order, the buyback doubling.
But the counter-case landed four substantive blows against the original squeeze call. First, the
Desk’s own schedule shows zero reserve-management purchases for August 14—September 14 after
a deliberate taper; the institution with the best reserve-demand data sees no scarcity into the tax
date, contradicting the working notes’s “RMPs active” framing. Second, the TGA already sits
above the $950B end-September assumption and Treasury plans to cut bill sizes into September
15, so the tax-date leg of the window carries no net mechanical drain; the true exposure is a
roughly $40-140B October build. Third, no 2019-style pre-stress signature exists: SOFR-IORB at
-1bp, tail repo rates just +7bp over IORB, EFFR stable. Fourth, reserves at 11.4% of bank assets
(versus about 8% in 2019), a standing SRF, and eSLR-expanded dealer capacity are absorbers
2019 lacked. the counter-case also corrected the refund liability to CBP’s $166B (from the $175B
Penn Wharton estimate) and flagged that July’s 40.2% m/m core PCE already satisfies half of
the working notes’s own hike-risk kill criterion.
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The committee view above incorporates all of this: “zero shock absorbers” became “substan-
tially thinner buffers”; the squeeze was downgraded from the highest-probability plumbing event
since 2019 to MEDIUM-probability contained stress and LOW-probability disorder; the funding-
convexity position was re-cast from central case to cheap tail hedge; and the October RMP restart
is described as a program resumption rather than forced QE. What the audit did not touch (and
therefore carries the chapter’s conviction) is the structural fiscal leg: the deficit path, refund drag,
bill-ification, frozen coupons, doubled buybacks, and the global supply wave all verified intact
(confidence: high).

19.7 What Would Change This View

e Plumbing slack proven: SOFR-IORB pinned at or below 2bp through both the September
30 and late-October windows with zero SRF usage; or domestic ON RRP rebuilding above
$100B; or reserves stabilizing above $3.0T. Stand down the stress hedge until the next TGA
cycle.

e TGA undershoot: a peak materially below $1.0T (refund or receipt surprise) removes the
October drain.

o Inflation breaks: a second consecutive core PCE print at or below +0.2% m/m (July already
qualifies) kills the hike leg, rallies the front end, and extends the fiscal-dominance timeline by
years.

« Demand deeper than judged: the November 4 QRA raises coupon sizes and the long end
absorbs it without a backup; cut steepener conviction.

o Stablecoin channel proves real: supply reaccelerating above $50B per quarter after GE-
NIUS rules finalize; revise front-end and bill-richness views.

e Europe reshuffles: France passes a credible multi-year budget, compressing the OAT pre-
mium and unwinding the BTP-versus-OAT asymmetry.

o Tariff restoration: durable Section 232/301 or statutory reinstatement holding the effective
rate near 12% without further refund leakage swings revenue $200-300B per year and improves
the deficit path.
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20 Global Bond Markets: What Fixed In-
come Is Signaling

Committee view. The 2026 bond selloff is a fiscal-premium event, not a recession trade and
not an inflation-expectations breakdown: year-to-date through August 26 the 10-year Treasury is
+48bp to 4.66% with the real (TIPS) yield accounting for +41bp of that move and the breakeven
only +7bp, while the 30-year touched 5.33% intraweek (its highest since 2007) against an ACM
term premium near 0.80% (as of Aug 26-27). We hold three conclusions at HIGH confidence: the
diagnosis (real-yield /term-premium repricing with anchored breakevens), a structural underweight
of the global long end (US, UK, France, Japan), and a preference for TIPS over nominals, the
last actually strengthened by July headline PCE printing 3.7% against a 2.32% ten-year breakeven.
The fourth leg, receiving the US front end against the priced September hike, survives our own
review only as a bounded asymmetry trade, not a conviction call: July core PCE at 3.3% (the
Fed’s target measure, a fourth straight month at that level), initial claims at 203k and falling, and
hike odds that firmed to roughly 34-44% after the PCE print all cut against the original thesis,
and the position is explicitly conditional on two pending events: Chair Warsh’s first Jackson Hole
keynote (August 28, 10:00 ET, pending at this report’s data cutoff) and the September 4 payrolls.
(confidence: high on diagnosis, long-end underweight, and tips; moderate on the front end)

20.1 Market Snapshot

20.2 What Is Happening and Why

Three forces dominate. First, the Iran-war energy shock re-broke the inflation trade at
the front end. Energy prices are +14.7% y/y (July CPI report), headline CPI is 3.4% and,
critically (a fact the pre-audit working notes omitted), July core PCE printed 3.3% y/y, its fourth

consecutive month at that level, a record ~0.8pp inversion of core PCE over core CPI (2.5%)".
The Fed, which cut three times in late 2025 to 3.50-3.75%, has held all year; the July 29 FOMC
was a 9-3 hold with Hammack, Kashkari and Logan dissenting in favor of a hike, the June dot
plot median sits at 3.8% for end-2026 with 9 of 18 participants projecting hikes, and September
hike odds firmed to roughly 34-44% after the PCE print (as of Aug 27-28), with more than 70%

cumulative odds of a hike by December?. The 2-year at 4.19% versus an effective funds rate of
3.63% embeds a modest hike tail and no cuts.

Second, a synchronized global term-premium repricing in long bonds. The US 30-year’s
5.33% intraweek high (as of week of Aug 24) and the August 13 auction stop of 5.216% (a 25-year high)
sit alongside 30-year gilts at 5.76% (highest since about 1998), Bunds near a 15-year high, and JGB
10s at 2.945%, their highest since 1996, with the 30-year JGB near 4%. The drivers are supply and
credibility, not growth: EU rearmament (EUR 418bn of 2025 defense spending, +20% y/y, and the
EUR 800bn “Readiness 2030” program), UK fiscal doubts under the Burnham/Healey government,
Japanese normalization (a September BOJ hike to 1.25% is 75-87% priced), US deficits (debt
crossed $40.07T on August 26; FY26 deficit tracking $2.0-2.1T; net interest near $1.0T /yr), and
a debt-funded AI capex cycle putting an estimated $570bn of Al-linked 2026 issuance (roughly

15% of IG supply) into the same duration market3. FACT: the composition of the US move (real
yields +41bp, breakevens +7bp) says the market trusts the Fed on inflation but demands fiscal

!Source: BLS July CPI, Aug 12, 2026; BEA July PCE, Aug 26, 2026. Tier T1.

2Source: FOMC statement Jul 29, 2026; CME/futures-implied pricing, Aug 27-28, 2026. Tier T1/T3.
3Source: US Treasury debt data, Aug 26, 2026; committee estimate of Al-linked issuance per audit reconciliation.
Tier T1/T2.
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Instrument Level As-of Context

UST 2y 4.19% Aug 26 +72bp YTD; hike premium, zero
cuts priced

UST 10y 4.66% Aug 26 +48bp YTD; real yield +41bp of
the move

UST 30y 5.18% Aug 26 5.33% intraweek high; highest since
2007

10y TIPS real 2.34% Aug 26 Top decile since 2008

10y breakeven 2.32% Aug 26 +7bp YTD despite energy +14.7%
y/y

Fed funds 3.50-3.75% Jul 29 FOMC 9-3 hold; three dissents for a hike

Sept hike odds 34-44% Aug 27-28 Firmed after hot July PCE

US IG OAS 80bp Aug 26 Tightest since 1998 (record 73bp
Jan 22)

US HY OAS 267bp Aug 26 Richest decile; CCC 1,031bp (97th
pctile, 3y)

MOVE 69.9 Aug 27 One-year low; cheap rate vol

30y mortgage 6.66% Aug 27 Rising despite Jan-26 GSE MBS di-
rective

Bund 10y 3.24-3.25% Aug 27 15-year high zone; EU rearmament
supply

Gilt 30y 5.75-5.76% Aug 28 Highest since ca. 1998; November
budget risk

OAT 10y / BTP 10y 4.08% / 4.07-4.09% Aug 21-26 BTP-OAT at zero; OAT-Bund
83.6bp

JGB 10y 2.945% Aug 27-28 Highest since 1996; 30y near 4%

BOJ rate 1.00% Aug 28 Sept 17-18 hike 75-87% priced

Brazil 10y 14.59% Aug 27 Selic 14.00%; roughly 10% ex-post
real

Mexico 10y 9.19% Aug 27 Roughly 6% real vs 3.12% inflation

compensation for duration. INTERPRETATION: this is a fiscal-premium signal, neither recession
nor reflation.

Third, the long end is being managed by fiscal agents, not the Fed. QT ended December
1, 2025; the Fed has since run reserve-management bill purchases, tapered from $40bn/month to
zero for August 14-September 14, with the balance sheet near $6.73T. Into the August long-end
stress, Treasury doubled its liquidity buybacks to at least $4bn per operation (announced around
August 19; operations September 9-November 4, roughly $38-63bn total), and Secretary Bessent
has signaled willingness to go larger against a $959bn TGA. The $200bn GSE MBS purchase
directive dates to January 8, 2026, not August as an earlier draft of this research stated, and
seven months on, mortgage rates have risen to 6.66% (as of Aug 27). That corrected chronology
is better evidence for our core point than the erroneous version was: intervention caps volatility
(MOVE at 69.9 is a one-year low) but does not change the supply arithmetic.

Against all of this, the labor market is softening. The audit, however, forces nuance. July payrolls
fell 23k against +83k expected, with net revisions of —103k and wage growth at 3.2% (lowest
since May 2021). Yet unemployment fell to 4.1%, participation dropped to 61.4%, initial claims
sit at 203k and falling (as of week of Aug 22), and the FOMC itself notes job growth matching
workforce expansion. INTERPRETATION: a meaningful share of the payroll weakness is labor-
supply shrinkage from the immigration reversal; “labor-income recession” is a hypothesis, not a
fact, and a soft September 4 print need not restore cut-pricing.
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20.3 What Is Priced versus What We Expect

Priced (as of Aug 27-28): a 34-44% September hike, zero 2026 cuts, more than 70% cumulative
hike odds by December; a BOJ hike to 1.25% in September at 75-87%); credit perfection (IG 80bp,
HY 267bp); a persistent but intervention-capped long-end premium; and breakevens (10y 2.32%,
5yby about 2.27-2.33%) that assume the energy shock stays contained.

What we expect (FORECAST): (1) The hike premium is somewhat overpriced, but only
somewhat; we no longer argue the market is “fighting the last CPI print,” because the market
repriced after the Fed’s own target measure printed hot. We assign moderately-better-than-priced
odds to a hold-and-bleed outcome in which the 2-year grinds lower by 15-40bp into Q4; the original
3.80-3.95% target required cuts to return to the curve, which the claims and PCE data do not
yet support. (confidence: moderate) (2) The long end stays structurally heavy; rallies in the 30-
year toward 4.9-5.0% are for selling, not chasing, and 2s30s steepens via the front end through
2027. (confidence: high) (3) TIPS beat nominals: a 2.34% real yield is top-decile since 2008 while
a 2.32% breakeven charges almost nothing for an ongoing energy war with headline PCE at 3.7%.
(confidence: high) (4) Credit at IG 80bp / HY 267bp is the wrong price for a debt-funded AI capex
cycle, but the accident is a MEDIUM-confidence 2027 forecast, not an in-motion repricing; the
market is currently buying the levered middle. (confidence: high on direction, low on timing)

20.4 Mispricings and Opportunities

These are research hypotheses, not investment advice.

1. US front end (2y—5y), receive rates. Bullish Direction: long. Thesis: a bounded
asymmetry (roughly 15bp of loss if the hike is delivered versus 40-100bp of gain in a labor-
driven repricing) rather than a conviction fade of the 34-44% hike odds. Catalyst: the Warsh
Jackson Hole keynote (pending at data cutoff) and September 4 payrolls; both must cooperate.
Expression: long 2-year notes or SOFR Dec-26/Mar-27 futures, sized as an option-like trade.
(confidence: moderate)

2. 10y TIPS outright and breakeven wideners. Bullish Thesis: 2.34% real is the top
of the post-GFC range while the breakeven embeds near-perfect Fed credibility during a
live energy war; TIPS are simultaneously the cheap war hedge and the cheap fiscal hedge.
Catalyst: Hormuz re-escalation, or Brent ($88.33, Aug 28) simply holding above $85 into
winter; alternatively a politicized easing into 3%+ headline inflation. Expression: long TIPS
versus nominal 10s for the widener; outright TIPS for the structural story. (confidence: high)

3. Short credit risk / up-in-quality. Bearish Thesis: IG 80bp (record 73bp in January)
and HY 267bp leave no compensation for the shift of Al capex from cash to debt funding
(hyperscaler YTD issuance $180-225bn depending on scope; est. $570bn total 2026 Al-linked
debt), with Oracle already cut to BBB— by S&P in mid-July and HY data-center paper re-

widening since June?. Catalyst: an Oracle-style capex/earnings shock, a failed mega-deal,

non-USD issuance signaling USD absorption limits, or private-credit markdowns (BCRED and
peers gated since June). Expression: CDX HY payers; rotate HY = IG—AAA (42bp gives up
little carry). Timing risk is real: this is a 2027-shaped call. (confidence: high direction / low
timing)

4. Agency MBS basis versus IG corporates. Bullish Thesis: near post-2008-wide nominal
spreads, a shrunken holder base, and the only spread product with an explicit policy put: the
January 8 GSE directive plus returning bank demand. The seven months of experience since
the directive show the put caps spread tails without repealing rate risk; own the basis, not the
duration. Catalyst: continued GSE execution and post-QT reinvestment shifts. (confidence:

4Source: ICE BofA OAS series via FRED, Aug 26, 2026, https://fred.stlouisfed.org/series/BAMLCOAOCH;
Penn Mutual AM, Aug 6, 2026. Tier T1/T2.
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medium: some levels unverified; size accordingly)

. Brazil and Mexico local-currency duration. Very bullish Thesis: Brazil 10y 14.59%

against 4.25% inflation (about 10% real, Selic easing from 15%—14%) and Mexico 9.19%
against 3.12% (about 6% real) are the widest real cushions in the investable universe: the
“safe” duration of a fiscal-dominance regime, and the natural funding leg for the DM long-
end underweight. Catalyst: Copom cuts resuming as employment cools; a US front-end rally
softening the dollar. Beware the crowded +79k spec MXN long. Indonesia (6.99%, stabilization
fund, outflows) is the trap of the group. (confidence: high)

Global long end: US 30y, 30y gilts, superlong JGBs. Very bearish Thesis: inter-
vention rallies cap volatility but the arithmetic (deficits, Al duration, rearmament, and a BOJ
normalization that shrinks the marginal Japanese bid for USTs, OATs and gilts with every hike)
does not improve. Catalyst: the UK November budget, Japan’s end-August budget requests
and September BOJ decision, each heavy US refunding. Expression: 2s30s steepeners; JGB
10y payers as the cheapest cross-market proxy. Risk to the expression: Bessent escalating
buybacks toward TGA-funded size could make fading rallies expensive short-term. (confidence:
high)

OAT-Bund wideners. Neutral Thesis: with BTP-OAT at zero, Italy’s convergence is fully
monetized and French tail risk (Article 49.3 budget, no-confidence motions) is nearly free to
own at 83.6bp versus 110-120bp crisis peaks. Asymmetric. Catalyst: a successful no-confidence
motion against Lecornu or 2027 budget breakdown. (confidence: medium,)

20.5 Risks

Ranked by expected impact on the book above.

1.

Hormuz re-escalation, oil above $110. Headline CPI back toward 5%; the priced hike is
delivered and extended; front-end longs lose. The TIPS /breakeven leg is the designed offset.

. Long-end convexity event. A 30-year break above roughly 5.50% triggers MBS duration

shedding (mortgage rates through 7%), lifer de-risking, and basis-trade deleveraging against

$2tn of hedge-fund cash Treasuries® in a repo market where central clearing went backward

(71%—62%). Buybacks at $4bn/op cannot absorb this; cheap MOVE optionality (69.9, one-
year low) is the only reliable hedge.

Intervention escalation. Treasury signaling larger, potentially TGA-funded buyback opera-
tions could squeeze long-end shorts and make the “fade every rally” rule expensive over tactical
horizons; this is a new risk added post-audit.

Politicized easing into 3%+ headline inflation. A Warsh Fed cutting under pressure
cracks breakevens wider and violently steepens the curve: good for wideners and steepeners,
catastrophic for long nominals.

. UK November budget failure or French collapse. Gilt 30y through 6%, or OAT-Bund

toward 110-120bp, exports term premium globally.

Al credit-cycle turn arriving early. Absorption failure of Al-linked supply plus private-
credit marks would couple spread decompression with an equity drawdown. Our credit short
profits, but the long-end underweight could be overwhelmed by a flight-to-quality duration bid.
Disorderly Japanese repatriation. USD/JPY at 159.3 after the August 1-3 joint interven-
tion; a break higher as the BOJ reaches 1.50-1.75% accelerates foreign sales of USTs, OATs
and gilts.

5Source: OFR blog, Aug 19-20, 2026 (hedge-fund cash Treasury holdings; repo central clearing 71%—62% in

Q1-26). Tier T1.
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20.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of a verdict of WEAKENED. The levels
survived: every FRED yield, spread and breakeven checked out, and the core diagnosis (a real-
yield selloff with anchored breakevens; “highest since 2007” for the 30-year confirmed against 2023
and 2007 closes) was affirmed, with the TIPS preference judged stronger post-audit given July
headline PCE at 3.7%. But the front-end call took four documented hits: the working notes never
mentioned PCE, and July core PCE at 3.3% (the Fed’s actual target measure, 80bp above the core
CPI the call leaned on) had already pushed hike odds up to the 34-44% zone by August 27-28;
the negative payroll print is substantially a labor-supply event (unemployment falling, claims at
203k, the FOMC citing workforce shrinkage); the 2-year at 4.19% against 3.63% effective funds
means the original 3.80-3.95% target requires cut-repricing, not just hike-tail removal; and the
event map omitted Warsh’s August 28 Jackson Hole keynote entirely. the counter-case also found
two factual errors: the $200bn GSE MBS directive dates to January 8, 2026, not late August, and
the buyback doubling was announced around August 19, not the week of August 24.

The committee view above incorporates all of it. The front-end long is downgraded from HIGH to
MODERATE and reframed as a bounded asymmetry trade conditional on the Warsh keynote and
September 4 payrolls; the intervention thesis is restated on the corrected chronology: seven months
of GSE-directive experience with mortgage rates rising anyway is better evidence that these tools
cap volatility without changing supply arithmetic; and buyback escalation has been added to the
risk stack. Nothing in the audit weakened (and parts of it strengthened) the long-end underweight,
the steepener, and the TIPS-over-nominals core.

20.7 What Would Change This View

e« September 4 payrolls at +150k or better with wage re-acceleration — the labor-
softening leg dies entirely; exit front-end longs and respect the hike pricing.

o Core PCE printing at or above 0.35% m/m for two consecutive months — energy
is passing through; keep only breakeven wideners, drop nominal front-end exposure.

o A hawkish-hold Warsh keynote that markets nonetheless fade (hike odds falling below
about 20% within a week) — upgrade the front-end long back toward HIGH.

o Two consecutive strong 10y/30y UST auctions with rising indirect takedown —
term-premium thesis overdone; cover the long-end underweight and extend duration.

e« HY OAS through roughly 240bp with AI supply clearing at negative concessions
— the credit turn is at least a year early; stay in carry and defer the short.

e A September BOJ pause with a stable yen — global long ends earn a tactical reprieve;
cover JGB payers.

e Brazilian fiscal slippage or Copom re-tightening into the October election — exit
the EM local overweight.

e The GSE MBS directive blocked or walked back — the MBS basis loses its policy put;
close the basis long.
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21 Global Equity Markets

The committee’s post-audit view: global equities have delivered a genuine, verified broadening
(S&P 500 +12.9% YTD at 7,731 (as of Aug 27, 2026), STOXX 600 +11%, Nikkei +32% at records,
KOSPI +114% y/y), but the index-level earnings that justify a 20x forward multiple are of
demonstrably lower quality than the headline: Q2 EPS growth of +50.4% collapses to +32.0%
ex-Alphabet/Amazon (Alphabet booked a $98bn investment gain), with war-level oil and spiking
memory prices among the top contributors. The market is not blind to the stagflationary policy
mix: it prices >70% cumulative odds of a Fed hike by December and holds gold near $4,600. Rather,
it is pricing that mix as a nominal boom hedged by real assets. The committee’s disagreement is
therefore about the quality and durability of the E, not about complacency. We hold a MEDIUM-
confidence, explicitly low-information tactical call for a 5-10% US drawdown window into October
(near the seasonal base rate), an upgraded conviction that leadership is re-narrowing toward mega-
cap Al (Nasdaq 100 +16.7% YTD vs S&P +12.9%), and conditional rotation preferences for
India (MEDIUM-HIGH, contingent on oil and the hike scare) and China/HK (MEDIUM, catalyst
unverified). All of this sits behind one pending event: Chair Warsh’s first Jackson Hole keynote
was scheduled for 10:00 ET on August 28, after this report’s data cutoff. (confidence: medium-high)

21.1 Market Snapshot

Index / asset Level YTD Notes

S&P 500 7,731 +12.9% Record 7,799 Aug 13; Mar 30 low 6,344 (as of Aug 27)

Nasdaq 100 29,552 +16.7% Mega-cap re-took H2 leadership (as of Aug 27)

Russell 2000 3,014 +21.5% Small-cap participation real (as of Aug 27)

Dow Jones 53,569 +8.4%  (as of Aug 27)

STOXX 600 - +11% DAX 26,367 near record; CAC/MIB records in Aug (as
of Aug 27)

Nikkei 225 66,489 +32% Record; TOPIX record, broad leadership (as of Aug 28)
KOSPI 6,825 +114% y/y —27% off June peak 9,385.59; 8 halts in 2026 (as of Aug
28)

Hang Seng 25,652 +2.3% The conspicuous laggard (as of Aug 28)

Nifty 50 / Sensex 24,091 / 76,934 —9.3% Only major market down; >$52bn H1 FII exit (as of
Aug 27)

US 10y / 2y 4.66% / 4.19% — 30y 5.18%; intraweek high 5.33% (as of Aug 27-28)

Brent $88.33 ~ 2026 peak ~$118 (March); WTI +30.1% YTD (as of
Aug 28)

Gold ~$4,600 +4.6% ATH $5,405 Jan 29; washout low $3,994 Jul 16; +33%
y/y (as of Aug 27-28)

Fed funds 3.50-3.75% —  Held all 2026; Sept hike odds ~34—44% (as of Aug 27~

28)

S&P 500 forward 12-month P/E ~20x (as of Aug 7-26, 2026) versus a 5-year average of 19.9; top-10
index weight ~38.7%, a record.!

21.2 What Is Happening and Why

Three regimes collided in 2026 and the tape carries all three.

The broadening (the year’s defining equity story; FACT). The equal-weight S&P 500 beat
the cap-weighted index by roughly 5 percentage points YTD through mid-August, the equal-weight

!Source: FactSet Earnings Insight, Aug 7, 2026. Tier T2. https://insight.factset.com
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vehicle (RSP) crossed $100bn AUM, and the Mag 7 were roughly flat in H1 while the index rose

9.3%.2 Abroad the breadth is even better: about 75% of STOXX 600 members trade above their
200-day averages (as of Aug 5), STOXX 600 EPS is tracking +21% y/y, TOPIX made record highs
with financials and domestic-demand names leading, and the Russell 2000 is +21.5% YTD. But
the audit adds a critical H2 wrinkle: the Nasdaq 100 is +16.7% YTD versus +12.9% for the S&P
(as of Aug 28): mega-cap tech has already re-taken leadership, and on August 27 NVIDIA added
roughly $435-442bn of market value (a record one-day gain) while the average S&P stock fell. The
broadening was real; it is now partly stale.

The Al-hardware supercycle, with boom-bust texture. NVIDIA’s FQ2-27 print (as of Aug
26) reset the trade: total revenue $96.2bn (up roughly 106% y/y), of which data center $89.0bn;
EPS $2.22; gross margin 75.0%; Q3 guided to ~$108bn assuming zero China compute; $279bn of

supply commitments, the largest single-company demand bet in market history.®> Korea shows what
crowded positioning does to this theme: KOSPI up ~75% in 2025, a June 2026 peak of 9,385.59,
a 9.99% single-day crash on June 23, the first back-to-back circuit breakers in its history on July
28-29 (after SK Hynix’s record results merely missed consensus), eight halts YTD. And then
came a +20.5% rebound in August alone. FACT: the Al earnings are real. INTERPRETATION:
dispersion and violence around single prints is the signature of a late-stage, crowded theme.

A stagflation-tinted macro. The Iran war (US-Israel strikes February 28; ceasefires collapsed
July 8; a violently contested Strait of Hormuz with Gulf exports now recovered to about two-thirds
of pre-war levels) took Brent from the low $70s to a March peak near $118, and it sits at $88.33
(as of Aug 28). Core PCE has printed 3.3% y/y for four straight months (as of Jul). Kevin Warsh
was sworn in as Fed chair on May 22, 2026; the FOMC held funds at 3.50-3.75% all year (9-3
in July, with three dissents for a hike), September hike odds stand at ~34-44%, and cumulative
December-hike odds exceed 70%, against July payrolls of —23k. The Treasury doubled long-end
liquidity buybacks to at least $4bn per operation (as of Aug 19); the bond rally that followed fizzled
within days. Gold trades near $4,600, +33% y/y. The audit, however, corrects the working notes’s
framing: 2026 gold was not a smooth verdict on policy. It made its $5,405 all-time high on January
29, crashed 26% to a $3,994 washout low on July 16, and is only +4.6% YTD. The fiscal-credibility
hedge is structural, not tape-proven.

The bridge between the macro and +12.9% YTD is earnings, and their quality is the crux. Q2
blended EPS growth of +50.4% would be the highest ever recorded, but falls to +32.0% ex-
Alphabet/Amazon; the beat rate of 86% and revenue growth of +15.0% are substantially nominal
phenomena against 3.4% headline CPI and war-level oil; four of the five top growth contributors
(Micron, Chevron, Exxon, Broadcom) reflect memory pricing and crude, not Al platforms.

21.3 What Is Priced versus What We Expect

Priced: a benign resolution (ceasefire mechanics holding, Brent drifting toward the EIA’s $69
2027 assumption, at most one benign hike) supporting 20x forward on consensus CY2026 EPS
growth of +30% (revised up from +15% in January on oil, memory, and one-offs). The equal-
weight /broadening trade is a $100bn consensus position. Korea and Taiwan have partially de-rated;
US mega-cap Al has not.

Where we differ (FORECAST): the committee does not claim the market ignores the macro;
pricing >70% December-hike odds is not complacency. The disagreement is narrower and better
evidenced: the E is inflated. Strip the Alphabet gain, normalize Brent toward $70s, and let
memory pricing annualize, and the true forward multiple is closer to 22-23x with an earnings yield
(~5.0%) offering only ~30-80bp over the 4.66% 10-year, among the thinnest equity risk premia

2Source: CNBC, Aug 23, 2026. Tier T3.
3Source: NVIDIA FQ2-27 results, Aug 26, 2026. Tier T1. https://nvidianews.nvidia.com
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since the early 2000s (INTERPRETATION, direction high-confidence). On that basis: tactically,
a 5-10% US drawdown window into October, MEDIUM confidence. We label it honestly as low-
information, since 5%+ pullbacks occur roughly three times a year and September is seasonally the
weakest month; the call’s content is the asymmetry of the trigger inventory (Warsh, September CPI,
Hormuz), not the base rate. Cyclically (6-24 months), HIGH confidence on direction: 2027 EPS
growth decelerates hard as one-offs, energy windfalls, and memory spikes annualize out; multiple
compression from 20x toward 17-18x under a 4.5-5% 10-year is the base case. Structurally (3-10
years), HIGH confidence: the ex-US re-rating is real and incomplete: Japan, Europe, and India
offer better entry multiples than a US market at record 38.7% top-10 concentration, historically a
poor decade-forward setup.

21.4 Mispricings and Opportunities

These are research hypotheses, not investment advice.

1. India: undervalued, 5-year horizon. Bullish (confidence: medium-high) Nifty 24,091, Sensex
—9.3% YTD (as of Aug 27) (the only major market down in a record global year) after a record
>$52bn H1 FII exit absorbed entirely by domestic SIP/DII flows without dislocation: the first
proof a major EM equity market is self-funding. The audit conditions the entry: the thesis
holds only with Brent below ~$100 and the Fed-hike scare resolving, since India imports ~85%
of its crude and its stated headwind (US yields, oil) is the very shock we forecast tactically.
CATALYST: FII flow reversal once the hike scare passes and oil settles; ceasefire durability.
Expression: broad large-cap trackers, staggered entry.

2. China/Hong Kong: undervalued laggard, 12-month. Bullish (confidence: medium) HSI
+2.3% YTD at 25,652 (as of Aug 28) while industrial profits run +17.6% y/y (Jan—Jul) and every
peer re-rated. NVIDIA guiding China at zero makes any compute détente unmodeled upside
for the whole complex; note the Xi Washington visit invitation for September 24 ahead of the
truce-renewal window. CATALYST: concrete fiscal follow-through after the NPC Standing
Committee (concluded Aug 28 with stimulus signals that remain unverified rhetoric); apply
the 6-8-week kill criterion strictly. Expression: HSI/HSCEI or southbound-favored platforms.

3. Equal-weight versus cap-weight: trim the crowded leg. Bearish (confidence: medium-
high, upgraded post-audit) The 5pp equal-weight win is a $100bn flagship trade, and the re-
narrowing is no longer hypothetical: NDX +16.7% vs S&P +12.9% YTD, and NVIDIA’s
record one-day add came as the average stock fell. CATALYST: continued AI beat-rate torque;
re-enter equal-weight after a 10%+ Al-complex drawdown.

4. S&P 500 index-level valuation via the 2027 E: overvalued. Bearish (confidence: high
on mechanism) Energy EPS mean-reverts if Brent tracks toward $70s, Alphabet’s $98bn gain
annualizes out, memory pricing normalizes; CY27 consensus is likely too high even without
recession. CATALYST: Warsh signaling a hiking cycle; hot September CPI; 10y through 4.75—
5.00% if Treasury buybacks fail. Expression: underweight integrated oils versus the market
(respecting the Hormuz tail); long-dated index put spreads financed from elevated Al call skew;
T-bills at 4%+ against a 5.0% earnings yield.

5. Korea: asymmetric, avoid the middle. Neutral (confidence: medium) +114% y/y, —27%
off peak, 2008-exceeding volatility triggered by good-but-imperfect results, BoK hiking (3.00%,
Aug 27); yet the index is +20.5% in August alone, so the rebound is live. Hypothesis:
distribution-phase price action; stand aside on the index, prefer long-vol structures or value
names (banks/holdcos) over the chip complex. CATALYST for the next leg down: first HBM
order deferral or a hyperscaler capex guide-down (Oct—Nov); two clean beat-and-raise quarters
negates.
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21.5 Risks

Ranked by expected damage to the global equity complex:

1. Warsh hikes or pre-commits to a cycle. With ~34-44% September odds and >70% by
December, one hike is half-priced; the signal of a genuine tightening cycle into a 20x market
compresses P and E simultaneously. Korea, Taiwan, and small caps (floating-rate-heavy) are
the high-beta casualties. The Jackson Hole keynote, pending at data cutoff, is the trigger.

2. Hormuz re-escalation. July demonstrated the reflex (dated-Brent spiked to $96.80 after
tanker attacks); a sustained move through $120 forces the hike and cuts real demand: the full
stagflation branch. Partially mitigated: Gulf exports have recovered to ~2/3 of pre-war and
Iran-Oman corridor talks are live (single-sourced).

3. AI order-book air pocket. $279bn of NVIDIA supply commitments meet a hyperscaler
capex pause; KOSPI’s halts are the template for what ”"record but imperfect” does to crowded
positioning. Watch October-November FY27 capex guides.

4. Fiscal-monetary credibility break. Treasury buying its own long bonds (ops through Nov
4) while the Fed leans hawkish is institutionally unstable; the 30y touched 5.33%, highest since
2007. A failed auction is the fastest route through 5% on 10s, against a near-zero ERP.

5. The 2027 earnings cliff. One-offs, war-Brent, and memory pricing all annualize out; brutal
comps even ex-recession.

6. Country-specific: India’s oil-import sensitivity and any SIP-flow rollover; Mexico rolling over
(—2.2% m/m).

21.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The data
layer survived nearly intact: index levels, YTD figures, Fed pricing, inflation, Korea’s circuit-
breaker history, and India’s flow numbers all re-verified as of August 28; the +50.4%/+32.0% EPS
split could not be independently re-checked but no contradicting figure was found. Canonical
corrections applied in this chapter: Warsh was sworn in May 22 (not May 13); NVIDIA’s $89.0bn
is data center revenue within a $96.2bn total; the March Brent peak is best-sourced near $118
(the ~$140 print is unverified and not stated as fact); and gold’s 2026 is a January $5,405 ATH
followed by a 26% July washout (4+4.6% YTD), not a smooth indictment of policy.

The interpretation layer took real damage, and the committee view above incorporates it. First,
the ”"market is ignoring stagflation” framing was refuted: a market pricing >70% December-hike
odds and holding gold +33% y/y is pricing the policy mix as a nominal boom with real-asset
hedges, so the thesis was narrowed to its best-evidenced core, the E-quality critique. Second, the
5-10% drawdown call was shown to sit near the unconditional seasonal base rate; it is retained
at MEDIUM but explicitly labeled low-information. Third, the counter-case strengthened one
leg: fresh data (NDX +16.7% vs S&P +12.9%) shows H2 re-narrowing already underway, so the
equal-weight trim was upgraded. Fourth, the rotation destinations were downgraded: India from
HIGH to MEDIUM-HIGH (entry is contingent on oil and the hike scare, not clean), China/HK to
MEDIUM (the NPC stimulus catalyst is unverified rhetoric; the Iran-Oman accord and recovering
Gulf exports also make the benign oil path likelier than the original working notes implied, cutting
against the drawdown trigger inventory). Everything is subject to re-verification after the Warsh
keynote, which was pending at cutoff; it is the single biggest near-term invalidator in either

direction.*

1Review pass, Aug 28, 2026, cross-checked against Trading Economics, FactSet, and primary releases. Internal.
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21.7 What Would Change This View

Tactical bull flip: dovish Warsh at Jackson Hole plus a durable Iran arrangement taking
Brent below $75 plus September core PCE at or below 3.0% — drop the drawdown call; the
melt-up path to S&P 8,000+ reopens.

Earnings-mirage retraction: Q3 prints (Oct—Nov) showing the other 493 accelerating ez-
energy with margins holding against ~12% effective tariffs — the broadening has an engine
independent of one-offs and 20x is defensible.

Korea re-entry: two consecutive quarters of HBM orders and ASPs beating without volatility
events, alongside raised hyperscaler F'Y27 capex guides.

China kill: NPC follow-through limited to rhetoric within 6-8 weeks of August 28 — exit;
the laggard stays lagged.

India exit: SIP inflows rolling over or Brent sustained above $110 — the self-funding floor is
gone; step aside despite valuation.

ERP-hedge cover: 10y decisively below 4.25% without recessionary data — valuation cushion
restored; re-extend US equity duration.
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22 Sectors and Single Names

The 2026 sector tape is a barbell: a crowded Al/hard-asset supercycle on one side, a software and
services complex priced for obsolescence on the other. The committee’s post-audit view, however, is
that the obvious rotation trade is already several innings underway, and we size it accordingly. We
keep the directional theses: fade residual Energy war-premium beta (the unwind began in the final
week of August, so this is now an observation to ride rather than a prediction to front-run), own
halved software franchises (CRM, ADBE) as franchise-value longs at fair rather than exceptional
entry prices, and hold the genuinely untested contrarian legs (LVMH at its lows and the Japanese
trading-house lag) as the best fresh risk/reward on the board. Memory (MU, SK Hynix) is cut
from a high-conviction overweight to a tactical LOW-MEDIUM position: fundamentals remain
confirmed (sold-out capacity, HBM4 at roughly twice HBM3e pricing), but the stocks have already
broken 25-44% below their highs at single-digit trailing multiples, the classic memory-cycle-top
signature. Everything on the long side of the barbell correlates to a single variable, hyperscaler
capex, and should be risk-budgeted as one position. (confidence: medium)

22.1 Market Snapshot

Item Level / reading As of
S&P 500 7,731 close; +12.9% YTD; fwd P/E ~20x; top- (as of Aug 27)
10 weight ~38.7%
Nasdaq 100 / Russell 2000 +16.7% / +21.5% YTD (as of Aug 27-28)

Best / worst S&P sectors YTD Energy +44.4% (stale; see text) vs Comm Ser- (as of Aug 21)
vices +0.4%

Q2 2026 S&P EPS growth +50.4% blended; +32.0% ex- (as of Aug 7)
Alphabet/Amazon (Alphabet booked a
$98B investment gain)

NVDA FQ2-27 Revenue $96.2B (+~106% y/y), data center (as of Aug 26)
$89.0B, GM 75.0%, Q3 guide ~$108B assuming
zero China; $279B supply commitments

UST 2y / 10y / 30y 4.19% / 4.66% / 5.18% (30y intraweek high (as of Aug 27-28)
5.33%)

Fed funds 3.50-3.75%; Sept hike odds ~34-44%; zero cuts  (as of Aug 27-28)
priced for 2026

WTI / Brent $83.26 (+30.1% YTD) / $88.33; 2026 Brent peak  (as of Aug 28)
~$118 in March

Nikkei / HSI / Nifty 66,489 (+32% YTD, record) / 25,652 (+2.3%) / (as of Aug 28)
24,091 (India —9.3% YTD, only major market
down)

KOSPI 6,825 (+114% y/y but —27% from June peak (as of Aug 28)
9,385)

LVMH / Mitsui EUR 447.40 (1.7% above 52-wk low) / JPY 4,982  (as of Aug 28)

CRM / ADBE / MU / SK Hynix $252 (+72% off $146 low) / $289 (+52% off low) (as of Aug 27-28)
/ $935 (—25% off high) / KRW 1.682M (—44%
off high, 7.4x trailing)

The Energy figure requires an immediate correction flag: +44.4% YTD was the FactSet/Wespath
print as of August 21, before crude surrendered roughly 14 points of YTD performance in the final

week (WTI +51.6% — +30.1% YTD by August 28).! Sector data as of June 30 showed Energy
at —1.0% YTD: the entire leadership run was an eight-week Q3 war spike, not a durable trend.

!Source: Wespath Market Performance Summary (FactSet data), Aug 21, 2026, Tier T1/T2; TradingEconomics
WTI/Brent levels, Aug 28, 2026, Tier T3.
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22.2 What Is Happening and Why

Three forces define the tape. First, the AI capex supercycle broadened into hard assets
and was stress-tested twice. Nvidia’s August 26 print ($96.2B revenue, up roughly 106% y/y,
data center $89.0B, a $108B Q3 guide that assumes zero China, and $279B of supply commitments)

validated the demand leg, and the stock added a record $435-442B in a day.? The bottleneck has
migrated from GPUs to memory and electricity: SK Hynix 2026 DRAM ASPs are estimated up
~273% y/y with capacity described as essentially sold out and the CEO citing tight supply through
2030; HBM4 prices near $31-32/GB against $17-18 for HBM3e; Morgan Stanley flags a 38 GW
US data-center power gap; GE Vernova’s backlog sits near $176B; Vertiv guides ~$14B FY26

revenue at +31% organic growth.® July’s synchronized Al-infrastructure selloff (AMD —8%, MU
—9%, VRT —6%, GEV —5%, VST —5% in the month) came with no demand deterioration: a
positioning purge inside an intact fundamental trend.

Second, the “SaaSpocalypse.” Application software has lost roughly $1-2 trillion of market
value, down more than 20% in 2026 against a +13% S&P, on the thesis that Al agents collapse
seat counts (Google reports only ~25% of its code is now human-written). Salesforce and Adobe
traded down to roughly half their early-2025 levels. FACT: the drawdown happened. INTERPRE-
TATION: pricing near-terminal decline for 30-40% FCF-margin franchises that are still growing
revenue is a probable overshoot. Note, however, that the entry has moved: CRM at $252 is 72%
above its 2026 low and the IGV software ETF sits only 6.5% below its 52-week high (as of Aug
27-28). The rebound has begun without us.

Third, the commodity/geopolitical shock and its decay. The February—March Iran war, a
mined Hormuz, and a collapsed July ceasefire took Brent to ~$118 in March; Gulf exports have
since recovered to about two-thirds of pre-war levels and crude is bleeding premium (Brent $88.33
(as of Aug 28)). The 30y at 5.18% (intraweek 5.33%, highest since 2007) and ~6.65% mortgage rates
strangle housing and long-duration consumer discretionary, while a Fed on hold at 3.50-3.75% with
~34-44% September hike odds (and the Warsh Jackson Hole keynote still pending at this report’s
data cutoff) caps any duration relief. Positioning is the accelerant: the August BofA FMS shows
equity allocations at levels BofA itself flags as a sell signal, with global semis the most crowded

trade even as conviction collapsed from 82% to 53% of respondents in a month.*

22.3 What Is Priced versus What We Expect

Priced in: AI demand permanence; +30% CY26 S&P EPS growth at a ~20x forward multi-
ple; software’s structural obsolescence; Novo Nordisk’s first guided sales decline since 2017; the
managed-care recovery (UNH has already retraced 54% off its $256 low to $395, at 25x trailing (as
of Aug 28)); European bank capital returns.

Where we differ. (1) The +30% CY26 EPS consensus is lower-quality than it looks (Q2’s +50.4%
blended print falls to +32.0% excluding Alphabet/Amazon investment gains), so the market’s

20x forward multiple has less cushion than the headline implies.”> (2) Software terminal-decline
pricing remains an overshoot on franchise economics, but at current prices the trade offers fair,
not exceptional, risk/reward; we hold it at MEDIUM conviction with a hard kill-switch. (3)
Communication Services at +0.4% YTD while its mega-caps post record results and top most-
shorted-by-dollar lists is the market taxing Al capex twice; the asymmetry persists. (4) The July

2Source: Nvidia FQ2-27 press release, Aug 26, 2026. Tier T1. https://nvidianews.nvidia.com
3Source: TrendForce memory pricing and supply notes, May—-Aug 2026 (incl. Aug 27-28 items on SK hynix
supply and Nvidia $279B commitments). Tier T2/T3.

“Source: BofA Global Fund Manager Survey, Aug 2026 (203 managers, $581B AUM). Tier T2.
5Source: FactSet Earnings Insight, Aug 7, 2026. Tier T2.
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utilities/IPP pause was positioning, not thesis change; the 38 GW gap and sold-out turbine books
are multi-year. (5) On memory, we now side substantially with our own counter-case: consensus
EPS still lags spot economics, but the equity market appears to have front-run the cycle top: stocks
25-44% below highs at 7-10x trailing replicate the 2018 pattern where shares peak while ASPs
are still rising. FORECAST: memory earnings beat through mid-2027; memory equities may not
care.

22.4 Mispricings and Opportunities

Research hypotheses, not advice; each requires its catalyst to reprice.

On the speculative tail: the SMR crash already happened (Oklo —73%, NuScale —83% from peaks)
while the theme’s cash flows accrue to CEG, CCJ, GEV, and VRT. Avoid fresh shorts after the
crash; avoid longs equally.

22.5 Risks

1. Hyperscaler capex discipline. One flat-2027 guide reprices semis, power, industrials, and
residual energy demand simultaneously; July was the dress rehearsal. This is the ranking’s
clear number one because it is the common factor across every long above.

2. Positioning with no cushion. FMS bullishness at sell-signal levels, semis still the most
crowded trade, IG spreads at 80bp: crowded-long unwinds are fast, and conviction has already
halved.

3. Rates and term premium. The 30y at 5.18% (high 5.33%) hits the capital-intensive AI
buildout on the funding side while pinning housing; a hostile Warsh keynote or a September
hike extends both.

4. Earnings quality. 20x forward on +30% growth that is +32% ex-gains at the Q2 stage leaves
no multiple cushion if Q3’s +27% consensus proves similarly hollow.

5. Geopolitics both ways. Further de-escalation completes the Energy unwind; re-escalation
re-imports inflation into a Fed already leaning hawkish. Taiwan remains the unhedgeable tail
under the entire semiconductor complex.

6. The SaaSpocalypse may simply be right. If seat deflation outruns agent-consumption
monetization, the software basket is a value trap; watch net revenue retention, not narratives.

7. New: US chip tariffs on end products (reported late Aug) pressuring consumer electronics
demand, a direct hit to the memory-BOM and device chain.

22.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of WEAKENED. Confirmed against
primaries: Nvidia’s $96.2B print, the memory-tightness evidence (sold-out capacity, $279B supply
commitments), LVMH within 1.7% of its 52-week low, the Nikkei level, and the trading-house lag.
Contested or corrected: (1) the working notes’s Energy +44.4% YTD and WTI +51.6% were a
week stale (WTI was +30.1% at $83.26 by August 28), and June 30 sector data showed Energy at
—1.0% YTD, recasting the sector’s leadership as an eight-week Q3 war spike already unwinding;
(2) the “memory is the uncrowded expression” claim was rejected outright: SK Hynix and Micron
were among the year’s biggest momentum trades and sit 44% and 25% below their highs at cycle-
top-signature multiples, close to the note’s own kill condition; (3) the software “capitulation entry”
was found to be mid-rebound, with CRM 72% and ADBE 52% above their 2026 lows and the
sector ETF 6.5% from a 52-week high; (4) UNH’s turnaround is half-played at +54% off its low.

The committee view in this chapter’s opening paragraph is the post-audit view: blanket MEDIUM-
HIGH confidence is stripped to MEDIUM; the Energy fade is stated as in motion rather than
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predicted; software is presented at fair rather than exceptional risk/reward; memory is cut to
LOW-MEDIUM and made tactical; and the intact contrarian weight shifts to LVMH and the
Japanese trading houses, the two legs the counter-case could not dent. the counter-case also added
the chip-tariff demand risk, now carried in the Risks ranking.

22.7 What Would Change This View

e A hyperscaler guides 2027 capex flat-to-down — exit Al-infrastructure overweights and add
aggressively to software longs (their cost curve collapses).

o Software NRR stabilizes at >100% with agent-revenue disclosure — upgrade CRM/ADBE to
core holdings; NRR prints <95% — kill the thesis and join the shorts.

o Spot DRAM ASPs decline two consecutive months — cut MU/SK Hynix immediately; given
the equities’ lead on the cycle, treat one down month as a warning.

o Middle East ceasefire holds with WTT below ~$75 — move Energy from underweight to neutral
only after the unwind completes, not before.

e UNH commercial cost trend above 11% persisting into 2027 pricing — exit the turnaround;
MA margins above 3.5% — add.

e BofA FMS cash above 5% and semi-crowding below 30% — de-crowding complete; re-add
semiconductor beta.

o Warsh’s Jackson Hole keynote (pending at data cutoff) plus September 4 payrolls resolve the
hike question: a hike delivered with the 30y through 5.33% — cut the software and housing-
adjacent longs first, as the most duration-sensitive expressions here.
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Name Direction Thesis Catalyst / ex- Conf.
pression
MC.PA (LVMH) Bullish —30% YTD, 1.7% Easy H2 comps; MED-HIGH
above 52-wk low any China stabi-
on positive organic lization print; ex-
growth; priced press via shares
for permanent vs Hermes-quality
Chinese absence; pair
the audit’s one
fully intact entry
8031.T / 8002.T Bullish Mitsui, Marubeni Buybacks, FY MEDIUM
flat-to-negative in guidance raises;
a +32% Nikkei note the LNG-
year with Buffett mark catalyst is
anchored; flows, dampened by the
not fundamentals  oil unwind
CRM / ADBE Bullish Halved franchises, FY27 guide MEDIUM
30-40% FCF showing an
margins, agentic NRR floor plus
optionality, disclosed  agent-
but  entry is consumption
mid-rebound revenue; kill at
(+72%/452% off NRR <95%
lows)
GOOGL / MSFT Bullish Worst-sector First  disclosure MED-HIGH
residence and quantifying
most-shorted-by- Al revenue vs
$ despite record depreciation;
results; TPU capex-efficiency
self-supply hedges guide
the capex fear
VRT / GEV / ETN / CEG Bullish Power is the Buy synchronized MED-HIGH
longest-duration dips only (do not
Al bottleneck; chase); single risk-
July reset was budget with all AI
positioning exposure
Energy beta Bearish War premium Already in mo- MEDIUM
decaying in tion: underweight
real time (WTI rallies, keep
+30.1% YTD midstream/gas-
from +51.6%); power; chase-risk
nat gas weakness on fresh shorts
confirms a crude-
specific spike
MU / 000660.KS Bullish(tactical)  Sold-out ca- HBM4 contract LOW-MED
pacity, HBM4 confirmations
~2x HBM3e; forcing estimate
but stocks resets; exit on two
—25%/—44% down months in
off highs at cycle- spot DRAM
top multiples;
momentum leg
broken
IONQ / RGTI Bearish ~100x sales, Missed 256-qubit MEDIUM
$863M combined milestones; dilu-
losses, serial tive raises into a
issuance, retail- fading bid; risk-
held defined structures
only
ACN / INFY / WIT Bearish Al deflates Next guidance cy- MEDIUM
iélable hours; cle: legacy de-
ccenture cut cline outpacing Al-

June 19; the July
+20-25% bounce
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23 The AI Investment Cycle

The committee’s view is two-tier: the demand side of the Al cycle is real and inflecting upward,
while the financing side is migrating onto structures that look increasingly bubble-like. Model-
layer run-rate revenue is now roughly $110-120B annualized (Anthropic $9B — $65B in seven
months, OpenAl doubling to over $40B), against 2026 Al infrastructure capex tracking $770-
805B, an ever-larger share of which is debt, SPV, and vendor-financed: Morgan Stanley now
forecasts $570B of 2026 Al-related debt issuance, and Al-complex paper is roughly 15% of all US
investment-grade supply. Our central forecast is that the cycle’s first break is a credit accident
in the levered intermediaries (neoclouds, GPU-collateralized lending, Oracle-style balance
sheets) into the 2027 refinancing wall, not an aggregate demand bust. Critically, however, this is
an out-of-consensus forecast against present momentum, not a repricing already in motion: after
Nvidia’s August 26 print the market added a record $435-442B to NVDA in a single day and
bought the levered middle (CoreWeave +19%, Nebius +34% post-earnings, Oracle rallying). We
hold the two-tier diagnosis at (confidence: high) and the credit-accident-first timing at (confidence:
medium); the preferred expressions are upstream and at the bottlenecks (foundry, HBM memory,
power equipment), where capacity is sold out to 2027-2031 and still priced as cyclical.

23.1 Market Snapshot

Metric Level As-of

NVDA FQ2-27 revenue / Data Center $96.2B (+106% y/y) / $89.0B (as of Aug 26)

NVDA Q3 guide (assumes zero China DC)  $108B; GM guide 74.0% +50bp (as of Aug 26)

NVDA stock reaction +7.6-8.5%, record +$435-442B day (as of Aug 27)

Big-4 hyperscaler capex, Q2 actual $166B (+87% y/y) (as of Q2 2026)

Big-4 2026 capex guidance about $725B; +Oracle/neoclouds $770— (as of Aug 2026)
805B

Hyperscaler bond issuance YTD $180-225B (scope-dependent) (as of Aug 2026)

2026 AI debt issuance forecast $570B (Morgan Stanley) (as of Aug 2026)

Al-complex share of US IG issuance about 15% (as of Aug 2026)

Oracle: 5y CDS / rating / equity about 200bp record / BBB— (S&P, mid- (as of Jul-Aug 2026)
Jul) / -52% y/y

Anthropic / OpenAl run-rate revenue $65B / over $40B (unaudited) (as of Aug 15-17)

CoreWeave Q2: revenue / FCF / debt $2.58B (+112%) / —$5.7B / over $32B (as of Aug 11)

TSMC FY26 revenue guide over +40%; CoWoS sold out through (as of Jul 16)
2026

DRAM contract prices, Q1 2026 +90-95% q/q; HBM4 about $550/stack  (as of Aug 2026)

GE Vernova gas-turbine backlog 116 GW; new orders deliver about 2031  (as of Q2 2026)

S&P 500 / fwd P/E / top-10 weight 7,731 / about 20x / 38.7% (as of Aug 27)

23.2 What Is Happening and Why

Three forces define the cycle as of late August 2026, and they do not point the same way.

First, the capex machine is still accelerating, and it is now debt-financed at the margin.
Big-4 hyperscaler capex reached $166B in Q2 CY2026 alone (+87% y/y), annualizing toward the
roughly $725B guided for 2026, nearly double 2025’s $410B. Including Oracle, CoreWeave, and the
neoclouds, 2026 Al infrastructure capex tracks $770-805B, with hyperscaler capex running near
100% of operating cash flow. FACT (confidence: very high). The decisive change from 202425 is
how it is paid for: hyperscaler bond issuance has gone from $20B (2024) to $109B (2025) to $180-
225B year-to-date in 2026, with Morgan Stanley forecasting $570B of Al-related debt issuance
for the full year; six Al giants alone issued $244B in H1. Al-complex paper is about 15% of all
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US investment-grade supply. A growing share sits off balance sheet in SPV and private-credit
structures; the Meta—Blue Owl vehicle (about $27B, roughly 80% debt) is the template. The BIS
explicitly labels these “shadow borrowing” that creates new shock-transmission channels between

Big Tech and non-bank lenders.!

Second, monetization has genuinely inflected; it is the big 2026 surprise. The 2025
bear case ($400B of capex chasing $20B of AI revenue) is dying. Anthropic’s run-rate went from
$9B (December 2025) to about $65B (end-July 2026), with Q2 actual revenue above $11.5B and

investors projecting a $100-120B exit; OpenAl doubled to over $40B.2 Aggregate frontier-lab run-
rate revenue is plausibly $110-120B and growing 3-5x y/y, driven by agentic workloads whose
per-task token consumption is roughly 10x chat; Google processed about 3.2 quadrillion tokens
per month by mid-2026 (7x y/y). FACT for the reported figures (confidence: high). The quality of
that revenue is INTERPRETATION at (confidence: medium): the figures are annualized, unaudited,
may embed compute resale and peak-month effects, and OpenAl itself publicly called Anthropic’s
annualization “inflated” (April 2026). The IPO S-1s are the moment of truth.

Third, supply, not demand, is the binding constraint everywhere upstream. TSMC’s
CoWoS advanced packaging is sold out through 2026 (capacity expanding about 70% to 125-130k

wafers/month), with the FY26 revenue guide raised above +40%.> HBM memory is sold out
across the three-supplier oligopoly; Q1 2026 DRAM contract prices rose 90-95% q/q and HBM4
prices about $550/stack (+30% over HBM3E): enough that Nvidia’s own margin is being taxed
(management call commentary pointed to a gross-margin trough of 71-72% in Q4 FY27 on memory

costs, though the official Q3 guide is 74.0% +50bp).* In power, GE Vernova’s gas-turbine backlog
hit 116 GW with new orders delivering around 2031, PJM capacity cleared at the $325/MW-day
FERC cap for a third consecutive year, and Microsoft discloses roughly $80B of Azure backlog it
cannot serve for lack of electricity. Physical overbuild, the classic bubble killer, has not happened.
FACT (confidence: very high).

The synthesis: demand is real and improving; the financing structure is deteriorating. That
is the classic mid-phase of a capital cycle (1997-98 telecom, not yet 2000), with the crucial
difference that the anchor buyers earn roughly $700B of combined operating cash flow. The fragility
concentrates in the intermediaries: Oracle (downgraded to BBB— by S&P in mid-July, CDS at a
record near 200bp, negative FCF, about $23.7B of cash drain reported August 25), CoreWeave
(interest expense near 26% of revenue, a $17-24B annual funding gap), and GPU-collateralized
private credit increasingly backed by sub-investment-grade counterparties. INTERPRETATION
(confidence: high).

23.3 What Is Priced versus What We Expect

What is priced. The market is currently paying up for the entire complex, including its most
levered layer. Nvidia’s August 26 beat-and-raise was bought, emphatically: the stock rose 7.6-8.5%
on August 27, adding a record $435-442B of market value in a day, and ignited a broad chip rally

(“AI fever is unabated,” per Reuters).” CoreWeave rose 19% and Nebius 34% after their August

!Source: BIS Quarterly Review, “Financing the AI infrastructure boom,” March 16, 2026. Tier T1. https:
//wuw.bis.org/publ/qtrpdf/r_qt2603u.htm

2Source: Bloomberg/Reuters/CNBC, Anthropic annualized revenue surpasses $65B, August 17, 2026; Bloomberg,
OpenAl run rate tops $40B, August 13-14, 2026. Tier T3.
3Source: TSMC Q2 2026 results, July 16, 2026. Tier T1.

4Source: TrendForce memory pricing, August 13, 2026; Nvidia FQ2-27 results and call, August 26, 2026. Tier
T2/T1.

5Source: Reuters, “Nvidia ignites chip stock rally as forecast shows AI boom is intact,” August 27, 2026;
WSJ/Yahoo market-value tallies. Tier T3.
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prints; Oracle led an Al rally on August 26; Al investment-grade paper still clears at tight spreads
(IG OAS 80bp as of Aug 27). Consensus expects Al beneficiaries to drive roughly half of 2026
S&P EPS growth; the index trades near 20x forward with top-10 weight at 38.7%. Significant
Oracle-specific distress is priced (equity —52% y/y, record CDS), and the bubble debate itself is
mainstream; this is not an unwarned market.

What we expect, where it differs. FORECAST throughout. (1) The monetization gap closes
faster than bears model (confidence: medium-high): covering depreciation, power, and cost of capital
on the 2025-27 vintages requires roughly $250-400B of annual AI revenue by 2028; at current
lab growth plus hyperscaler Al-cloud attach, that arithmetic is reachable, so the 2027 aggregate
demand accident probably does not arrive on schedule. (2) A credit accident precedes any demand
accident (confidence: medium): the weakest links (neocloud funding gaps, sub-IG-contract-backed
GPU lending, Oracle’s collateral mechanics) meet a 2027 refinancing wall with the front end at
4.19% (2y, Aug 27), September hike odds at 34-44%, and Chair Warsh’s first Jackson Hole keynote
still pending at our data cutoff. We expect at least one levered-neocloud restructuring or forced
merger, or activation of an Nvidia backstop, within 12-18 months. We stress: there is no distress
evidence yet (no defaults, no failed refinancings), and the market is buying these names. This is
a contrarian bet against momentum, not a trend-following one. (3) Memory strength persists into
2027 (confidence: medium) while the street models a routine cyclical rollover. (4) Nvidia’s share of
the accelerator TAM erodes at the margin from H2 2026 (confidence: medium): beat compression
(+22.8% two years ago to +5.7% now), the Broadcom “Jalapeno” OpenAl ASIC deploying from
late 2026, TPU internalization, and the August 28 after-hours wobble on a report that Nvidia
paused cloud revenue-share deals all point one way, though zero-China guidance gives NVDA free
upside optionality if licenses broaden.

23.4 Mispricings and Opportunities

Research hypotheses, not advice. Each requires its stated catalyst to reprice.

1. Oracle equity plus CDS protection: long volatility, asymmetric. Neutral on direction,
long-vol on the outcome. Distress is priced (record CDS near 200bp, equity —52%) before the
$300B OpenAl contract begins paying (about $60B/yr from 2027) against a $523B RPO. The
distribution is bimodal: OpenAl performs and the equity re-rates violently, or it stumbles and
CDS goes far wider. Catalyst: first Stargate/Abilene revenue-recognition quarters (H1 2027);
OpenAl IPO disclosure of contract terms.

2. HBM/DRAM oligopoly (SK Hynix, Micron, Samsung): undervalued. Bullish
Contract prices +90-95% q/q, HBM sold out for 2026, HBM4 pricing +30%, and the buyer
(Nvidia) guiding its own margins down on memory costs; yet the street prices 2027 as a normal
rollover at trough-style multiples. Catalyst: 2027 HBM supply agreements signed at higher
prices in Q4 2026; Nvidia’s Q4 FY27 margin print confirming pass-through. Risks: DRAM
antitrust class action; Samsung capacity surge.

3. Power bottleneck (GE Vernova and the gas/grid chain): undervalued duration.
Bullish 116 GW backlog, a three-vendor global oligopoly, deliveries sold to about 2031, PJM
at the cap three years running: the longest-duration, lowest-obsolescence claim on Al capex
regardless of which chip wins. Catalyst: each hyperscaler capex raise; the 2027 PJM auction;
data-center order records.

4. Levered neocloud equity (CoreWeave and peers): overvalued on backlog optics,
but crowded-momentum long today. Bearish A $104B backlog headline masks —$5.7B
quarterly FCF, interest at 26%+ of revenue, a $17-24B annual funding gap, and collateral
quality drifting sub-IG; the equity is the first-loss tranche of a GPU-secured credit structure.
The market currently disagrees; these names rallied hard in August, so sizing must respect
momentum, and patience is required. Catalyst: the 2027 refinancing window; any customer
deferral; activation of Nvidia’s $6.3B backstop. FExpression: underweight or pair against
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contracted-asset comparables, or long the senior private-credit paper against the equity.

5. The IPO wave as a supply event: trim beta into it. Neutral Anthropic (reportedly
targeting about $2T, possibly fall 2026) and OpenAl have filed confidentially. S-1s deliver
the first audited look at lab unit economics, validating or deflating the $65B/$40B run-rate
narratives, while several hundred billion dollars of equity supply plus lock-up cycles historically
marks late-cycle distribution (2000, 2021). Catalyst: S-1 publication and pricing. Ezpression:
trim AI beta into the listings; own the pick-and-shovel names the proceeds get spent on (TSMC,
memory, power).

On Nvidia itself the committee is tactically Neutral: not a short (demand is supply-constrained,
the $108B guide assumes zero China), but with beat compression, a memory-cost margin squeeze,
and customer ASICs ramping, the marginal dollar is better placed in its suppliers and its bottleneck.
We flag honestly that the August 27 record rally is price action actively disputing the “fairly-priced
core” framing; our stance is a valuation judgment, not a description of the tape.

23.5 Risks

Ranked by expected impact on the thesis.

1. Refinancing/credit accident arrives disorderly: roughly $570B/yr of Al debt issuance
meeting a backed-up long end (30y 5.18%); untested private-credit marks; and the BIS-flagged
guarantee channels that would transmit a neocloud failure into insurers and BDCs (BCRED
and others already gated redemptions in June).

2. Single-counterparty concentration: OpenAl is the obligor behind Oracle’s RPO, much
of CoreWeave’s backlog, Broadcom’s program, and Nvidia’s $105B Ohio guarantee; a single
stumble propagates across the whole map.

3. Run-rate revenue quality: annualized lab figures may embed compute resale, credits, and
peak-month effects (OpenAl has publicly contested Anthropic’s figure); IPO audits could
deflate the monetization narrative that anchors our demand-side confidence.

4. GPU depreciation truth-up: shortened useful lives could carve tens of billions from hyper-
scaler EPS (the $176B claim for 2026-28 is extreme but directionally live as replacement costs
rise with memory inflation).

5. Power politics: PJM at the FERC cap three years running; retail-price backlash into the
November 2026 midterms or state moratoria would gate the 2027-28 capacity additions the
capex assumes.

6. Algorithmic-efficiency shock: a DeepSeek-V4-class efficiency gain on non-Nvidia silicon
that makes installed capacity sufficient: the true bear case for the entire capex complex.

7. Memory inflation spillover: DRAM/NAND costs taxing phones, PCs, and autos (an
underappreciated 2027 earnings headwind outside AI), plus antitrust action against the DRAM
oligopoly.

23.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
two-tier diagnosis survived every check, and the financing leg was found to be understated: the
working notes’s $300B hyperscaler-issuance figure sits well below Morgan Stanley’s $570B forecast
for 2026 AI debt issuance (with $244B already issued by six Al giants in H1), and primary sources
confirmed the Nvidia print, the BIS “shadow borrowing” framing verbatim, the Anthropic run-
rate, and Oracle’s distress. But the counter-case broke the working notes’s market-reaction leg:
the claim that Nvidia’s beat was “sold” (a —1% close) was wrong: the stock dipped only briefly
after hours, then rose 7.6-8.5% on August 27, adding a record $435-442B of market value, while
the levered middle rallied (CoreWeave +19%, Nebius +34%) and AI credit kept clearing. the
counter-case also corrected the margin claim (the official Q3 gross-margin guide is 74.0% +50bp;
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the 71-72% Q4 “trough” is call commentary), noted the zero-China guidance as omitted upside,
and flagged revenue-quality contestation (OpenAl calling Anthropic’s annualization “inflated”)
plus the fresh August 28 report of Nvidia pausing cloud revenue-share deals.

The committee view above incorporates all of this. The opening paragraph presents the credit-
accident call as an out-of-consensus FORECAST at (confidence: medium) (a 2027 refinancing-wall
bet with no distress evidence yet) rather than the working notes’s original framing of a repricing
already in motion. The snapshot and body carry the corrected market reaction, the official margin
guide, the $180-225B/$570B issuance figures, and explicit unaudited-revenue caveats. The fade-
the-levered-middle hypothesis is explicitly sized as contrarian against present momentum, with the
revenue-share pause and 2027 HBM contract rollovers named as the tells to watch.

23.7 What Would Change This View

o Lab revenue growth below about 2x y/y, or IPO S-1s revealing materially lower-quality
revenue than the run-rate headlines — shift the verdict toward bubble; cut all Al beta.

o Hyperscaler capex guide-downs (not raises) at Q3 2026 earnings, or Microsoft’s roughly
$80B power-constrained backlog shrinking rather than converting — demand cracking earlier
than modeled.

e 2027 HBM contracts rolling over flat or down in the Q4 2026 negotiation round — exit
the memory thesis.

o Clean, on-schedule Oracle/OpenAl revenue recognition through H1 2027 — close
the credit-accident thesis and add Al-credit beta instead.

e An actual neocloud default, Nvidia backstop activation, or private-credit fund
gating on a data-center vehicle — confirms the accident; buy the panic in the supply-
constrained toll roads (foundry, memory, power).

e A verified 3—4x frontier efficiency gain at constant capability, broadly deployed —
structural downshift of the entire capex curve; reassess every leg.

e Rates path: a hawkish surprise from the pending Warsh Jackson Hole keynote or September
FOMC (hike odds 34-44% at cutoff) that pushes the 2027 refinancing wall steeper would raise
the credit-accident probability and pull its timing forward; a dovish turn would relieve it.
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24 Global Real Estate

Committee view. The consensus 2026 real estate trade (“rate cuts drive recovery”) is dead, and
listed property has only half-repriced the fact. With July PCE at 3.7% (core 3.3%), the funds
rate held at 3.50-3.75% all year, September hike odds at roughly 34-44% and cumulative odds of
a hike by December above T0% (as of Aug 27-28), every long-duration property exposure built on an
easing cycle carries un-earned duration risk: most visibly, healthcare REITs at a +21.6% median
NAV premium with Welltower at +107%. The genuinely mispriced asset is prime US office, where
fundamentals have already inflected (vacancy down 30bp to 18.3% in Q2, the best quarterly decline
since 2015, leasing at post-pandemic highs) against prices still —34% from peak and office REITs at
—22% to NAV, though our review shows the vacancy decline is substantially supply-pipeline-driven
and demand is concentrated in prime and tech-tenant space, so the long is strictly prime-selective.
Credit stress is real but not yet systemic: CMBS delinquency at 7.86% remains roughly 250bp
below its GFC-era peaks (only office, at ~11.8%, exceeds its segment record), the new-home market
is soft rather than cracking (the July —10.5% m/m print is statistically insignificant, and Case-
Shiller nominal momentum is re-accelerating), and FHA delinquency growth is partly a reporting
artifact against overall mortgage delinquencies that fell quarter-on-quarter. The mechanism that
clears office pricing is the $875B 2026 / $1.26T cumulative-2027 maturity wall meeting halved
extend-and-pretend. All rate-dependent views are provisional on the Warsh Jackson Hole keynote,
pending at this report’s data cutoff. (confidence: high on framework and levels; medium on credit-cycle
characterization and the healthcare-short catalyst)

24.1 Market Snapshot

Metric Level As of

US 30y fixed mortgage (Freddie Mac PMMS)  6.66% (6.56% a year ago) (as of Aug 27)
Fed funds target / Sept hike odds 3.50-3.75%; ~34-44% (as of Aug 27-28)
US 10y Treasury 4.66% (as of Aug 27-28)
Case-Shiller National HPI +1.5% y/y; 13th straight real decline  June, rel. Aug 25
Existing-home sales / median 4.06M SAAR; $434,100 (+2.0% y/y) July 2026
New-home sales / median / supply 607k SAAR; $393,800; 9.6 mo July 2026
NAHB builder sentiment 35; 63% using incentives Aug 2026

Trepp CMBS delinquency 7.86% (+51bp); office ~11.8% July 2026

US office vacancy (CBRE) 18.3% (—30bp q/q); prime 12.3% Q2 2026

Green Street CPPI +5.2% y/y; office —34% from peak July 2026

CRE maturities $875B 2026; $1.26T cum. 2027 2026

US data center vacancy ~2% (record low); 74.3% preleased H1 2026

REIT median NAV discount —9.35%; office —22.4%; WELL +107%  (as of Jul 30)
China 70-city new-home prices —3.2% y/y (37th monthly decline) July 2026

Tokyo 23-ward new condo price JPY 137.8M, +18.5% y/y rel. H1 2026

UK avg house price / 5y fix GBP 272,800, +0.9% y/y; ~4.8% Aug 2026

24.2 What Is Happening and Why

The macro regime flipped against the consensus property trade. US inflation re-accelerated
(headline PCE 3.7% y/y in July, core 3.3% for a fourth straight month), the Fed has delivered
zero cuts in 2026, three FOMC members dissented hawkishly at the July 29 hold, and markets
now price roughly 34-44% odds of a September hike with more than 70% cumulative odds of at

least one hike by December, and zero cuts (as of Aug 27-28).) The 10-year sits at 4.66% and the

!Source: Federal Reserve, BEA, market pricing per canonical fact sheet, Aug 27-28, 2026. Tier T1.
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30-year mortgage at 6.66%, higher than a year ago (FACT). Australia’s RBA hiked in February,
March, and May. This is mild global stagflation for property: nominal prices grinding, real values
eroding (INTERPRETATION).

US residential is in a slow-motion real correction, not a nominal one. National prices have fallen
in real terms for 13 consecutive months, yet nominal momentum is re-accelerating: Case-Shiller
national annual gains rose from 1.2% to 1.5%, the 20-city from 1.6% to 2.1% (as of June data, rel.

Aug 25).2 The regional split is stark: Chicago +6.9%, New York +4.8% versus Seattle —2.0%, Las
Vegas —1.9%. The new-home market is soft (9.6 months’ supply, median $393,800 at a five-year
low and now ~$40k below the existing median, 63% of builders using incentives), but the July sales
drop of 10.5% m/m carries a £14.0% confidence interval that includes zero and was driven by a
single-month Midwest outlier: soft, not cracking (FACT on levels; the “crack” framing was refuted
in audit). The credit picture is directional, not cyclical: FHA delinquencies rose 122bp y/y against
+6bp for conventional loans, but part of the spike is a September 2025 loss-mitigation reporting

artifact, and MBA’s overall Q2 delinquency rate fell quarter-on-quarter.®> Meanwhile the lock-in
effect has statistically broken: more mortgage holders now sit above 6% than below 3%, releasing
supply through 2027-29. (confidence: high)

US CRE has split into two stories most investors conflate. Fundamentals inflected: Q2 office
vacancy fell 30bp to 18.3% (CBRE, best decline since 2015, ninth straight quarter of positive
absorption; JLL independently —60bp with leasing 4+27% versus the trailing five-year average),

industrial vacancy fell for the first time since 2022, retail rents rose 2.4% y/y.* Credit is
deteriorating on schedule: Trepp CMBS delinquency jumped 51bp in July to 7.86% (still roughly
250bp below the ~10.3% GFC-era overall peaks, though office at ~11.8% has exceeded its own
segment record), with multifamily at 7.69% and, crucially, 66% of newly delinquent balances being

non-performing matured balloons: a refinancing problem, not an operating problem.’ Extensions
have halved ($384B in 2024—25 versus ~$200B in 2025—26), forcing resolution into the $875B
2026 wall at policy rates that may be rising. Two audit caveats discipline the office story: JLL
attributes part of the vacancy decline to an extremely depressed construction pipeline, and demand
is concentrated in prime and tech-tenant space; this is a prime-asset recovery, not a broad one.
(confidence: high on levels; medium on breadth)

Data centers remain the strongest physical real asset market anywhere: ~2% national vacancy, a
record 25 GW of H1 absorption, 74.3% of 66 GW under construction preleased, $750-800B of 2026
hyperscaler capex; the constraint is power, not demand (FACT). The debate is entirely about the
durability of a single demand source. Globally, the divergence is historic: China is in month 37 of
price declines with BIS-deflated real prices below 2006 levels, while Tokyo new condos rose 18.5%
y/y on the lowest supply since records began in 1973; Canada and Australia are correcting, condos
hardest; the UK is nominally flat with 5-year fixes back near 4.8%.

24.3 What Is Priced versus What We Expect

Priced: the bond market has capitulated on easing (zero 2026 cuts priced, hike odds elevated);
a broad REIT recovery is substantially in the price (VNQ +14% YTD, median NAV discount
narrowed to —9.35%, healthcare priced beyond perfection at +21.6% premium); office equity is
still priced for permanent impairment (—22.4% to NAV, values —34% from peak) despite inflecting

2Source: S&P Cotality Case-Shiller Index, Aug 25, 2026. Tier T1. https://press.spglobal.com/
2026-08-25-5-P-Cotality-Case-Shiller-Index-Reports—Annual-Gain-in-June-2026
3Source: MBA National Delinquency Survey Q2 2026, Aug 13, 2026. Tier T1.

4Source: CBRE Q2 2026 US Office Market Report; JLL US Office Market Dynamics Q2 2026. Tier T2. https:
//www.cbre.com/insights/figures/q2-2026-us-office-market-report

5Source: Trepp via Connect CRE, Aug 2026. Tier T2.
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fundamentals; data center growth is priced into the private market and the Al complex but not into
the listed REITs, which trade below NAV; Florida weakness and China pessimism are consensus.

We expect (FORECAST): Tactically (1-3 months), if a hike is delivered, long-duration REIT
sectors that led the YTD rally face a 5-10% drawdown, with the audit-imposed caveat that weeks of
priced hike risk have not yet compressed the Welltower premium, so the repricing requires delivery,
not expectation (confidence: medium). Homebuilder estimates get cut as 9.6 months’ supply meets
margin-eroding incentives (confidence: medium-high). CMBS delinquencies grind toward 8.5%+ by
year-end (confidence: medium-high). Cyclically (6-24 months), national nominal home prices run
—2% to +2% with continued 3-4pp real declines; Sun Belt condos and exurbs fall a further 5-
10% nominal while the Midwest and Northeast stay positive (confidence: high). Office completes
its bottom as the maturity wall converts marks-to-myth into clearing prices (confidence: medium,).
Structurally (3—10 years), insurance is the new property tax: a permanent 100-300bp return drag
on Gulf and coastal assets; China does not recover prior volumes but Japanifies outside tier-1
cores (confidence: high); the first genuine data-center oversupply scare arrives 2028-29 in secondary
markets (confidence: medium).

24.4 Mispricings and Opportunities

Research hypotheses, not advice.

e Healthcare REIT premium: Welltower at +107% to NAV. Bearish Direction:
short /underweight, relative value. Thesis: the most stretched valuation in listed real estate; 2x
NAV embeds decades of senior-housing NOI recovery while the sector median REIT trades at
—9.35%. Catalyst: a delivered September hike plus any SHOP occupancy or labor-cost miss.
The audit showed priced hike risk alone has not compressed the premium, so this is explicitly
a bet that delivery forces what expectation has not. Expression: short WELL versus a long
basket of sub-NAV residential /data-center REITS. (confidence: high on valuation asymmetry; low-
medium on catalyst)

e« Prime US office equity and credit. Bullish Direction: long, prime-selective only. Thesis:
the last deep-discount sector with inflecting fundamentals: prime vacancy 12.3%, Midtown
prime 2.2%, leasing at post-pandemic highs, against REITs at —22.4% to NAV (Brandywine
—57%, Orion —60%). The audit narrows the claim: the vacancy decline is partly supply-
driven and demand is prime/tech-concentrated, so commodity Class B/C stays untouchable.
Catalyst: 2026—27 maturity-wall resolutions producing clearing prices above embedded fear.
Expression: senior CMBS/mezz on prime assets at reset bases; selective coastal-prime office
REITs. (confidence: medium-high)

e Sun Belt multifamily distress via the 2026 refi wall. Bullish Direction: long distressed,
stabilized assets. Thesis: multifamily CMBS delinquency at 7.69% and rising forces 2021-
vintage bridge-loan resolutions exactly as the supply wave ends (starts —75% from the 2022
peak; under-construction at 2016 levels). Catalyst: halved extensions producing forced sales
into thin bidder pools over the next 12 months, ahead of a 202728 rent recovery. Expression:
stabilized new product at reset bases. (confidence: high)

o US homebuilders, tactically. Bearish Direction: short/avoid, 2-3 quarters. Thesis: 9.6
months’ supply, five-year-low median price, 63% incentive usage, fading lock-in advantage, all
into possible hikes. Audit discipline: demand is soft, not collapsing; this is a margin story, not
a volume crash. Catalyst: Q3 gross-margin guides; hike delivery. Structurally the shortage
thesis stands. (confidence: medium-high)

e Data center REITs below NAV versus private euphoria. Bullish Direction: long
publics, hedged. Thesis: publics at NAV discounts while $750-800B/yr of capex chases
2% physical vacancy is a genuine public/private arb. Catalyst: continued record leasing; a
take-private or M&A of a listed platform. Expression: long DLR/EQIX versus a short Al-
infrastructure equity basket, isolating scarcity from narrative beta. Tail risk: a hyperscaler
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capex pause hits both legs unevenly. (confidence: medium)

o Tokyo/urban Japan residential. Bullish Direction: long on yen-strength pullbacks. Thesis:
+18.5% growth is scarcity-rational at the lowest supply since 1973; foreign share only 3.5%;
USD buyers retain a 20-30% FX discount near JPY 159/$. Catalyst: BoJ normalization dents
sentiment, then validates the real-asset reflation story. (confidence: medium)

o Florida condos: avoid the knife. Neutral 13.2 months’ supply, prices —6.1% y/y, special
assessments of $20k-$100k+ still being discovered, in-migration —93% from the 2022 peak. Not
yet a distress opportunity; revisit 2027-28 when the assessment pipeline is known. (confidence:

high on avoidance)

24.5 Risks

1. Fed hiking into consumer-credit deterioration. FHA/VA /auto/card delinquencies are
rising before any hike lands; a policy error converts a contained, partly artifactual delinquency
drip into a foreclosure cycle. Probability MEDIUM; impact severe.

2. The 2027 $1.26T maturity peak becoming partially unrefinanceable if rates rise
another 50-75bp, transmitting losses to $1-10B-asset banks that are ~5x more CRE-exposed
than large banks and hold roughly a third of US commercial mortgages. Note the audited
ceiling: overall CMBS delinquency still has ~250bp of runway before GFC-peak comparisons
apply.

3. AI capex pause. The data-center complex and adjacent industrial/power demand price
uninterrupted $750B+ /yr spend; one hyperscaler guiding down reprices land, shells, and credit
simultaneously.

4. Insurance market failure spreading. CA FAIR Plan policies +152% since 2022; E&S share
at 16% in FL/CA/TX versus under 2% in 2023; one major hurricane or fire season tips state
backstops into assessment mode.

5. China tail. Construction down more than 22% with developer-level status unverified; a
disorderly credit event would export a fresh deflationary impulse.

6. Populist housing policy. US federal SFR-ownership restrictions are already forcing in-
stitutional sales; Australian investor-tax changes point to a rising global theme compressing
residential cap-rate assumptions.

7. UK /Australia mortgage resets. UK 5-year fixes near 4.8% (from under 4% in January)
and three 2026 RBA hikes can flip both markets from flat to —5% nominal quickly.

24.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. Ver-
ification against primary sources on August 28 found every headline level exact and current:
mortgage 6.66%, PCE 3.7%/3.3%, funds 3.50-3.75%, office 18.3%/—30bp (confirmed by CBRE
and independently by JLL), Welltower +107.06%, office REITs —22.37%, CMBS 7.86%, Case-
Shiller city splits. the counter-case also rejected the Al-office-headwind attack: JLL data show
Al-driven organizations boosting leasing. Four claims were corrected, and this chapter presents the
corrected versions throughout: (1) “CMBS above GFC peak” is false for the overall rate, since
Trepp’s overall peaks were ~10.3% (2012/2020); only office exceeds its segment record; (2) the new-
home “crack” was downgraded to “soft” because the July —10.5% m/m print carries a +14.0%
confidence interval including zero, and Case-Shiller nominal momentum is accelerating, not fading;
(3) the housing credit story was reframed as FHA-segment stress, partly a reporting artifact,
against overall delinquencies that fell q/q; (4) the healthcare-REIT short’s catalyst confidence was
cut to LOW-MEDIUM because weeks of heavily priced hike risk did not compress Welltower’s
premium through July 30, and the December-hike leg of the original pricing claim was unverified;
it is superseded here by the canonical ~34-44% September / greater than 70% cumulative-by-
December odds.
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the counter-case additionally flagged that the office vacancy decline is substantially supply-pipeline-
driven with demand concentrated in prime/tech space; the committee has accordingly restricted
the office long to prime assets and kept the broad-discount-closing claim out of the base case. The
committee view in the opening paragraph is the post-audit view: framework and levels HIGH
confidence, credit-cycle characterization and healthcare-short catalyst MEDIUM or below.

24.7 What Would Change This View

e Core PCE below 3.0% with hikes off the table: upgrade homebuilders and long-duration
REITs immediately; the healthcare short loses its catalyst.

« Two consecutive quarters of stalling office net absorption, or measurable Al-driven
white-collar space shedding in net numbers: abandon the office-bottom thesis.

e A hyperscaler cuts data-center capex guidance: exit all DC-adjacent expressions and
reassess industrial /power.

o FHA serious delinquency through ~3.5% with rising foreclosure starts and low-price-
tier inventory: shift the residential base case from real correction to nominal correction; the
builder short turns structural.

o Multi-trillion-RMB Chinese inventory-purchase stimulus: tier-1/tier-2 China becomes
the world’s largest distress long; global commodities reflate.

« Extend-and-pretend re-accelerating above $300B of extensions: the office and Sun
Belt multifamily distress windows narrow (fewer forced sales, slower price discovery).

e A benign 2026 hurricane season plus extended Florida Citizens rate cuts: the Florida
condo bottom moves forward a year.

o The Warsh Jackson Hole keynote (pending at data cutoff) materially repricing the hike
path in either direction: recalibrate every tactical call above before acting.
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25 Gold, Silver, and Precious Metals

Committee view. We are structurally long the precious-metals complex, expressed preferentially
through silver and gold miners rather than crowded gold futures, with the July washout low
($3,993.55 LBMA PM, Jul 16, 2026) as the risk anchor (confidence: medium). Gold at roughly
$4,570 (as of Aug 27) trades at a large level premium to any pre-2022 real-rate model (a structural
claim resting on the official-sector bid, which overtook US Treasuries as the world’s largest official
reserve asset in June 2026), but the 2026 tape at the margin has traded conventionally with real
yields, so we do not claim the price action itself proves a fiscal-hedge regime. Our base case is
rangebound-to-higher gold ($4,300-5,000 over 3-6 months) and a retest of the $5,405 January
all-time high within 12-18 months, conditional on 10-year real yields not making new highs above
the late-July peak of 2.47%. One caveat governs everything in this chapter: Chair Warsh’s first
Jackson Hole keynote (Aug 28, 2026, 10:00 ET) was pending at our data cutoff: a binary event
that could invalidate the tactical entry within days of publication.

25.1 Market Snapshot

Context

+4.6% YTD after +67.4% in 2025;
ATH $5,405 (Jan 29, 2026); 2026 low
$3,993.55 (Jul 16, —26% off ATH)
—4.9% YTD after +149.1% in 2025; Jan
29 intraday peak $121.60; Jul 17 low
$55.29 (—53%)

Level

$4,568.95 (as of Aug 27)

Metric
Gold (LBMA PM)

Silver (spot) $68.69 (as of Aug 28)

Platinum $1,841 (as of Aug 28) —18.2% YTD after +143.8% in 2025;
2026 high $2,811 (Jan 26)
Palladium $1,330 (as of Aug 28) —21.2% YTD after +82.6% in 2025;

Pt/Pd ratio 1.39

vs 45.6 at the January peak, ~90 at end-
2024

+20.9% YTD after +153% in 2025; Feb
peak ~$116, July trough ~$74-75
1.94% Jan 2; 2026 trough 1.89% (late
Jan); peak 2.47% (Jul 31)

30y intraweek high 5.33%, highest since
2007; fed funds 3.50-3.75% all 2026

Q1 revised 244t — 57t (£190t attri-
bution error); H1 as-classified ~346t,
down ~18% y/y

Gold/silver ratio 66.7 (as of Aug 27)

GDX (gold miners)  $103.69 (as of Aug 27)
10y TIPS real yield  2.34% (as of Aug 27)
UST 2y / 10y / 30y 4.19% / 4.66% / 5.18% (as of Aug 27-28)

Central-bank gold Q2: 289t, +62% y/y (as of Jul 30 WGC)

Gold ETFs

COMEX COT

LBMA vaults

Q2: —45t (as of Jul 30 WGC)

Gold net spec long 222k contracts (as of
Aug 18)

Gold 9,534t; silver 28,213t (as of Jul
2026)

Q1 +62t; 2025 full year +~700t / $77bn
Longs 63.2% of OI (elevated); silver net
long 23.6k (moderate)

Both rising m/m; the silver-squeeze
drain is over

25.2

What Is Happening and Why

The 2026 story is a blow-off, a washout, and a resumption, not a smooth uptrend. Every metal in
the complex peaked on the same day, January 29, 2026: gold $5,405 (LBMA PM), silver $121.60
intraday, platinum $2,811, palladium $2,106 (confidence: fact, very high). Silver then lost more than
a quarter of its value the following day on stop-loss cascades after a retail bar-and-coin frenzy; gold
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ground down 26% over seven months to $3,993.55 on July 16; silver fell 53% to $55.29.1 Since
mid-July the complex has re-risen roughly 15% (gold $3,994 — $4,569; GDX +40% off its July
close).

What drove the recovery matters, and here the committee’s post-audit reading is more conventional
than the popular narrative. Three drivers are verifiable. First, real rates: the 10y TIPS yield fell
from its July 31 peak of 2.47% to 2.34% by August 27, and gold’s rally tracked that decline, just as
the January top printed at the year’s real-yield lows (1.89%) and the washout tracked the ~75bp
real-yield rise off the February trough (confidence: fact, t1). Second, Treasury long-end liquidity
buybacks, doubled to at least $4B per operation (announced around Aug 19; operations Sep 9-Nov
4, up to roughly $38-63B), took roughly 12bp off the 30-year (5.31% Aug 17 peak to 5.18-5.19%).
That is supportive, but through the ordinary rate channel, and the long bond still sits above its

mid-July levels and near 2026 highs (confidence: fact on the program; interpretation on the channel).?
Third, official-sector demand: 289t in Q2 2026, up 62% y/y, though the WGC’s July erratum,
which cut Q1 from 244t to 57t and reclassified the difference as OTC, proves this series carries
roughly £190t of single-quarter attribution error, and H1 as-classified buying (~346t) is actually

down about 18% y/y.?

The structural picture is different from the tape, and both statements are true simultaneously.
Structurally (stock): gold’s level is far above what any pre-2022 real-rate model supports (the old
relationship would put gold near $3,500 or below at 2.34% real, not $4,570), and that premium
is underwritten by four years of reserve rotation since the 2022 Russia reserve freeze, culminating
in gold overtaking Treasuries as the largest official reserve asset (ECB, June 2026) (confidence:
high). Tactically (flow): 2026’s marginal price action has obeyed real rates in the textbook inverse
direction, and the 2-year note’s path (3.38% Feb — 4.37% Jul — 4.19% now) maps cleanly onto
gold’s fall and recovery. The correct synthesis: gold holds a structural fiscal premium but still
trades the rate cycle at the margin, which means a renewed real-yield rise hits it harder than the
pure fiscal-hedge frame implies (confidence: interpretation, medium).

Beneath the headline, the demand base is narrowing. Western ETFs bled 45t in Q2 after only
462t in Q1: allocators are net sellers of one of the strongest gold bulls since 1979. Jewelry demand
fell 12-23% y/y at record prices. What remains is official-sector and Asian investment demand
(Q1 bar-and-coin of 474t was the second-highest quarter ever recorded). A monoculture bid is
trend-supportive but fragile: H1 showed both pillars can pause in the same quarter.

25.3 What Is Priced versus What We Expect

The market prices: a Fed on hold with material hike risk under Warsh (Sept 15-16 hike odds
~34-44% (as of Aug 27-28), more than 70% cumulative odds of a hike by December, zero cuts priced
for 2026); persistent deficits with the long end partially managed by buybacks; official-sector
accumulation continuing at the recent run-rate; and, in gold at $4,570 with spec longs at 63.2%
of COMEX open interest, a large share of the fiscal-stress story already owned by fast money.
Silver at $68 prices the deficits with the mania premium fully purged; platinum at $1,841 prices
continued deficits at a discount for shrinking demand.

The committee expects (confidence: forecast): (i) MEDIUM: the fiscal backdrop deepens; a Treasury
already buying its own long bonds does not stop, and each extension is an incremental gold

'Source: LBMA precious metal price series (official fixes), through Aug 27, 2026. Tier T1. https://prices.
lbma.org.uk

2Source: US Treasury quarterly refunding and buyback schedule, Aug 2026; Kitco News on the gold reaction,
Aug 24, 2026. Tiers T1/T3.

3Source: World Gold Council, Gold Demand Trends Q2 2026, Jul 30, 2026, incl. the Q1 erratum. Tier T1.
https://www.gold.org/goldhub/research/gold-demand-trends/gold-demand-trends-q2-2026
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bid via lower long-end yields; gold $4,300-5,000 over 3-6 months, with the $5,405 retest inside
12-18 months conditional on real yields staying below their 2.47% July peak. (ii) MEDIUM:
silver outperforms gold over 6-12 months from a —4.9% YTD base, moderate positioning, a sixth
consecutive deficit year, and reviving Indian imports; gold/silver 66.7 — 55. (iii) MEDIUM-HIGH:
miners keep leading: Q1/Q2 realized gold of $4,873/$4,506 against all-in sustaining costs in the
high-$1,000s (approximate) is printing record margins through earnings. (iv) MEDIUM: platinum
consolidates $1,600-2,000 rather than resuming the melt-up; palladium is structurally avoided.
Where consensus is most likely wrong: treating January 29 as the cycle top. The drawdown was a
positioning washout inside a structural bull, but our confidence is tempered by the audit’s finding
that the recovery leg has been rate-driven, not regime-driven.

25.4 Mispricings and Opportunities

These are research hypotheses, not investment advice.

1. Silver vs gold: undervalued Bullish (confidence: medium). Thesis: —4.9% YTD versus
gold’s +4.6% despite a sixth consecutive supply deficit, US critical-minerals listing, rebuilt-
but-lean inventories, and moderate spec positioning (23.6k net long vs gold’s elevated 222k);
the 53% washout purged the mania premium, not the deficit. Catalyst: renewed Fed easing
expectations or the next fiscal-trade leg pulling investment flows into the higher-beta metal;
the Sept 15-16 FOMC and Indian festival-season imports. Expression: long silver against gold
(ratio 66.7 targeting 55, implying ~$80+ silver at flat gold), or outright with risk defined below
the $55.29 July low.

2. Gold miners vs bullion: undervalued on cash-flow flow-through Bullish (confidence:
medium-high). Thesis: record realized-price-to-cost spreads are compounding into consecutive
record free-cash-flow quarters, yet GDX ($103.69) remains below its February peak despite
better realized prices now than then. Catalyst: Q3 2026 earnings (Oct—Nov), buyback and
dividend announcements, continued sector M&A. Risk: a high-beta expression of an already-
elevated gold spec position.

3. Gold: the Warsh asymmetry Neutral tilting Bullish (confidence: medium). Thesis:
hawkish credibility restoration risks roughly 12% downside to the $4,000 zone where sovereign
demand absorbed spec liquidation in July; fiscal capitulation (buyback expansion, cuts into
deficits) retests $5,405 for 18-25% upside, with policy incentives skewing toward accommoda-
tion into 2027. The audit sharpens the risk side: because 2026’s tape has been rate-driven at
the margin, the hawkish branch likely hits harder and faster than a pure fiscal-hedge frame
suggests. Catalyst: the pending Jackson Hole keynote, then the Sep/Oct/Dec FOMCs and any
buyback expansion. Expression: long with defined risk below $3,950; optionality via calls.

4. Platinum: tactically overvalued Bearish (confidence: medium). Thesis: the 2025
+143.8% move ran far ahead of a 297koz deficit (roughly 4% of annual demand) while total
demand shrinks 9% y/y and recycling supply grows 9%; the swing buyer is retail bar-and-coin

(+27%), a flighty bid. Catalyst: WPIC Platinum Quarterly, Sep 9, 2026.*

5. Palladium: structural short-on-rallies Very bearish (confidence: medium-high). The-
sis: ICE-share decline with no independent investment case; 2025’s +82.6% was substitution
and short-covering beta now unwinding (—21.2% YTD), with Pt/Pd at 1.39 re-incentivizing
substitution against it. Catalyst: BEV share gains and catalyst-loading data.

25.5 Risks

Ranked by expected impact on the committee position:

“Source: World Platinum Investment Council, Platinum Quarterly (Q1 2026 release), May 2026. Tier T1.
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1. Hawkish Warsh plus rising real yields. The audit’s central correction: because 2026’s
marginal price action has been real-rate-driven, a credible hawkish framework at or after
Jackson Hole that pushes 10y reals through the 2.47% July peak attacks the recovery directly.
With spec longs at 63.2% of COMEX gold OI, forced liquidation targets $4,000, then the
$3,700s. Compounded by any credible fiscal consolidation, this is the bull-killer combination.

2. Disorderly long-end selloff before intervention scales. If the 30y clears 5.5% disorderly
(it touched 5.33% intraweek, the highest since 2007), gold sells off with everything in the
liquidation phase before any monetization phase rewards it: severe path risk even if the endgame
is bullish.

3. Demand-base monoculture. Jewelry down 12-23% y/y means the floor is investment-flow-
dependent; Q1’s revised 57t proved the CB bid can pause, and Q2’s —45t ETF print proved
Western money is absent; both at once removes the marginal buyer for quarters.

4. Silver/PGM microstructure. January proved these thin markets can drop 25-50% from
crowded extremes in days; silver remains leveraged in both directions.

5. Supply and data fragility. Platinum recycling +9% shows price cures tightness; India’s
200t+ of gold-loan collateral is a latent liquidation channel; and official-sector statistics are
revisable by ~190t in a single erratum, so thesis inputs carry wide error bars.

25.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
factual spine survived a hostile audit intact: every checkable level, flow, and positioning figure was
verified current and exact against primary sources (Treasury CSVs, CFTC, WGC, LBMA, Kitco):
the January 29 blow-off, the 26%/53% washouts, the COT structure, and the ETF outflows all
stand. What the counter-case broke was the headline interpretation. The original working notes
claimed the 2026 tape proved a fiscal-hedge regime because real yields rose 40bp YTD while gold
gained; the counter-case showed this is an endpoint artifact. Intra-year, gold’s ATH printed at
the year’s real-yield lows (1.89%), the washout tracked the rise to 2.47%, and the recovery tracked
the fallback to 2.34%, which is textbook inverse real-rate behavior at the flow margin. It further
cut the Treasury-buyback "suppression” claim down to a ~12bp dent near 2026 yield highs (rate
channel, not monetization evidence), and reframed the 289t Q2 central-bank "reacceleration” as a
q/q move on a series with proven +190t attribution error, with H1 buying down roughly 18% y/y
as classified.

The committee view above already incorporates all of this: regime confidence is stated at MEDIUM,
not HIGH; the fiscal premium is presented as structural (stock) rather than tape-proven (flow);
the $5,405 retest is explicitly conditioned on real yields not making new highs; the hawkish-Warsh
branch of the asymmetry is weighted as hitting harder than the pre-audit frame implied; and the
pending Jackson Hole keynote is flagged as a binary event at the data cutoff. The structural-
long stance with the $3,950-4,000 anchor and the silver/miners preference survived the audit as a
defensible MEDIUM-confidence position; the positioning asymmetry between silver and gold was
independently verified.

25.7 What Would Change This View

o Regime falsification: Warsh hikes (or credibly frameworks a hawkish regime) AND gold holds
below $4,000 for more than four weeks. Given the audit, we add: 10y real yields sustained
above 2.47% (the July peak) with gold below $4,300 would force the same downgrade earlier.

e Structural-bid failure: two consecutive quarters of central-bank net purchases below ~100t
as-classified.

e Organic fiscal relief: Treasury buybacks terminated with long yields falling anyway, or a US
fiscal consolidation package credibly scored above 1.5% of GDP.
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e Silver-tightness kill: LBMA silver vaults rebuilding above ~32-34kt with flat lease rates

and stable price; this ends the silver-over-gold call.
o Crowding flip: gold ETF inflows above 150t/quarter alongside COMEX spec longs above

300k contracts; this flips the committee tactically bearish on positioning grounds.’

5Source: CFTC Commitments of Traders, COMEX futures-only, Aug 18, 2026. Tier T1. https://www.cftc.
gov/dea/futures/deacmxsf.htm
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26 Energy: Oil, Gas, Uranium, Electricity

The committee holds a structural energy overweight expressed in convex, not directional, form.
(confidence: medium) Six months into the Iran-Hormuz war, 8.3 mb/d of Gulf output remains offline
(as of Jul 2026, IEA) yet Brent sits at $88.33 (as of Aug 28) because the system’s shock absorbers did
their job: a 410 mb global stock draw since late February, an SPR run down to 289.7 mb, OPEC+
effective spare capacity of ~1.09 mb/d, and 1.6 mb/d of demand destruction. Those buffers are now
substantially thinner, though not exhausted: US commercial crude still sits 1% above its five-year
average, the SPR still holds ~290 mb, and demand destruction is a price-responsive absorber that
would deepen on a second spike. Both the IEA and the EIA explicitly condition their loose 2027
balances (EIA Brent $69) on Hormuz restoration, so consensus is trading a conditional scenario as
a base case; the right tail is real and a re-closure would clear well above July’s $96.80 dated print.
But the left tail is equally live and fast: Qatar-mediated Tehran talks and an Iran—Oman corridor
discussion were underway in the final week of August, the shut-in barrels are latent supply that
returns quickly on any deal, and oil fell four consecutive days into our data cutoff through a fresh
tanker strike. We therefore own upside optionality sized as insurance that may be fairly priced
rather than cheap, collect the backwardation carry while positioning stays uncrowded, and hold
the highest-conviction leg where the audit left it: structurally tight distillates, winter European gas
optionality, US LNG infrastructure, and a discriminating fade of the independent-power de-rate.

26.1 Market Snapshot

Metric Level As of Read
Brent front-month $88.33/bbl; 2026 peak ~$118 (Mar); $96.80 dated Aug 28 Bullish
spike (Jul)
WTT front-month $83.26/bbl (+30.1% YTD) Aug 28 Bullish
Gulf output offline 8.3 mb/d; exports back to ~2/3 of pre-war Jul 2026 Bullish
OPECH+ effective spare ~ ~1.09 mb/d Aug 2026 Bullish
US SPR 289.7 mb, still releasing ~3.7 mb/wk wk Aug 21 Bullish
US commercial crude 428.9 mb (+1% vs 5-yr avg) wk Aug 21 Neutral
US distillate stocks —14% vs 5-yr avg; retail diesel $5.652/gal Aug 21/24 Bullish
Refinery utilization (US)  97.4%, effectively flat out wk Aug 21 Bullish
Henry Hub $2.92/MMBtu; storage +167 Bef vs 5-yr Aug 28/21 Neutral
TTF EUR 68.69/MWh (+~119% y/y); EU storage 63%, Aug 28 Bullish
lowest since 2009
Uranium spot / term $90.40/1b / $95.50/1b Aug 27 / Jul Bullish
PJM 2028/29 capacity Cleared at $325/MW-day cap footprint-wide; 6,831 Jul 2026 Bullish
MW short
Newcastle coal $139.50/t (+27% y/y) Aug 27 Bullish
WTI managed money Net long 122k lots (uncrowded) COT Aug 18 Neutral

26.2 What Is Happening and Why

FACT: US—Israel strikes on Iran began February 28, 2026, killing Supreme Leader Khamenei in the
opening wave; Iran mined the Strait of Hormuz, which was effectively closed in March. An April 8
ceasefire and the June 17 Islamabad Memorandum both collapsed by July 8; the US naval blockade
was reinstated July 14, and six tanker attacks followed between August 3 and 18, with a further
strike in the last 24 hours of our window (as of Aug 27-28). The correct present-tense description
is a violently contested strait with partial export recovery, not a closed one: Gulf exports have
rebuilt to roughly two-thirds of pre-war levels, Qatar and Kuwait to about 70%, while 8.3 mb/d
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of regional output remains shut in.!

INTERPRETATION (confidence: high): oil absorbed the largest supply disruption since the 1970s
(Brent peaked near $118 in March and $96.80 dated in July, yet trades at $88.33) because four
buffers were spent in sequence. Demand contracted: the IEA now books 2026 world demand at
—1.6 mb/d (Q2 —4.9 mb/d), US products supplied is —3.0% y/y, and China’s crude imports hit
decade lows. Stocks were thrown at the problem: global observed inventories drew 410 mb between
late February and end-July (~2.7 mb/d), and the SPR fell to 289.7 mb with releases still running

(as of wk Aug 21).2 China managed its reserve as a price-capping tool, restocking ~200 kb/d in July
only below $90. And OPEC+ continued its phased unwind (4188 kb/d for August) to the point
where effective spare capacity is ~1.09 mb/d. Note what we do not say: the widely cited 250-300
mb SPR “operational minimum” band appears in press coverage, not in any DOE publication we
can verify: the SPR is very low, not provably at a hard floor.

The products story is tighter than the crude story. FACT: US distillate stocks are 14% below the
five-year average with refineries at 97.4% utilization and retail diesel at $5.652/gal (as of Aug 24).
The marginal driver is Russia: Ukrainian drone attrition has crippled Russian refining to the point
that Russia, until recently a top-3 refiner, is importing gasoline from India, Turkey, and Morocco,

and banned diesel exports on July 8, 2026.> A structural mid-size diesel exporter has left the
market, and sanctions block the parts needed to repair it quickly.

Gas has split into two worlds: Henry Hub at $2.92 with storage 167 Bcef above the five-year average,
against TTF at EUR 68.69 (+~119% y/y) with EU storage 63% full (the lowest for late August
since 2009) after Qatari LNG exports collapsed 96% at the trough (~$24 bn revenue loss). US
liquefaction, capped at ~16.5 Bef/d in Q3 by Freeport maintenance and idle Golden Pass feedgas,
is the binding constraint on an ~8x transatlantic price gap. This is the 2021-22 European crisis
architecture with Qatar, not Russia, as the missing supplier.

In power, PJM’s 2028/29 Base Residual Auction (as of Jul 2026) cleared at the $325/MW-day
FERC price cap across the entire footprint and still procured 6,831 MW less than the reliability
requirement. Yet the independent power producers de-rated hard (CEG —20% YTD at $282,
TLN —19% YTD) after Texas paused ~300 data-center grid interconnections, roughly 20% of
the national pipeline, pending an ERCOT audit due December 2026.# Uranium grinds on: spot
$90.40/1b, term $95.50/1b, Kazatomprom facing sulphuric-acid plant delays, and the Three Mile
Island (Crane) restart pulled forward to 2027 on a $1 bn DOE loan. Coal is the stealth fossil
winner at $139.50/t Newcastle, +27% y/y, on Asian gas-to-coal substitution.

26.3 What Is Priced versus What We Expect

The market prices a normalization glide path: gradual Hormuz de-escalation, the IEA’s +8.3 mb/d
2027 supply rebound, EIA Brent averaging $69 in 2027, Europe scraping through winter (12-month
TTF forecasts near EUR 85), the Al-power trade politically throttled, and uranium contracting
steadily.

We differ in four places. First, FORECAST (confidence: medium): the 2027 loosening is conditional,
not baseline. Both agencies state that their forecasts assume Hormuz restoration; the path also

'Source: IEA Oil Market Report, August 2026. Tier TI1. https://www.iea.org/reports/
oil-market-report-august-2026

2Source: ETA Weekly Petroleum Status Report, week ending Aug 21, 2026 (released Aug 26). Tier T1. https:
//www.eia.gov/petroleum/supply/weekly/

3Source: Reuters/Guardian reporting on the Russian diesel export ban and gasoline imports, July—August 2026.
Tier T3.

4Source: PJM 2028/29 Base Residual Auction results via E&E News and PRNewswire, July 2026; Texas
interconnection pause via BNEF-cited press. Tier T3.
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requires Iranian exports to recover under an active US “economic ostracism” campaign aimed at
Iran’s China channel, and OPEC+ discipline to survive an 8 mb/d supply surge. Three conditions
are being traded as one base case. With buffers substantially thinner, though not gone, a re-
escalation from here clears well above July’s $96.80; against that, a deal (roughly 30% combined
probability on our subjective scenario weights) takes Brent to $62-75 quickly because the shut-in
barrels are latent, not lost. That distribution argues for optionality, not outright length, and we
do not claim the options are cheap: we found no skew or volatility evidence, and after six months
of war upside vol is plausibly already bid. What we can verify is that carry (backwardation) and
positioning (122k lots net long WTI, shorts covering) do not penalize holding the position. Second,
FORECAST (confidence: high): distillate tightness is structural, not cyclical: Russian refining
cannot be rebuilt quickly under sanctions, and winter demand lands on stocks 14% below average.
This is the highest-conviction leg and it survives a crude peace-deal selloff. Third, FORECAST
(confidence: medium): European winter gas risk is underpriced: 63% storage, an impaired Qatar, and
maxed US liquefaction against a forecast strip implying an orderly winter. Fourth, FORECAST
(confidence: medium): the IPP de-rate conflates a Texas political shock with a PJM scarcity fact;
PJM capacity revenue is locked at the cap through 2028/29 regardless of what ERCOT’s audit
concludes.

26.4 Mispricings and Opportunities

These are research hypotheses, not investment advice.

1. Long Dec-2027 Brent optionality versus the $69 consensus (asymmetric). Thesis: the
2027 supply flood is a conditional scenario traded as a base case. Catalyst: failure of the
Iran—Oman corridor talks, a further tanker strike, or Q4 stock draws forcing agencies to cut
the 2027 rebound. Expression: long-dated futures or $90 calls part-funded by $65 puts, sized
as possibly fairly-priced insurance, with backwardation paying the wait. A peace deal is the
funded-put scenario, not a thesis-killer for the structure.

2. Long distillate cracks and distillate-levered US Gulf Coast refiners (undervalued;
highest conviction). Thesis: —14% stocks, 97.4% utilization, and a structurally absent Russian
exporter. Catalyst: winter heating demand on record-low inventories; each additional month
of the Russian diesel export ban.

3. Long Q1-2027 TTF upside (calls struck ~EUR 110+) (asymmetric). Thesis: worst
late-August storage since 2009 with both marginal suppliers constrained. Catalyst: the first
sustained cold snap, or any LNG outage, with storage entering winter below ~75%.

4. Long US LNG infrastructure (Plaquemines expansion, Sempra Port Arthur, Cheniere
brownfield) (structural). Thesis: Qatar’s $24 bn chokepoint failure prices Hormuz risk into
every future offtake negotiation; US molecules carry none, and emergency permitting is com-
pressing timelines. Catalyst: SPA and FID announcements through 2027.

5. Long CEG versus ERCOT-pure IPP exposure (relative value). Thesis: CEG fell ~32%
from its high on a Texas problem it is least exposed to, while its PJM capacity is locked at the
$325/MW-day cap and the TMI restart (2027, $1 bn DOE loan) is accelerating. Catalyst: the
December 2026 ERCOT audit conclusion; TMI milestones; bilateral hyperscaler PPAs replacing
paused interconnections.

6. Uranium term-price convergence (undervalued). Thesis: Kazatomprom acid-plant delays
meet restart and SMR demand stacking uncovered post-2028 utility requirements. Catalyst:
2027 Kazatomprom delivery guidance cuts; the next utility term-contracting cycle pushing term
above $110.

7. Seaborne thermal coal producers (unowned). Thesis: Newcastle +27% y/y with 45 Indian
plants at critically low stocks and no investor positioning. Catalyst: winter Asian gas-to-coal
switching and Indian emergency procurement.
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26.5 Risks

1. Peace shock (the ranking risk). A comprehensive US-Iran settlement releases 84+ mb/d
of latent supply into a demand-destroyed market: Brent $62-75 fast, validating the $69 path.
the counter-case is right that this tail is live: Qatar’s PM was in Tehran and an Iran-Oman
corridor was under discussion in our final data week (single-sourced), and the market fell
through a tanker strike.

2. Demand is worse than believed. China imports at decade lows with EV-driven gasoline
erosion, US products —3.0% y/y, weak Asian import prints in late August; a recession takes
Brent below $70 without any peace deal.

3. Full re-closure is a portfolio risk, not just an energy windfall. Brent $115-145 and
$6+ diesel is bullish this book and recessionary for every other chapter; energy is already a
monetary-policy variable with CPI at 3.4%.

4. OPEC+ discipline collapse into the 2027 rebound, the classic market-share-war setup.

5. Political contagion in power. More states copying the Texas pause, or a political cut to
PJM’s price cap (data centers are ~9% of PJM wholesale costs YTD), extends the IPP de-rate.

6. European winter tail both ways: TTF EUR 120-180 on a cold winter is our upside case
and Europe’s inflation shock; a mild winter with demand rationing kills the trade.

7. Data gaps. JKM level, the Henry Hub strip, rig counts, SPUT flows, and Kazakh compliance
detail were unverified this session; conclusions leaning on them carry wider error bars.

26.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
factual spine survived fully: every key level (SPR 289.7 mb, distillates —14%, utilization 97.4%,
the —1.6 mb/d demand contraction, 8.3 mb/d shut-in, 1.09 mb/d spare, the 410 mb stock draw,
TTF and storage levels) verified against EIA and IEA primary data, and the counter-case confirmed
the central analytical point by finding the conditionality in the source documents themselves: the
IEA states its balances “assume restoration of Strait of Hormuz transit,” and the EIA’s $69 2027
Brent assumes recovery by early 2027.

the counter-case nonetheless corrected the thesis in three material ways, all incorporated above.
First, “buffers exhausted” was overstated: commercial crude is above the five-year average, total
commercial petroleum stocks rose in the latest week, the SPR still holds ~290 mb with no DOE-
published operational floor, and demand destruction replenishes itself on a second spike; the
chapter now says “substantially thinner.” Second, the original headline underweighted the left
tail: de-escalation catalysts were live in the final data week and the market was falling through
a fresh tanker strike; the shut-in 8.3 mb/d is latent supply that returns fast, so the deal scenario
is both quick and large, and the committee view was cut from HIGH to MEDIUM confidence
accordingly. Third, the claim that call skew was “cheap” had no options-pricing evidence behind
it; the trade is restated as buying possibly fairly-priced insurance whose honest supports are carry
and uncrowded positioning, while the distillate leg, fully verified, was promoted to the highest-
conviction expression.

26.7 What Would Change This View

e Verified full Hormuz reopening plus US blockade lift: kill the oil convexity; keep only the
distillate and LNG-infrastructure legs.

o EU gas storage above ~78-80% by November 1: abandon the winter TTF trade.

o OPEC+ accelerating the unwind beyond ~500 kb/d per month into 2027: discipline collapse;
turn bearish across the curve.

e Managed-money net length above ~350k lots in WTI: the convexity is crowded; reduce.
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o Texas pause lifted early or the December audit clearing most projects: rotate the CEG relative
trade back toward ERCOT-levered names.

o Kazatomprom guiding 2027 production up despite acid-plant issues: soften the uranium term-
price call.

e Two consecutive months of global o0il demand printing above pre-war trend: upgrade oil from
asymmetric convexity to outright directional long.
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27 Industrial Metals, Battery Materials, and
Agriculture

Committee view. Copper’s record print (LME cash $14,490/t (as of Aug 27)) rests on a genuinely
broken supply chain (zero benchmark treatment charges, Q2 major-miner output down 3.9%) but
on a contested balance: Jefferies’ ~440kt 2026 deficit stands against credible surplus estimates
of up to ~639kt, and part of the record is a tariff-hoarding artifact (~900kt of US-warehoused
metal invisible to LME tightness metrics). We therefore hold copper as a structural long at
HIGH confidence and a tactical non-chase at LOW confidence, expressed in deferred tenors, with
cheap two-way optionality around the binary Section 232 refined-copper decision. The genuinely
underpriced ideas in the complex sit in agriculture: softs call convexity against a potentially
historic El Nino (NOAA: 69% odds the Oct—Dec peak exceeds +2.5C, the strongest event since
1950) that consensus cocoa and coffee curves still price as mean-reversion lower, and a defined-risk
corn long into the September 11 WASDE: a yield-gap trade, not a weather trade, held at MEDIUM
confidence given the Pro Farmer tour’s documented low bias. The cattle cycle has turned and we
sell rallies with tight stops (roughly half the August break traces to a single policy headline), while
the iron-ore 2027 glut is directionally right but already largely in the forwards. Cobalt, Indonesian
nickel, and ex-China rare earths are policy-administered prices, not market prices, and are sized
accordingly. (confidence: high structural copper / medium ag longs / low-medium iron ore)

27.1 Market Snapshot

Market Level 1M 1Y Asof
Copper, LME cash $14,490/t n/a  ~+45% (as of Aug 27)
Copper, COMEX $6.59/1b +5.0% +46.1%  (as of Aug 28)
COMEX-LME arb <1.5% ($40-200/t) n/a n/a  (as of Aug 27-28)
Aluminum, LME 3M $3,236/t +2.8% +24.0% (as of Aug 27)
Zinc, LME cash / 3M $4,107 / $3,901 19.1%  +38.0% (as of Aug 27-28)
Tin, LME cash $54,950/¢ 10.9% +58.7% (as of Aug 27)
Nickel, LME cash $16,660/t —2.0%  +9.1% (as of Aug 27)
Iron ore 62% CFR $95.68/t —2.7%  —5.9% (as of Aug 27)
US HRC steel $1,173/t —1.7%  4+47.9%  (as of Aug 28)
Lithium carbonate (China) CNY 153,000/t +4.8% +92.1% (as of Aug 28)
Cobalt $56,290/t flat  +68.9% (as of Aug 27)
Neodymium (China) CNY 955,000/t —4.0% 421.6% (as of Aug 28)
CBOT wheat $7.44/bu +12.5% +43.6% (as of Aug 28)
CBOT corn $5.12/bu n/a  +28.7% (as of Aug 28)
CBOT soybeans $12.61/bu +7.0% +21.6% (as of Aug 28)
Sugar #11 18.19 ¢/1b +25.0% +10.4%  (as of Aug 27)
Coffee (arabica) $3.10/1b —88% —20.1% (as of Aug 27)
Cotton 92.33 ¢/Ib +16.1% +42.2%  (as of Aug 28)
Live cattle $220.30/cwt —-32%  —7.0% (as of Aug 27)
Baltic Dry Index 3,107 +16.6% +54.0% (as of Aug 27)

ENSO status: NOAA CPC El Nino Advisory (as of Aug 13), with a >90% chance of a very strong
event and a 69% probability (a three-month RONI value) that the Oct—Dec peak exceeds +2.5C,

stronger than any event since 1950.!

!Source: NOAA CPC ENSO Diagnostic Discussion, Aug 13, 2026. Tier T1. https://www.cpc.ncep.noaa.gov
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27.2 What Is Happening and Why

Copper: broken supply chain, contested balance. FACT: LME cash settled $14,490/t (as of
Aug 27), with the 3M at $14,236, a backwardated curve; COMEX printed an all-time high $6.83/1b
in August and sits at $6.59/1b (as of Aug 28). The September 2025 Grasberg mud-rush removed
a top-3 mine; Q2 2026 major-miner output fell 3.9%; Antofagasta settled zero 2026 processing
charges with a Chinese smelter, and spot TC/RCs are still falling (Mysteel, Aug 18); smelters are

in effect paying miners, unprecedented in the modern market.? INTERPRETATION: the balance
itself is disputed. Jefferies tallies a ~440kt 2026 deficit; a Reuters analyst consensus (Aug 25)
had projected a 2026 surplus, Crux Investor (Aug 28) flags up to ~639kt of surplus risk, and
Commerzbank says the market only recently slipped into deficit. What is not disputed: the US
has hoarded roughly 900kt of refined copper (Goldman, May 31; record ~650kt on COMEX) ahead
of the June 30 Section 232 finalization that ultimately excluded refined metal, so ex-US tightness

is partly artificial and the COMEX-LME arb has compressed to under 1.5% (as of Aug 27-28).3

Agriculture: a supply-risk regime for the first time since 2022. The Aug 12 WASDE
cut corn ending stocks to 1.7bn bu (stocks/use 10.4%) at a 180.7 bu/ac yield, while the Pro
Farmer tour measured 173.2 (as of late Aug); crop conditions are 57% good/excellent and falling,

export commitments are +26% y/y, and China’s corn imports are +61% y/y Jan-Jul.* Wheat
sits at a three-year high $7.44/bu (as of Aug 28) after USDA cut both Russian and Ukrainian export
forecasts on escalated Sea of Azov / Black Sea combat. China is booking US new-crop soybeans
(333kt announced Aug 26) ahead of the Xi visit to Washington on September 24. Layered on top
is the El Nino advisory: an extreme-magnitude event threatens Brazil’s Sept—Oct coffee flowering,
India/Thailand cane (India’s weakest monsoon in roughly two decades is already lifting cotton and
sugar), West African cocoa, and Australian wheat (2027-crop risks). Note the sign convention the
counter-case forced on us: a strong El Nino is typically benign-to-bullish for supply in US Midwest
and South American row crops; the El Nino trade belongs to the softs, not to corn.

Battery materials and rare earths: policy is the price. Lithium carbonate has nearly
doubled y/y to CNY 153,000/t (as of Aug 28) on Chinese anti-involution supply discipline plus
a stationary-storage boom now growing faster than EV demand (Ganfeng reports orders booked
through 2027). But the discipline is leaking: CATL’s Jianxiawo mine has cleared permits to resume
and Australian restarts (Bald Hill, Finniss) are returning; sell-side has pushed the structural deficit
t0 2030. Cobalt at $56,290/t (as of Aug 27), +69% y/y, is purely the DRC quota-and-strategic-reserve
regime, with ARECOMS openly threatening further cuts (Fastmarkets, Aug 12). Rare earths are
a two-price world: China’s domestic index near two-year highs, while ex-China NdPr slipped below

the $110/kg DoD floor on oversupply (as of Aug 21): the opposite of the Western scarcity narrative.?

Cattle: the cycle has turned, with an asterisk. Live cattle are —15% from June’s all-time
high $257.96, at $220.30/cwt (as of Aug 27); feeders peaked in October 2025. USDA lowered 2026
27 cattle price forecasts, Tyson is closing or selling three beef plants, and the Mexican border
reopened Aug 24 (Douglas, AZ only). The asterisk: roughly half the August break traces to the
administration’s Aug 21 announced deal to cut ground-beef prices ~25%, cash markets firmed into
Aug 27, and early-cycle heifer retention historically tightens fed supply near term. Retail beef is
still +10.6% y/y at records; futures lead the meat case, but the tape is headline-sensitive.

Demand checks are firm, not recessionary. Baltic Dry 3,107 (as of Aug 27), +54% y/y (typhoon-

2Source: Jefferies via news aggregation, Aug 16-17, 2026 (deficit, output); Mining.com, Dec 19, 2025 (zero TCs).
Tier T2-T3.
3Source: Goldman Sachs via TradingKey, May 31 / Jun 26, 2026; CNBC, Aug 14, 2026. Tier T2-T3.

4Source: USDA WASDE-674, Aug 12, 2026. Tier T1. https://www.usda.gov/oce/commodity/wasde

5Source: Benchmark Mineral Intelligence, Aug 21, 2026 (ex-China NdPr); Fastmarkets, Aug 12, 2026 (ARE-
COMS). Tier T2.
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polluted but inconsistent with a goods recession); US HRC +48% y/y behind tariffs; tin +59% y/y
on Al-server solder demand and a 40%+ collapse in Indonesian refined exports; zinc at four-year
highs with ~$200 cash-3M backwardation but rising Chinese inventories: a squeeze signature, not
a demand signature.

27.3 What Is Priced versus What We Expect

Priced: copper scarcity (records), Grasberg, zero TCs; the Black Sea wheat premium (+12.5% in
a month); lithium’s recovery; cobalt quotas; Brazil’s record ~75M-bag coffee crop; the cattle peak
(futures —15% since June); tariff-protected US steel; and, per the audit, most of the 2027 iron-ore
glut, after BMI’s Aug 19 forecast cut and July’s Simandou-driven selloff left spot at $95.68 (as of
Aug 27) with twelve-month models near $92.

Not fully priced, in the committee’s view: (1) historic-magnitude El Nino risk in the softs:
a verified 69% probability of the strongest event since 1950 while cocoa and coffee twelve-month
consensus still points down and coffee trades —20% y/y against 26-year-low ICE certified stocks;
(2) the corn yield gap, though tempered: the Pro Farmer tour historically runs several bu/ac
below USDA’s final (2023: tour 172.0 vs final 177.3), so the realistic September landing zone is
~176-178 bu/ac and ending stocks ~1.3-1.5bn bu (tight, supportive, but not the 6% stocks/use tail
scenario); (3) the US copper hoard as a latent two-way shock: ~900kt that either re-exports
(permanent refined exclusion; ex-US squeeze deflates) or gets locked in behind a surprise inclusion
(COMEX +10-15% overnight); volatility around this binary looks cheap; (4) the divergence
between ex-China rare-earth equities and the merchant price: Western magnet-chain
equities price scarcity while the ex-China NdPr signal deflates below the DoD floor.

27.4 Mispricings and Opportunities

Research hypotheses, not investment advice.

1. CBOT corn, Dec-26/Mar-27: long, defined risk. (confidence: medium) Thesis: a 7.5 bu/ac
tour-vs-USDA gap on an already-10.4% stocks/use, with conditions falling and China importing.
Corrected for the tour’s low bias, base case is a cut toward 176-178 bu/ac; supportive, not
explosive. Downside is anchored near the $4.50 farm price. Catalyst: the September 11 WASDE
with first objective-yield data. Expression: futures or call spreads with risk defined into the
report. This is a yield-gap trade, not an El Nino trade.

2. Sugar #11 and arabica coffee: long convexity via calls. (confidence: medium, payoff
skew is the point) Thesis: 69% odds of a historic El Nino against consensus curves pricing mean-
reversion lower; coffee’s record-crop narrative is fully priced while certified stocks sit near
26-year lows; Brazil’s 32% ethanol blend already diverts cane. Catalyst: CPC’s September—
November updates confirming a >+42.5C event; a Brazil Sept—Oct coffee-flowering failure.
Expression: out-of-the-money calls, premium-defined.

3. Copper: structurally long, tactically hedged, plus arb optionality. (confidence: high
structural / low tactical) Thesis: broken smelter economics and a multi-year concentrate problem
argue for owning dips on a 3-10 year horizon, but at records, with a contested 2026 balance
and a 900kt hoard overhead, spot-chasing is poor risk/reward. Catalyst for the optionality
leg: the final administration ruling on refined-copper inclusion under Section 232. Expression:
deferred futures or producer equity for the structural leg; two-way COMEX-LME arb volatility
structures around the tariff binary.

4. Live and feeder cattle: sell rallies, tight stops. (confidence: medium) Thesis: the cycle
peaked in June 2026; packer rationalization, USDA’s lowered 2027 price path, and border
normalization point down, but half the August break was one policy headline, and heifer
retention can squeeze fed supply first. Catalyst: expansion of Mexican import ports beyond
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Douglas, AZ and rising placements through Q4-26. Expression: sell futures rallies with stops
above the cash market; a US screwworm detection is the defined exit.

5. Iron ore 2027: residual short only. (confidence: low-medium) Thesis: Simandou’s ramp
toward ~60Mt/yr into structurally declining Chinese steel output, with Beijing weaponizing
CMRG monopsony against Rio Tinto. The audit’s correction stands: this is consensus and
largely in the forwards. The residual edge is Simandou over-delivery versus what forwards
embed. Catalyst: ramp milestones through H1-2027. Expression: small short in SGX 2027
forwards, ideally paired long copper.

6. Ex-China rare-earth equities versus merchant NdPr: fade the scarcity premium.
(confidence: medium) Thesis: the mispricing is in equities, not the metal; floor-protected
incumbents are insulated but merchant-exposed juniors are not, while ex-China NdPr sits
below $110/kg. Catalyst: Benchmark’s ex-China indices making the sub-floor price visible
quarter after quarter. Expression: relative-value short in merchant-exposed names against
floor-protected producers.

27.5 Risks

1. Global manufacturing downturn hitting base metals from record levels: copper most
exposed; the BDI counter-signal is typhoon-polluted.

2. Copper tariff whiplash: surprise inclusion or definitive exclusion of refined metal violently
reprices the arb and releases or locks the ~900kt US hoard (both directions live).

3. September WASDE at or above 180 bu/ac, breaking the grain complex and the corn
long.

4. El Nino underdelivery (~31% chance the event is not historic); softs convexity bleeds carry
against down-sloping consensus curves.

5. Stroke-of-pen reversals: DRC cobalt quota expansion, Indonesian nickel/tin quota relax-
ation, or Chinese anti-involution discipline abandoned for stimulus volume.

6. Black Sea ceasefire evaporating the wheat premium; escalation closing Novorossiysk instead
adds $1-2/bu.

7. Screwworm detection in the US re-closing the border and re-spiking cattle, which kills the
short-cattle thesis.

8. China’s CMRG monopsony and strategic stockpiles deployed to cap any metal Beijing
deems too expensive.

27.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
data hygiene survived intact: every key level was re-verified against primary sources (Westmet-
all’s $14,490 LME cash settle; the NOAA advisory’s 69%/+2.5C language verbatim, with the
clarification that 69% is a three-month RONI value; Pro Farmer’s 173.2; cattle —15%; iron ore
$95.68). Four interpretive claims were contested and are corrected in this chapter. First, copper’s
record is not cleanly “fundamentally justified”: the Jefferies ~440kt deficit is one house against
live surplus calls (Reuters consensus poll Aug 25; Crux’s 639kt surplus risk; TD Securities and
Commerzbank), and tariff hoarding did real work in the price; the chapter therefore carries copper
at HIGH-structural /LOW-tactical, not as a settled deficit story. Second, the corn asymmetry was
cut from MEDIUM-HIGH to MEDIUM: the Pro Farmer tour has a documented low bias against
final yields (2022 and 2023 both resolved 5+ bu/ac above the tour), so the base case is ~176-178
bu/ac, tight but not the tail. Third, the cattle break was partly a policy shock the original working
notes omitted (the Aug 21 beef-price announcement), so the short is rally-selling with tight stops,
not a chase. Fourth, the iron-ore short was demoted from “actionable new trade” to a consensus
view already largely in forwards.
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the counter-case also forced a structural correction the committee has adopted throughout: the El
Nino thesis was being bundled with corn, but a strong El Nino is typically supply-bullish for South
American row crops and benign for the US Midwest, so the weather convexity belongs exclusively
to the softs, and corn stands or falls on the September yield print. The two ideas that emerged
from the audit strengthened are the softs convexity (the 69% probability is verified T1 against
consensus curves still pointing down) and the copper arb/hoard optionality.

27.7 What Would Change This View

o September 11 WASDE corn yield at or above 180 bu/ac — exit the corn long.

o CPC September/October diagnostics cutting historic-El-Nino odds below ~40% — cut softs
convexity positions.

e Refined copper formally added to Section 232 — tactical caution wrong; COMEX longs win,
arb optionality pays on the inclusion leg.

e LME copper stocks resuming draws below ~150kt with the US hoard static — drop tactical
hedges, add structural length.

e Screwworm detected in the US, or Mexican border re-closure — exit cattle shorts immediately.

e Simandou ramp slipping past mid-2027, or aggressive Chinese ore restocking — close the iron-
ore short leg.

e CATL re-suspending Jianxiawo or fresh Chinese lithium quota cuts — lithium upside reopens
beyond CNY 170k.

e Black Sea grain-corridor ceasefire — wheat war premium unwinds; stand aside in wheat.
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28 Foreign Exchange and the Dollar Cycle

Committee view. The dollar’s “explosive” H1-2026 squeeze rally has failed on the tape (DXY
printed a three-month low of 98.96 on August 25 and sits near 99, capped by a declining 200-day
moving average (as of Aug 27-28)), and the committee expects renewed dollar weakness into year-
end at (confidence: medium) conviction, downgraded from HIGH after review. The bear case rests
on what survived that audit: speculators are net long dollars against every G10 major (the 2025
short-dollar crowd is fully flushed), pension hedge ratios were cut in July and can re-arm reflexively,
and reserve diversification into gold, now the world’s largest official reserve asset having overtaken
Treasuries, is structural. What did not survive is the claim that a Fed-independence discount
already dominates rate differentials: the August 2627 tape saw hike bets rise and DXY hit an
eight-day high after hot headline PCE, proving rate differentials still function. The single largest
near-term event, Chair Warsh’s debut Jackson Hole keynote (August 28, 10:00 ET), was pending
at this report’s data cutoff, and every view below carries that caveat.

28.1 Market Snapshot

Instrument Level As-of Note

DXY 99.0-99.2 (as of Aug 27-28) 3-mo low 98.96 Aug 25; 8-day high Aug 27 post-PCE;
below declining 200-DMA

EUR/USD 1.1645 (as of Aug 27-28) Highest since May 2025 near 1.17 on Aug 24

USD/JPY 159.3 (as of Aug 27-28) 40-yr yen low near 163 early Aug; joint intervention

Aug 1-3 hit 155
GBP/USD  1.358-1.359  (as of Aug 27-28) 6-mo high 1.3675 Aug 24

USD/CNY 6.737 (as of Aug 27-28) Strongest since Jan 2023; PBOC fixes about 6.784,
braking appreciation

USD/CAD 1.3858 (as of Aug 28) Specs short CAD 158k contracts, extreme (about 44%
of OI)

USD/MXN 16.97 (as of Aug 28) Crowded long: specs +79k, record CME volumes

USD/BRL 5.15 (as of Aug 28) Oct 4 election vol building; Selic 14.00%

Fed funds 3.50-3.75% (as of Aug 28) Held all 2026; Sept 15-16 hike odds about 34-44%

ECB deposit  2.25% (as of Aug 28) Hiked +25bp mid-June 2026; about 87% priced for
Sept 10 (contested)

BOJ rate 1.00% (as of Aug 28) Sept 17-18 hike 75-87% priced

CFTC COT  USD net long (as of Aug 18) EUR —59k, JPY —53k, GBP —55k, CAD —158k,
AUD —44k; MXN +79k

28.2 What Is Happening and Why

FACT: after the large 2025 decline, the dollar staged what HSBC called an “explosive” H1-2026
rally, one of the year’s biggest pain trades, and that rally has fully faded. DXY at 99 cannot
hold above its falling 200-DMA even though the FOMC is debating hikes: July headline PCE
printed 3.7% y/y (as of Aug 26), September hike odds sit at roughly 34-44%, and better than 70%
cumulative odds of a hike by December are priced. Critically, core PCE ran 3.3% y/y (a fourth
consecutive month at 3.3%, in line with forecasts), so the hawkish impulse is mostly a headline
phenomenon, softer than the surface print suggests.

Three forces explain why hawkish repricing has not durably lifted the dollar. First, an institutional
risk premium (confidence: high on the facts, medium on the fr transmission): Kevin Warsh, sworn in
as Fed Chair on May 22, 2026, faces documented pressure (Trump “has called Warsh repeatedly”
per the WSJ, a renewed push to remove Governor Cook, and Treasury encroachment on the Fed’s
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turf), while the July 29 hold drew three dissents for a hike.! INTERPRETATION: this discount is
real but, per the audit, it coexists with, rather than dominates, rate differentials. Second, a fiscal
overhang: debt crossed $40.07T on August 26, the FY26 deficit tracks $2.0-2.1T, and Treasury
doubled its long-end liquidity buybacks; SocGen offers the alternative read that Treasury policy
itself keeps the dollar “weaker than fundamentals warrant.” Third, reserve diversification: the ECB
confirmed in June that gold overtook US Treasuries as the world’s largest official reserve asset, the
USD share of allocated reserves hit a 31-year low in the Q4-2025 COFER release (ticking up in

the latest data), and 45% of surveyed central banks plan record gold purchases.?

The yen is the system’s pressure valve. USD/JPY touched a 40-year yen low near 163 in early
August, forcing a rare joint US-Japan intervention (about $53bn announced; $73-96bn estimated

total) that bought only 163 — 155 — 159 within three weeks.> The BOJ held at 1.00% on
July 31 with a September 17-18 hike priced at 75-87%, while PM Takaichi’s fiscal expansion has
pushed long JGB yields to multi-decade highs (10y 2.945%, highest since 1996). The yuan is
the quiet regime change: USD/CNY 6.737 is the strongest since January 2023, and the PBOC is
now braking appreciation, with fixes set roughly 6004 pips weak of market estimates: the mirror
image of its 202324 defense. A managed-stronger CNY lifts the whole Asia complex (KRW 1,382,
an 1l-month high; TWD near 31.8) and ends China’s export-deflation subsidy to US inflation.
Meanwhile Europe is tightening while America argues: the ECB hiked to a 2.25% deposit rate in
mid-June, its first hike of this era, with Schnabel signaling more and the council discussing “mildly
restrictive” policy.

28.3 What Is Priced versus What We Expect

Priced (as of Aug 27-28): September FOMC roughly 34-44% hike, zero 2026 cuts, over 70%
cumulative hike odds by December; BOJ September hike 75-87%; a further ECB move about
87% priced for September 10 (contested); BofA’s USD/JPY year-end target of 149; CAD priced
for tariff damage via an extreme 158k-contract short; MXN priced for USMCA continuity.

What we expect (FORECAST): the dollar bear trend resumes into year-end (confidence: medium,),
not because rate differentials are dead (the post-PCE tape disproved that) but because positioning
is asymmetric: with specs net long dollars against every major, hedge ratios disarmed, and the
200-DMA capping rallies, the path of most pain remains dollar-down once the hawkish repricing

exhausts.* On the yen, we expect the BOJ to deliver in September (confidence: medium-high on
the hike itself) but treat the FX inflection as conditional: an 80%-priced hike that still leaves spot
at 159 implies sell-the-fact risk (MUFG explicitly skews yen risk weaker despite the odds), so
the turn requires either hawkish guidance beyond one 25bp move or US rate expectations rolling
over; history (1998, 2022) says intervention-plus-hike marks a durable turn only when the US side
turns too. On the euro, we expect the ECB to out-hawk residual skepticism (confidence: medium),
grinding EUR/USD toward 1.20 over 6-12 months. On CAD, we judge the record short wrong-
footed against a record C$8.84bn current-account surplus (as of Aug 27) and a hawkish-leaning BoC
(confidence: medium,).

1Source: WSJ, Aug 5, 2026; Bloomberg and CNBC, Aug 5-12, 2026. Tier T3.

2Source: FT/ECB, Jun 2, 2026; Wolf Street COFER series, Mar 28, 2026, https://wolfstreet.com/?s=COFER;
WGC survey, Jun 15-16, 2026. Tier T1/T3.
3Source: Japan Times, Aug 6, 2026; Reuters, Jul 30-Aug 3, 2026. Tier T3.

4Source: CFTC Commitments of Traders, Aug 18, 2026, https://www.cftc.gov/dea/futures/deacmest .htm.
Tier T1. Pension hedge-cutting: Reuters, Jul 13, 2026. Tier T3.
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28.4 Mispricings and Opportunities

Research hypotheses, not advice; each requires its catalyst to reprice.

1.

Short USD/JPY, 159-162 entry zone: conditional, not unconditional. Bearish on
the pair. Thesis: the yen is the cheapest major in decades (REER near multi-decade lows; PPP
gap estimated 40-50%, flagged MEDIUM-LOW confidence), both governments have spent an
estimated $73-96bn defending it, and a crowded carry complex (speculative yen shorts above 2
trillion yen, indicative) supplies convex unwind fuel toward 145-150. CATALYST: a September
17-18 BOJ hike with hawkish guidance beyond 25bp, or a rollover in US rate expectations; the
hike alone is likely sold-the-fact at 75-87% priced. Expression: spot or options short with stop
discipline above the 163-165 intervention zone; BOJ under-delivery plus a Fed hike is a live
path to 165-170, not a tail.

. Long CAD versus USD (or versus MXN). Bullish CAD. Thesis: an extreme —158k

spec short (about 44% of open interest) collides with a record current-account surplus, firm oil
(Brent $88.33 (as of Aug 28)), and a BoC looking through tariff inflation. CATALYST: USMCA-
review de-escalation or continued data beats forcing the short to cover toward 1.35-1.36. The
CAD/MXN cross doubles the positioning asymmetry.

USD/MXN topside optionality at 16.97. Bearish MXN on crowding. Thesis: the peso
is the consensus EM long, with +79k spec longs, record CME volumes, and the richest EM
REER (estimate, flagged), while 2026 growth was cut to 1.2%. CATALYST: Q4-2026 USMCA
review brinkmanship; a BOJ-triggered carry unwind hits the same position. Cheap topside
optionality is the asymmetric expression.

. Long EUR/USD toward 1.20. Bullish EUR. Thesis: a central bank that has already

hiked and signals more, against a Fed that cannot cut and cannot hike freely under political
pressure; the euro remains modestly cheap on PPP (estimate). CATALYST: the September 10
and October ECB meetings out-hawking pricing; invalidation below 1.1450.

Fade broad-dollar rallies into 101-102 (200-DMA zone). Bearish USD structurally.
Thesis: hedge-ratio re-arming by foreign pensions is the slow-burn reflexive seller, and gold-for-
Treasuries reserve substitution raises the structural risk premium. CATALYST: the next dollar
downleg mechanically forcing hedge ratios back up; any Warsh accommodation of political
pressure converts the independence discount into active selling.

28.5 Risks

Ranked by expected impact on the committee view:

1.

Warsh’s Jackson Hole debut (pending at cutoff). A credibility-restoring hawkish keynote
that holds DXY above 101-102 for weeks suspends the structural bear call; positioning is dollar-
long versus majors, but fast money in EUR and JPY crosses remains short dollars, so DXY
102+ is achievable quickly.

. Rate differentials simply win (elevated post-audit). If sticky inflation forces two actual

hikes to 4.00-4.25%, differentials overwhelm the credibility discount; the August 26-27 tape
showed this channel is alive.

BOJ under-delivery / sell-the-fact. A skipped or dovish September (16-25% priced) under
Takaichi’s fiscal pressure gaps USD/JPY toward 165-170; even a delivered hike can be sold
with 75-87% already priced.

Carry-unwind contagion hits the wrong legs. A violent yen squeeze initially sells
everything funded in JPY and CHF (MXN, BRL, even EUR), temporarily strengthening the
broad dollar, as in August 2024.

. Iran re-escalation. An oil spike bids the dollar and CHF and hits INR, TRY, and IDR; the

contested strait remains Asia FX’s biggest wildcard.
PBOC reversal. Export-deflation politics flipping Beijing to defending 6.85-6.90 reverses the
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entire Asia-FX appreciation leg.
7. Data caveats. Exact latest COFER share, CIPS and petroyuan volumes, and BIS REER
levels are unverified this cycle; the valuation table rests on model estimates.

28.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of a verdict of WEAKENED. The data
spot-check passed in full: every key level (USD/JPY 159.33, USD/CNY 6.737 with the braking fix
confirmed at about 633 pips weak of market, CAD 1.3858, MXN 16.97, the CFTC COT figures to
the contract, BOJ odds, and the intervention path to 155) verified against primary sources. Two
substantive corrections landed. First, the working notes’s central mechanism claim, that “hike
odds up, dollar down” proves an independence discount now dominates rate differentials, failed its
own freshest test: the DXY three-month low printed August 25, before the PCE release, and on

August 26-27 the dollar rose to an eight-day high as hike bets climbed.® The claimed regime rested
on a cherry-picked two-day window. Second, the hawkish surprise was overstated: core PCE was
in line (3.3% y/y, a fourth straight month), so the impulse is mostly headline. the counter-case also
flagged the yen call: with a hike 75-87% priced and spot still 159, the trade carries sell-the-fact
risk (MUFG skews yen weaker despite the odds), and coordinated interventions in 1998 and 2022

marked durable turns only once US rate expectations rolled over.® Finally, it noted the original
HIGH-confidence call was finalized hours before an unresolved Warsh keynote.

The committee view above incorporates all of this: the dollar-bear call is stated at MEDIUM,
not HIGH, and rests on the audit-surviving pillars (positioning, hedge-flow asymmetry, sub-200-
DMA price action, gold-led reserve diversification) rather than the refuted dominance claim; short
USD/JPY is presented as a conditional trade requiring hawkish guidance or a US rate rollover,
not the “best 12-month risk/reward”; and the Jackson Hole caveat is carried explicitly. The yuan,
positioning, and intervention facts stand as reported.

28.7 What Would Change This View

o Warsh delivers an aggressively hawkish, credibility-restoring debut and DXY sustains above
101-102 (the 200-DMA zone) for 24+ weeks — suspend the structural bear call entirely.

o The BOJ skips September with dovish guidance — exit the short-USD/JPY hypothesis; the
pair belongs above 165.

o Core PCE prints 4%+ and the Fed hikes twice (to 4.00-4.25%) — rate differentials overwhelm
the independence discount; the committee’s MEDIUM tilt flips neutral-to-dollar-positive.

o IMF COFER shows the USD share rising for two consecutive quarters while central-bank gold
buying stalls — the reserve-diversification leg is dead.

o The PBOC re-fixes USD/CNY above 6.85 — the Asia-FX appreciation thesis reverses.

o CFTC specs flip to large net-short dollar (EUR net long above +100k) with DXY still near
99 — squeeze fuel exhausted; dollar-bearishness becomes the crowded side and the fade-rallies
framework inverts.

5Source: TradingView/Yahoo Finance market wraps, Aug 27, 2026 (“Sticky U.S. Inflation Fuels Rate-Hike Bets,
Dollar Index Hits Eight-Day High”). Tier T3.

5Source: MUFG FX commentary, Aug 24, 2026. Tier T2.
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29 Digital Assets

Committee view. The four-year cycle happened on schedule but at reduced amplitude: Bitcoin
topped at $126,080 on October 6, 2025, drew down 53% to a June 2026 trough near $59k, and now
trades at $79,597 (as of Aug 28) on an 8-day, $2.8B spot-ETF inflow streak and a debasement-trade
macro bid (gold $4,570-4,630, dollar near multi-month lows). We assess the market as being in
a bottoming process, not a confirmed bottom: we put roughly 45-55% odds on the June trough
being the cycle low (a coin-flip, not a base case) because our own capitulation framework (VanEck,
8 of 12 signals) explicitly says the bottom is unconfirmed, and prior cycle troughs arrived 12-13
months after the top, which points to a Q4-2026 low window rather than an 8-month June trough.
Positioning follows from asymmetry, not conviction: crypto beta via spot/ETF vehicles with
invalidation below $69k, never via leveraged treasury equities; a rotation tilt toward ETH (staking-
yield ETFs live, ratio off multiyear lows) and SOL (ecosystem revenue at 29-week highs against
a price 64% below its ATH); and the regulated stablecoin/tokenization build-out underwritten as
infrastructure, while noting that aggregate stablecoin supply ($290-310B) is flat-to-down from its
$315B+ early-2026 peak, so the theme is regulatory rails, not supply growth. The single largest
internal risk is the leveraged digital-asset-treasury (DAT) complex, which has shed roughly $80B
of value as its business model unwinds. (confidence: medium)

29.1 Market Snapshot

Metric Level As-of Read
BTC spot $79,597 Aug 28 Neutral
BTC vs ATH $126,080 (Oct 6, 2025) —36.9% Aug 28 n/a
2026 bear trough ~$59k (June); —53% June 2026 n/a
BTC dominance 57.8% Aug 28 n/a
ETH spot / vs ATH $4,946 $2,485 / —49.8% Aug 28 Bullish
ETH/BTC ratio ~0.0312, golden cross Aug 28 Bullish
SOL spot $106.83; +19.8% 7d Aug 28 Bullish
US spot BTC ETF net assets ~$98.6B Aug 25 n/a
Aug ETF inflow streak ~$2.8-3B over 8 days Aug 27 Bullish
H1 2026 ETF flows ~$8.9B outflow bleed Jul 5 n/a
MSTR $137.40; mNAV < 1 Aug 27 Bearish
Stablecoin supply $290-310B; below $315B+ Aug 28 Neutral

peak
Tokenized Treasuries / total RWA >$10.8B / ~$36B Aug 14 / Jul 31 Bullish
DeFi TVL ~$83B, recovering Aug 21 Neutral
BTC difficulty adjustment —19.9% (2nd-largest ever)  Jul 31 mixed
Gold (macro anchor) $4,570-4,630; ATH $5,405 Aug 27-28 n/a

Jan 29

29.2 What Is Happening and Why

The cycle held; only its amplitude shrank. FACT: BTC topped October 6, 2025 at
$126,080, entered a 2026 bear, printed its worst week in early June with a trough near $59k,

and broke below its 200-week moving average in August for the first time since 2022.! This is
the fourth consecutive post-halving-year bear (2014, 2018, 2022, 2026). INTERPRETATION:
institutionalization changed the drawdown’s depth, 53% versus 77% (2022) and 84% (2018), but

!Source: CoinGecko price data (fetched Aug 28, 2026), Tier T1/T2; trough and 200-week-MA break via Bitcoin
News (Jun 5, 2026) and Tier T3 reporting (Aug 17, 2026). https://www.coingecko.com/en/coins/bitcoin
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not its timing. ETF and corporate-treasury demand did not prevent the bear; it made the bear
shallower. (confidence: high)

The recovery is flow-driven and macro-driven, not halving-driven. From a mid-August
retest near $69-70k, BTC rallied roughly 15% in two weeks on three engines: (a) the debasement
trade: gold at three-month highs above $4,570 (still ~15% below its $5,405 January 29 ATH after
the July washout to $3,994), the dollar near multi-month lows after Treasury Secretary Bessent’s
bond-market maneuver, and ~$7B into BTC-plus-gold funds in five days; (b) an 8-day, ~$2.8B
spot-ETF inflow streak, the strongest week since October 2025, with IBIT taking 69-90% of daily
flows, after an $8.9B H1 outflow bleed; and (c) a record short-liquidation squeeze, with the weekly

surge (roughly $14.8k) the largest in BTC’s history.? INTERPRETATION: the marginal buyer is
now a macro allocator hedging the dollar, not a halving-cycle native; BTC’s path is chained to the
debasement macro, and a rally built partly on short-covering is fragile as that fuel fades. All of
this sits under one caveat that binds every macro view in this report: Chair Warsh’s first Jackson
Hole keynote (August 28, 10:00 ET) was pending at our data cutoff. (confidence: high) on the facts;
(confidence: medium) on durability.

The leveraged-treasury flywheel went into reverse; read Strategy precisely. FACT:
Strategy (MSTR) made repeated ~1,638-BTC (~$100-110M) disposals through August, built a
multi-billion-dollar cash reserve, prioritized STRC preferred credit over common, raised $2.01B in
equity without buying bitcoin (Aug 24-25), and saw mNAV crack below 1.0, with MSCI index-
deletion risk flagged. FACT, equally: its net leverage is near zero, the cash cushion was built
explicitly so it never has to sell into weakness, and the disposals total roughly 0.2% of its ~840k-

BTC holdings.> INTERPRETATION: Strategy itself is de-risking, not distressed. The systemic
problem is the broader DAT complex: roughly $80B of sector value destroyed as the issue-paper-
to-buy-coins model unwinds, Metaplanet having drawn 83% of a $500M credit line against 43,000

BTC, and sector premiums unrecovered even at BTC $80k.* The 202425 reflexive bid is a reflexive
ask at the margin, and it caps rally convexity. (confidence: high)

Regulation is bifurcated. Stablecoins are being built: GENIUS Act issuer rules were proposed
August 17 (60-day comment; OCC targets final rules around November 2026; the FDIC has ruled
out deposit insurance; Tether gets a ~two-year offshore compliance runway). Market structure
is stuck: the CLARITY Act faces a September 15 Senate vote with priced odds collapsed from
~82% to under 20%; the SEC’s custody-rule overhaul is at the White House; the DOL 401 (k)
rule has stalled. Meanwhile mining is in genuine distress: the July 31 difficulty adjustment of
—19.9% was the second-largest negative print ever, driven by hashprice compression and AI/HPC
capital outbidding miners for power. Miner capitulation is a classic bottom ingredient; it is also a
distressed-supply source below $70k. (confidence: high)

29.3 What Is Priced versus What We Expect

Priced in (as of Aug 28): a confirmed-or-near cycle bottom (spot +35% off the low); continued ETF
inflows; the debasement macro; CLARITY failure on September 15 (<20% odds); Hyperliquid US-
legalization hopes (HYPE $84.80 near highs); the ETH rotation beginning; and Strategy muddling
through at mNAV ~1.

Where we differ:

2Source: Cointelegraph, CryptoSlate, The Block ETF-flow and debasement-trade reporting, Aug 24-28, 2026.
Tier T3.

3Source: The Block (Aug 24, 2026), Fortune (Aug 10, 2026), CoinDesk (Aug 24-26, 2026) on Strategy sales, the
$2.01B raise, and near-zero net leverage. Tier T3.

4Source: Financial Times, “Bitcoin treasury companies shed $80bn in value,” Aug 27, 2026; CryptoSlate on
Metaplanet’s credit line, Aug 13, 2026. Tier T3.
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FORECAST (confidence: medium): the market treats the June low as done; we price it at 45—
55%. The retest scenario ($59k again, VanEck’s $53.5k zone below) is closer to a coin-flip than
a tail, because cycle base rates (troughs 12-13 months post-top in 2018 and 2022) point to an
October—December 2026 window and the August surge was partly short-covering.
FORECAST (confidence: high): consensus still models Saylor as a perpetual bid; the verified
2026 record shows a company managing its credit stack, selling into strength when needed.
Whatever the label, de-risking or distress, MSTR common is structurally inferior to spot
exposure, and DAT-complex supply caps upside convexity.

FORECAST (confidence: medium): ETH outperforms BTC over 6-12 months. Staking yield is
live inside US ETF wrappers (Fidelity’s FETH pays quarterly staking distributions), BitMine
holds 5.82M ETH (~4.8% of supply) and is still buying, the Glamsterdam fork is in testing,
and the ratio has printed a golden cross off multiyear lows.

FORECAST (confidence: medium): the stablecoin/tokenization build-out is the domain’s most
durable theme, but as regulatory infrastructure rather than supply growth. Aggregate supply
is flat-to-down versus the $315B+ early-2026 peak; the step-function catalyst is GENIUS
finalization (~November) opening bank and fintech issuance, alongside tokenized Treasuries
above $10.8B and RWA deposits in DeFi tripling to $7.4B through the bear.
INTERPRETATION (confidence: high): altcoin ETF access does not equal repricing. Seven spot
XRP ETFs and $1.4-1.5B of inflows left XRP near $1.00. Access changes structure (custody,
distribution), not demand.

29.4 Mispricings and Opportunities

Research hypotheses, not advice; each requires its stated catalyst.

1.

BTC spot/ETF asymmetry at ~$80k (asymmetric, constructive). Thesis: a post-
capitulation on-chain state (8/12 VanEck signals, sub-200-week-MA flush, miner capitulation)
plus restored structural ETF demand and the debasement macro, against defined invalidation
at $69k and $59k. We size for a bottoming process, not a confirmed bottom. CATALYST:
Fed easing into fiscal dominance, confirmed Strategic Bitcoin Reserve purchases, or surprise
CLARITY passage. Expression: spot/ETF with risk defined below $69k; Bernstein’s late-2026
target of $125k anchors the bull case.

MSTR common versus long spot BTC (relative-value short leg). Thesis: at mNAV < 1,
with equity raises that no longer buy bitcoin and MSCI deletion risk, MSTR is a funding-cost
claim on BTC, not a levered call on it, even granting the audit’s point that the balance sheet
itself is de-risked. CATALYST: MSCI index decision; STRC coverage math on a BTC break
below $70k. Risk: violent squeezes on any Saylor re-pivot (+11.5% on Aug 27 alone); Strategy
has stated accumulation resumes this year, which would kill the trade (see falsifiers).

Long ETH/BTC ratio (undervalued). Thesis: ratio ~0.031 off multiyear lows with a
confirmed trend change; staking ETFs give ETH a regulated income stream BTC cannot match;
a 5%-of-supply corporate accumulator persists; tokenization flows land disproportionately
on Ethereum rails. CATALYST: staking-ETF AUM growth, Glamsterdam, tokenized-fund
launches. Invalidation: ratio below its 2026 lows.

Long SOL on the revenue-price divergence (undervalued). Thesis: price —64% from ATH
while dApp revenue sits at 29-week highs ($35M /week; pump.fun $2.4M/day, third among all
protocols behind only Tether and Circle), ETF inflows at record $1.22B cumulative, Schwab
retail distribution incoming. CATALYST: the Alpenglow consensus vote and implementation,
plus ETF flow momentum. Invalidation: losing $100, or pump.fun revenue below $1M/day.
HYPE tactically stretched (overvalued near-term). Thesis: $84.80 after a +20% legalization
rally into a $1.2B token unlock; a CFTC perp-DEX framework legalizes competitors and CEX
perps too, commoditizing Hyperliquid’s regulatory arbitrage. The structural perp-DEX thesis
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($6.7T 2025 volume taking CEX share) remains intact.” CATALYST: unlock absorption failure;
US rule text imposing KYC standards the offshore model cannot meet.

6. CRCL (Circle): unresolved margin question, competition-led bear case (two-sided).
Thesis: sell-side dispersion is extreme (Morgan Stanley $38 versus Bernstein $140) and Q2
already showed a revenue miss. We reframe the standard bear case: with zero 2026 Fed
cuts priced and cumulative hike odds above 70% by December, the rate-cut margin squeeze
is deferred; near-term, higher rates support reserve income. The live bear leg is competitive:
GENIUS final rules (~November) invite bank and fintech issuance into USDC’s moat. CAT-
ALYST: OCC final rules and the first credible bank-issued competitor; the rates leg activates
only if the 2027 easing cycle arrives.

29.5 Risks

Ranked by expected damage to the committee view:

1. DAT-complex unwind. The leveraged treasury cohort (~$80B of value already destroyed,
Metaplanet’s 83%-drawn credit line, unrecovered premiums) must sell into weakness. A BTC
break below ~$65k likely triggers reflexive supply measured in tens of thousands of BTC.
Mechanism (confidence: high); timing conditional. (Strategy specifically is the least fragile
member, per the audit.)

2. Debasement trade inverting. A disorderly dollar/rates event flips crypto from hard-asset
hedge to liquidity risk asset overnight; BTC dropped below $78k on one hot PCE print (Aug
26). With Sept FOMC hike odds at ~34-44% and the Warsh keynote pending at cutoff, the
macro leg is genuinely two-sided.

3. Double-dip retest (~45-55% complement of the bottom-in call). ETF flows have
already proven fickle ($8.9B H1 bleed); sustained outflows would open $59k, then $53.5k.

4. Regulatory air-pocket. CLARITY failing September 15 plus a stalled 401(k) rule leaves a
US market-structure vacuum; unilateral CFTC action could be messier than none.

5. Concentration. IBIT takes up to 90% of daily ETF flows; BitMine holds ~4.8% of ETH
supply. Single-entity behavior now moves both majors.

6. DeFi/contagion tail. Hyperliquid’s $1.2B unlock, Moonwell-style exploits, synthetic-dollar
residue (Ethena’s USDe collapsed to $4.1B), and miner distress adding forced supply below
$70k.

29.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
factual skeleton survived intact: every key level (BTC $79,597, the $126,080 ATH, the 53%
drawdown, the August ETF streak, Strategy’s repeated sales at mNAV below 1, the BitMine
ETH position, the gold/dollar macro) checked out against live and independent sources on August
28, with no stale numbers found. Two corrections to the interpretive core were accepted and are
already reflected above. First, the original 60% “June was the cycle low” call was cut to 45-55%
and overall confidence downgraded from MEDIUM-HIGH to MEDIUM: the working notes’s own
capitulation source (VanEck) says the bottom is not confirmed and dates likely accumulation to
roughly November; prior cycle troughs came 12—-13 months after the top, making an 8-month June
trough historically anomalous; and the August surge, the largest weekly jump in BTC’s history,

was partly short-covering, which QCP flags as fade risk.

5Source: CoinGecko perp-DEX volume data via Yellow.com, Aug 22, 2026; CoinLaw Hyperliquid statistics, Aug
21, 2026. Tier T3.

5Source: VanEck capitulation framework via CoinDesk, Aug 19, 2026; QCP and Yahoo Finance rally analysis,
Aug 28, 2026. Tier T3. https://www.coindesk.com
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Second, the counter-case contested the framing of Strategy as crypto’s biggest systemic risk: with
net leverage near zero, a multi-billion-dollar cash cushion built explicitly to avoid forced sales,
and disposals of only ~0.2% of holdings, Strategy reads as a de-risking entity, not a forced-
liquidation trigger. The committee accordingly re-attributed the systemic risk to the broader
DAT complex (the FT’s $80B figure; Metaplanet’s drawn credit line) while retaining the narrower
relative-value conclusion (MSTR common remains structurally inferior to spot), which survived
the check. Separately, the canonical fact sheet corrected the stablecoin narrative (supply is flat-
to-down versus the $315B+ early-2026 peak, not growing through the bear) and forced the CRCL
reframe (zero 2026 cuts priced makes “Fed cuts compress reserve income” a 2027 story, not a 2026
catalyst). One process caveat: the counter-case session exhausted its search budget and primary
ETF flow tables (Farside/SoSoValue) were unreachable, so flow figures rest on Tier-T3 aggregation.

29.7 What Would Change This View

e BTC weekly close below $69k: bottoming-process thesis weakens materially; below $59k
it is invalidated and the $53.5k zone is in play.

o Sustained spot-ETF outflows above $1B/week for 3+ weeks despite a persisting
debasement macro: the structural-demand pillar is broken; exit the asymmetry trade.

e Strategy resuming large BTC purchases with mINAV recovering above ~1.3: drop
the MSTR relative-value short entirely.

« ETH/BTC losing its 2026 lows: rotation call dead.

o CLARITY passing September 15 (priced under 20%) or confirmed federal Strategic
Bitcoin Reserve purchases: upgrade the entire US-listed complex and the BT'C floor thesis,
respectively.

o pump.fun/Solana revenue rolling over below $1M/day: the SOL revenue-divergence
trade is void.

e A hawkish Warsh keynote plus a September hike that lifts real rates and the dollar: the
debasement-trade engine stalls; cut gross exposure and re-underwrite at the October FOMC.
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30 Flows, Derivatives, Positioning, and Senti-
ment

The committee’s post-audit view: the fragility is a verified fact; the popular hedge against it is real
but not as cheap as it looks. Every load-bearing number in this chapter (the record $371bn asset-
manager net long in e-mini S&P futures, the 2.23M-contract leveraged short in 10y note futures,
BofA FMS cash at 3.5%, VIX 14.51 against MOVE at a one-year low) was re-verified against
primary sources at the data cutoff, and the “shock absorbers substantially thinner” description
stands. What did not fully survive review is the naive trade conclusion. September—October
convexity prices off an already-steep forward volatility curve (VIX3M 17.6, not spot 14.5) with
tail protection already bid (SKEW 144); a September hike is live at roughly 34-44% market-
implied but remains the minority branch; and the freshest tape, with the 30y rallying to 5.18%,
MOVE printing its low, and equities absorbing Nvidia’s $96.2B blowout without a vol event, is
moving away from, not toward, the rate-shock catalyst. The committee therefore holds equity beta,
converts unhedged exposure into hedged exposure through curve-financed, defined-risk convexity
(put spreads and backspreads funded by rich 3-6 month vol, not outright VIX calls), and pairs every
long-vol structure with explicit melt-up protection, because record hedge-fund shorts and $7.93T
of zero-real-yield money-market cash are fuel for further upside first. (confidence: medium-high on

the volatility asymmetry as structured; medium or below on september as the specific trigger)

30.1 Market Snapshot

Item Level As-of Read

S&P 500 7,731 (+12.9% YTD; record (as of Aug 27) Neutral
7,799 Aug 13)

Nasdaq 100 29,642 (+16.7% YTD) (as of Aug 27) Neutral

Russell 2000 3,014 (+21.5% YTD, leading) (as of Aug 27)  Bullish

VIX / VIX9D / VIX3M /
VIX6M

14.51 / 12.10 / 17.56 / 20.36

(as of Aug 27)

steep contango

VVIX / SKEW 82.9 / 144.05 (as of Aug 27) tails bid

MOVE 69.9 (1-year low) (as of Aug 27) suppressed

UST 10y / 30y 4.66% / 5.18% (30y intraweek (as of Aug 27) Bearish
high 5.33%)

Chboe equity put/call 0.39 (extreme call tilt) (as of Aug 27) froth

CFTC e-mini S&P, asset-mgr net  +960,566 contracts (~=$371bn; (as of Aug 18) stretched

long 56% of OI)

CETC 10y note, leveraged net —2,229,013 contracts (basis (as of Aug 18) crowded

short complex)

ICI money market fund AUM $7.93T, record (as of wk Aug 26) dry powder

US-listed ETF net inflows

record $1.23T YTD (x$2-2.3T
pace)

(as of Jul 31)

flow support

BofA FMS cash 3.5% (contrarian sell signal) (as of Aug 18) no buffer

AATI bulls / bears 32.9% / 44.4% (as of wk Aug 26) contrarian

Gold ~$4,630 (+4.6% YTD; ATH (as of Aug 27) Bullish
$5,405 Jan 29; Jul 16 washout
$3,994)

WTI crude $83.26 (+30.1% YTD; Brent (as of Aug 28) Neutral
$88.33)

Bitcoin $79,597 (—53% bear market; (as of Aug 28) Bullish
June trough ~$59k)

September FOMC hike odds ~34-44% market-implied (as of Aug 27-28) live
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30.2 What Is Happening and Why

The 2026 arc frames everything. The US—Iran war (opening strikes February 28, Hormuz effectively
closed in March, the April 8 ceasefire collapsing July 8, six tanker attacks August 3—18, Gulf exports
since recovered to roughly two-thirds of pre-war levels) drove Brent to a March peak near $118
and the S&P 500 to a March 30 low of 6,344 (VIX 35.30 intraday). From that low the index rallied
about 22% to a record 7,799 on August 13 (as of Aug 27), powered by partial oil normalization (WTI
$83.26, still +30.1% YTD), inflation “getting less bad,” and an unabated AI capex cycle capped
by Nvidia’s August 26 print: $96.2B total revenue, a $108B guide assuming zero China, and a

record one-day market-cap add of roughly $435-442B on August 27.!

The policy regime is inverted versus 2025. Under Chair Warsh (sworn in May 22), the funds rate
has held at 3.50-3.75% all year, QT ended December 1, 2025, and the August 19 minutes showed
officials debating a hike if inflation does not cool; the hot July core PCE print (3.3% y/y, a fourth
straight month) on August 26 lifted September hike odds to roughly 34—44% (as of Aug 27-28), with
zero cuts priced for 2026. Warsh’s first Jackson Hole keynote was pending at this report’s data
cutoff (August 28, 10:00 ET); every rates-linked view below carries that caveat. FACT: equities
are making records into a live hike debate with the 10y at 4.66% and the 30y at 5.18%, 15bp off
a post-2007 high.

Flows and positioning went from washed-out in March to maximal in August. The BofA August
FMS (as of Aug 18) printed 3.5% cash, tripping the house contrarian sell signal, with equity allocation

the highest since 2021 and “Al bubble” the top tail risk for a second month.?2 CFTC data (as of
Aug 18) show asset managers net long 960,566 e-mini S&P contracts (about $371bn notional, 56%

of open interest) against leveraged funds net short 281,402: record longs versus record shorts.?
US-listed ETF inflows are a record $1.23T through July, tracking $2-2.3T for the year, while a
record $7.93T sits in money funds earning approximately zero real return, a slow-motion push into

risk assets.?

Volatility is priced for calm now and trouble later. The VIX term structure runs 12.1 (9-day) —
14.5 (spot) — 17.6 (3M) — 20.4 (6M) (as of Aug 27), an unusually steep contango; realized vol near
13.7 leaves roughly one point of front-end vol risk premium; SKEW at 144 shows tails still bid;

VVIX at 82.9 is cheap versus its 147 war-shock high.? Meanwhile MOVE sits at a one-year low of
69.9 with the 30y within 15bp of its cycle high and Treasury long-end buybacks doubled to at least
$4B per operation (announced circa Aug 19; operations September 9-November 4). Rate volatility
is being administratively suppressed, not resolved. INTERPRETATION: the largest crowd in
markets is not long equities; it is short measured volatility everywhere at the lows of the vol year.

Crypto fought a private bear market and inflected. Bitcoin fell 53% from its October 6, 2025
high of $126,080 to a June 2026 trough near $59k (while the Nasdaq made records), then squeezed
roughly 23% in ten days to $79,597 (as of Aug 28) as spot-ETF flows flipped from persistent outflows
to an August inflow streak of roughly $2.8-3B, led by IBIT. The BTC-Nasdaq correlation did not
merely weaken in 2026; it inverted for two quarters. INTERPRETATION: bitcoin now trades on
crypto-native leverage flushes and ETF flows, restoring some diversification value.

1Source: Reuters, CNBC, FT coverage of the Nvidia FQ2-27 print and August FOMC minutes, Aug 19-27, 2026.
Tier T3.

2Source: BofA Global Fund Manager Survey, Aug 18, 2026, via NDTV Profit / Portfolio Adviser / Seeking Alpha.
Tier T2 via T3.

3Source: CFTC Traders in Financial Futures, Aug 18, 2026 report. Tier T1. https://www.cftc.gov/dea/
futures/financial_1f.htm

4Source: ICI Money Market Fund Assets, week ended Aug 26, 2026; ETF Database, Aug 24, 2026. Tier T1/T3.

5Source: Cboe delayed quotes API (VIX, VIX9D, VIX3M, VIX6M, VVIX, SKEW), Aug 27, 2026 close. Tier T1.
https://www.cboe.com
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30.3 What Is Priced versus What We Expect

Priced: a hold in September as the base case (hike ~34-44%, no cuts); continued partial oil
normalization despite a violently contested strait; Al capex persistence (Nvidia’s beat absorbed
with one of the quietest options-implied earnings reactions in years); $2T-plus annualized ETF
inflows; and, in the front of the vol curve, near-permanent calm (VIX9D 12.1 against realized
13.7).

Committee expectations, labeled:

o FORECAST (confidence: medium-high): Realized volatility rises into September—October. The

catalyst calendar is dense: September 4 payrolls, CPI, a genuinely live September 15-16 FOMC,
post-September-expiry gamma rolloff, and a war six months old with the ceasefire already
broken once. But we adopt the audit’s correction: mid-curve vol already prices much of this
(VIX3M 17.6), so the mispricing is concentrated in convexity and structure, not in headline vol
level.

FORECAST (confidence: medium): The melt-up extends before it breaks. Leveraged-fund equity
shorts, AAII bears at 44.4%, and $7.93T of money-fund cash are fuel; FMS 3.5%-cash sell signals
have historically preceded roughly 2% median one-month dips and flat three-month returns,
not crashes.

FORECAST (confidence: medium): Rates, not earnings, are the bear catalyst. Stock-bond
correlation is positive again (a 1990s-regime feature per Fed analysis); a hot print or a hike
that steepens the path takes the 10y through 4.75% and the 30y back toward 5.33%, and
equities de-rate alongside bonds. Hedges must be vol-, dollar-, or payer-shaped; long duration
is not insurance in this regime. Caveat: the Warsh keynote, pending at cutoff, can reset this
within hours.

FORECAST (confidence: medium-low) on timing: bitcoin’s ETF-flow inflection is the real signal;
dips toward $73-75k are accumulation zones while weekly flows stay positive.

30.4 Mispricings and Opportunities

Research hypotheses, not advice; each requires its catalyst to reprice.

1.

SPX convexity, structured: undervalued. Bullish on defined-risk downside structures.
Thesis: about one point of front-end vol risk premium and record-low FMS cash (no marginal
dip-buyer) into a live-hike FOMC. Post-audit correction applies: September—October options
price off VIX forwards near 17.6 with SKEW 144, so outright VIX calls carry heavy negative roll.
Expression: September—October SPX put spreads and backspreads, financed by selling rich 3—-6
month vol; the shock must arrive within roughly six weeks or the position bleeds. Catalyst:
September FOMC hike or hawkish-dots hold; early-September CPI; war re-escalation.

. Long-end rate volatility: asymmetric. MOVE at 69.9 while the 30y is 15bp from a

post-2007 high and leveraged funds hold a 2.23M-contract 10y basis short; doubled Treasury
buybacks suppress measured vol, not fiscal or inflation risk. Expression: payer swaptions and
MOVE upside; tactical counter-leg first, since the buyback bid is squeezing CTA bond shorts.
Catalyst: auction tail, hot inflation print, or disorderly basis deleveraging.

The positioning scissors: magnitude over direction. Record asset-manager longs versus
record leveraged shorts, institutional euphoria versus 44.4% retail bears. Audit caveat incorpo-
rated: the leveraged-fund short leg is substantially basis and relative-value hedging, not pure
directional bearishness, so the scissors are narrower than they appear. Expression: own wings
(strangles, backspreads) rather than direction, with theta discipline. Catalyst: September
macro data forcing one cohort to capitulate.

Bitcoin: undervalued relative to its flow inflection. Bullish. A completed 53% bear
market, June trough near $59k, both moving averages reclaimed, and a verified August ETF-
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inflow streak of $2.8-3B. Expression: spot/IBIT accumulation on dips toward $73-75k, financed
with covered calls into the short-term overbought stretch. Catalyst: sustained positive weekly
flows; a September Fed hold. Invalidator: two-plus weeks of $300M-plus outflows or a close
below $73k.

. Leveraged single-stock ETF complex: overvalued. Bearish structurally. The fastest-

growing, riskiest ETF corner (Bloomberg: “rattling markets”); Korean regulators already

apologizing for July’s chip-rout retail losses and weighing bans.® Expression: avoid being

exit liquidity; harvest vol drag via defined-risk short structures on 2x single-name products
into event dates. Catalyst: one more Al-name drawdown or regulatory action.

Gold: buy-the-reset, structurally intact. Bullish. The January 29 ATH of $5,405 gave
way to a 26% washout to $3,993.55 on July 16 (the worst monthly loss since 2013) that cleared
speculative froth; spec net length (4222k contracts (as of Aug 18)) is elevated, not extreme, and
the driver set (central-bank buying, zero real cash returns) survived. Expression: long near
$4,630 against a stop below the $4,000 washout zone. Catalyst: a September hike not delivered,
yielding real-rate relief; renewed war or fiscal stress. Warsh-keynote caveat applies.

30.5 Risks

Ranked by expected impact times probability:

1.

Amplification cascade. Hot September data — hike or hawkish dots — SPX loses 7,558
(50dma, first CTA trigger) — realized vol jumps from roughly 13 to 20-plus, plausibly forcing
an estimated $50-150bn of vol-control and CTA mechanical selling (ESTIMATE, low precision)
— dealers flip short gamma near 7,400 — with FMS cash at 3.5% there is no dry powder until
the 200dma near 7,114, roughly 8% below the August 27 close.

. Basis-trade accident. The 2.23M-contract leveraged 10y short is the March 2020 topology

at larger size; a rate-vol spike forces deleveraging that pushes yields up into an equity selloff,
breaking the 60/40 hedge assumption exactly when it is needed.

War re-escalation. The strait is violently contested, not resolved; ceasefire diplomacy already
collapsed once (July 8). Oil back above $100 re-breaks the disinflation path the entire rally is
built on.

Product-structure stress. 0DTE at roughly half of Cboe index volume, record covered-
call AUM, buffer funds, and private-asset ETFs suppress measured vol and migrate illiquidity
into daily wrappers; the first stress event tests these structures the way March 2020 tested
bond-ETF discounts.

. Crypto false dawn. A 23% ten-day squeeze on thin August liquidity; flows have flip-flopped

weekly and bears still target $40-60k.
Melt-up risk for hedgers. Record shorts plus $7.93T of money-fund cash can extend the
rally through year-end; non-theta-efficient hedges bleed out before they pay.

30.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
data layer survived intact: every spot-checked level (VIX 14.51, the CFTC e-mini and 10y-note
positions to the contract, AAII 44.4% bears, ICI $7.93T, MOVE 69.9) was verified against primary
sources at the cutoff, and the hike-live claim was independently confirmed at roughly 34% implied
probability from fed funds futures (within the canonical 34-44% range). Four corrections were
sustained. First, “cheap convexity” was overstated: September—October options price off VIX
forwards near 17.6, not spot 14.5, with SKEW 144 showing tails already richly bid; only sub-9-day

5Source: Bloomberg, “Al-Dominated Leveraged ETFs Are Rattling Markets,” Aug 10, 2026; CNBC on Korean

regulatory response, Jul 29, 2026. Tier T3.
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vol is truly cheap, and it expires before the FOMC. Second, the freshest tape ran against the
September rate-shock trigger: the 30y rallied roughly 9bp to 5.18% over the preceding week while
MOVE made its low and equities absorbed Nvidia. Third, the leveraged-fund short leg of the
positioning scissors is substantially basis and relative-value hedging rather than record directional
bearishness. Fourth, FMS cash sell signals have historically preceded modest, not catastrophic,
drawdowns.

The committee view in this chapter’s opening paragraph already incorporates all four: the vol-
asymmetry call was downgraded from HIGH to MEDIUM-HIGH conditional on structuring (curve-
financed, defined-risk expressions rather than outright VIX calls), September-as-trigger was set at
MEDIUM or below, the scissors trade was reframed as magnitude-first with the basis-hedging
caveat, and every long-vol stance is paired with explicit melt-up protection. No refuted number
appears as fact in the body.

30.7 What Would Change This View

o Dovish September hold plus August CPI at or below roughly 3.3%: the front-vol
thesis loses its catalyst; roll to Q4 expiries or stand down on the fragility trade.

o FMS cash rebuilding above 4.5%, or asset-manager e-mini net longs falling 150k-
plus contracts without price damage: the “no shock absorbers” premise weakens materi-
ally.

o Two-plus consecutive weeks of BTC spot-ETF outflows above $300M, or a close
below $73k: abandon the bitcoin bottoming thesis.

¢ MOVE rising through roughly 90 with orderly Treasury auctions: the rate-vol
suppression dislocation resolved benignly, so monetize payer structures.

o Verified broad-market breadth expansion (NYSE percent above 200dma toward
70%-plus with expanding new highs): drop the narrowing-breadth caution and upgrade
the melt-up case.

o A signed, durable Iran peace treaty (not another ceasefire): remaining war premium
compresses across oil, gold, and the vol curves; the short-vol carry regime extends into 2027
and selling volatility becomes the right trade again.

o The Warsh Jackson Hole keynote (pending at cutoff): a hawkish framing that lifts
September odds decisively above 50% accelerates every fragility scenario above; a dovish one
collapses the near-term catalyst and favors the melt-up leg.
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31 Credit, Banking, and Private Markets

Credit is a K-shaped market: the top of the capital stack is priced for perfection (IG OAS at 80bp
(as of Aug 26) against a record tight of roughly 73bp in January, HY at 267bp) while a concentrated
distressed tail at the bottom is being priced to recovery. The committee keeps the bifurcation
diagnosis and the sell/hedge-index-credit asymmetry at high conviction (confidence: high), but,
following the counter-case, does not claim a default cycle is underway: payment defaults (0.93%)
sit below 10-year averages, the LME count has halved year over year, and the headline CCC spread
of 1,031bp is substantially a composition artifact (performing CCCs trade near 438bp). Distress-
to-default conversion is a hypothesis, not an observed trend, and the 320-420bp HY widening path
is a catalyst-dependent scenario (confidence: low-medium timing), not a base-case drift. The banking
system, by contrast, is demonstrably sound (FDIC Q2 net income $90.1bn, ROA 1.37%, credit
quality improving) (confidence: wvery high): if an accident comes, this is a credit-repricing setup,
not a banking crisis. Private credit’s first retail run, in which BCRED, Blue Owl, and Partners
Group all gated in June, was stopped by design, capping the asset class’s growth engine exactly
when it needs new money. Net stance: index credit Bearish, quality banks Bullish, private-credit
manager equity Bearish, systemic-risk score 4.5/10.

31.1 Market Snapshot

Metric Level As of Context

US IG OAS 80bp Aug 26 Record tight ~73bp Jan 22, 2026

US HY OAS 267bp Aug 26 ~30bp from 2007 all-time low; Apr-2025 wide 461bp
US CCC OAS 1,031bp Aug 26 97th pctile of 3yrs; +~340bp since Jan-2025

Euro HY OAS 258bp Aug 26 Record tight 248bp set Jul 22

Loan payment default 0.93% Jul 31 Below 5-yr (0.96%) and 10-yr (1.50%) averages

rate

Loan dual-track de- 2.87% Jul 31 18 LME issuers LTM vs 37 a year earlier

fault rate

Loan distress ratio 6.89% Jul 31 Above 6.25% six straight months; near Q4-2022 highs
(<80px)

Hyperscaler bond is- $180-225bn Aug 20  Scope-dependent range; >2x all of 2025; ~8-9% of IG
suance YTD index

UST 30Y 5.18% Aug 26  Intraweek high 5.33% Aug 18; highest since 2007
FDIC bank net in- $90.1bn Aug 25  +12% q/q; ROA 1.37%; NIM 3.32%; loans +6.8% y/y
come, Q2

Card charge-off rate 3.82% Q2-2026 Down from 4.44% peak (Q1-2025)

Blue Owl (OWL) $12.02 Aug 27 ~38% below 52-wk high; 7.65% dividend yield
Global VC funding, $510bn Jul 1 Record; OpenAl + Anthropic = 43% of the total

H1

Fed funds target 3.50-3.75% Aug 28  Held all 2026; Sept hike odds ~34-44%

31.2 What Is Happening and Why

FACT: the index masks a bifurcation. IG at 80bp and HY at 267bp (as of Aug 26) sit
within roughly 30bp of all-time tights while CCC spreads at 1,031bp sit at the 97th percentile
of the past three years, having widened about 340bp since January 2025 during a period when
broad HY tightened.! The audit’s decomposition matters here: performing CCCs trade near
438bp, so the headline CCC index is inflated by a small distressed cohort priced to recovery.

'Source: FRED/ICE BofA OAS series (BAMLCOAOCM, BAMLHOAOHYM2, BAMLHOA3HYC), pulled Aug
27-28, 2026, data to Aug 26. Tier T1. https://fred.stlouisfed.org
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INTERPRETATION: this cuts both ways. It weakens the “broad bottom-tier repricing” story,
but it strengthens the priced-for-perfection leg, because performing credit across the stack is even
richer than headline indices suggest. Meanwhile the loan distress ratio (6.89% (as of Jul 31)) is near
Q4-2022 highs even as the payment default rate (0.93%) sits below its 10-year average and the

LME wave decelerates (18 issuers LTM versus 37).2 The pipeline is refilling faster than it converts,
but conversion itself remains a forecast, not a fact.

AT has become a credit-market event. Big-4 hyperscaler issuance of roughly $180-225bn
YTD (scope-dependent; more than double all of 2025) has pushed the theme to ~8-9% of the IG

index; Alphabet’s $25bn August deal drew a $115bn book.? Evercore attributes part of the 30Y
UST’s 19-year-high 5.33% (Aug 18) to competition from high-grade AI paper. The strain shows
at the leveraged edge: S&P cut Oracle to BBB— in mid-July 2026 on OpenAl concentration risk,
roughly $100bn of nominally IG Al-adjacent paper trades at junk-like spreads, and Broadcom CDS
widened sharply on AI debt backstops (Aug 24). HY “tourists” migrating up to 4.75-8% Al yields
flatter HY spreads while hollowing its buyer base. IMPORTANT CAVEAT (per the cross-report
audit): the AI credit accident is a medium-confidence 2027 forecast, not an in-motion repricing;
the market is currently buying the levered middle.

Private credit had its first crisis of confidence, and it was contained by design. Post-
First Brands/Tricolor, BCRED honored only its 5% quarterly cap against roughly 10% of NAV in
June redemption requests; Blue Owl and Partners Group vehicles gated too. BDCs trade at 30-35%
NAV discounts (OTF ~32%, NMFC ~35%), and LCD finds non-accruals across the largest BDCs
“trending sharply higher,” with PIK loans marked down fastest and software books deteriorating
first. The FSB sizes the market at $1.5-2.0tn and concedes it cannot be fully monitored and “has

not been tested during a severe economic downturn.”* INTERPRETATION: gates worked and
killed the growth story: the retail-inflow engine is capped precisely when the asset class needs
fresh money to refinance its own borrowers.

Banks are having a genuinely good year everywhere. FDIC Q2-2026: $90.1bn net income
(+12% q/q), ROA 1.37%, NIM 3.32%, loans +6.8% y/y, an eighth straight deposit increase, and

charge-offs and past-dues falling.? Card charge-offs are down to 3.82% from a 4.44% peak; CRE
delinquency is 1.53% and falling; the July SLOOS shows banks easing CRE standards. Japan’s
megabanks posted record profits (SMFG Q1 +33% y/y); European banks followed a record 2025
with +21% in Q2; even China’s NIM inflected up (1.41%) for the first time since 2021 after a
second ~$44bn state recapitalization. Bank M&A is at a seven-year high and the Basel-endgame
re-proposal is materially softened.

Private equity and venture are barbells. Q2 was the best exit quarter since 2021 (headlined
by SpaceX’s June 12 IPO at a $1.77tn valuation, the largest ever), yet 33,575 portfolio companies
remain unsold and the SEC is probing continuation vehicles. H1 global VC hit a record $510bn,
but 43% went to OpenAl ($852bn tender valuation, ~$1tn IPO push) and Anthropic ($965bn;
tokenized futures imply ~$1.8tn, an 88% premium froth instrument that did not exist in prior
cycles). Listed PE (BX —24%, OWL —38% from 52-week highs while the S&P sits near records)
is the market’s honest signal on carry and credit-fee growth.

2Source: PitchBook LCD, July 2026 loan report (via Yahoo Finance, Aug 7, 2026). Tier T2.
3Source: LSEG via CNBC, Aug 20, 2026 ($223bn upper bound); Bloomberg-derived coverage Aug 18-27 ($182—
194bn); quote as a range. Tier T3.

4Source: FSB, Report on Vulnerabilities in Private Credit, May 6, 2026. Tier T1. https://www.fsb.org/2026/
05/report-on-vulnerabilities-in-private-credit/

5Source: FDIC Quarterly Banking Profile, Q2 2026, released Aug 25, 2026. Tier T1.
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31.3 What Is Priced versus What We Expect

Priced: a soft landing with the Fed on hold at 3.50-3.75% (September hike odds ~34-44% (as
of Aug 27-28), the Warsh Jackson Hole keynote pending at data cutoff); near-zero HY defaults
persisting; Al capex fully funded at modest concessions; banks compounding under deregulation;
private-credit stress staying idiosyncratic; the AI mega-cap funding flywheel continuing.

The committee differs on four points:

1.

Asymmetry, not timing. FORECAST (confidence: high on asymmetry, low-medium on timing):
at 80/267bp, further tightening potential is ~30bp against 150-200bp of widening in a moderate
shock. We frame HY OAS 320-420bp as a catalyst-dependent scenario (September’s ~$250bn
IG supply month failing to clear, an Oracle-complex fallen-angel event, or an Al capex guide-
down), not a base case: tight spreads have historically persisted for years absent a catalyst,
and the identical Q4-2022 distress reading resolved via tightening.

Distress conversion is a monitored hypothesis. FORECAST (confidence: medium): if
the 6.89% distress ratio persists, dual-track defaults of 3.5-4.5% by mid-2027 concentrated
in 2021-22 sponsor vintages and software, with recoveries structurally below CLO /insurance
model assumptions (July LMEs recovered ~72c with PIK-able exit coupons). The improving
flow data (defaults 0.93%, LMEs halved) is the honest counter-evidence.

Private credit’s adjustment is chronic, not acute. INTERPRETATION/FORECAST
(confidence: high): no Lehman moment, because term-locked structures and gates work, but two
to three years of PIK accretion, NAV markdowns, manager consolidation, and returns several
hundred bp under the 10-12% pitch. The short is the managers’ equity priced for flows, not
the funds’ debt.

Bank strength is fundamental, not a re-rating. FORECAST (confidence: medium-high):
earnings-led, supported by NIM, benign credit, and capital relief; Japanese banks remain priced
as cyclical winners rather than structural ROE re-raters.

31.4 Mispricings and Opportunities

Research hypotheses, not advice.

1.

Generic US index credit risk: overvalued Bearish. Thesis: record-tight index spreads
against a 6.89% distress ratio, hollowed HY buyer base, and the largest IG supply wave ever;
asymmetry ~30bp tighter vs 150-200bp wider. Catalyst: Oracle-complex fallen angel forcing
index selling; a hyperscaler capex guide-down; September IG supply failing to clear. Expression:
CDX HY payers, IG payer spreads, or up-in-quality rotation; keep structures carry-aware, since
the audit demoted the timing.

. Al fallen-angel candidates: asymmetric long, post-downgrade only Neutralnow.

Thesis: index-constrained selling on actual downgrade historically overshoots; fallen angels
outperform for 6-12 months after entering HY. Catalyst: the downgrades themselves. Do
nothing until index exclusion forces the flow.

Quality BDCs at 30-35% NAV discounts vs credit-heavy alt-manager equity
Bullish/Bearishpair. Thesis: discounts price cumulative losses beyond a 2x default cycle
for cleaner books, while alt-manager multiples still embed retail-inflow growth the June gates
falsified. Catalyst: Q3/Q4 NAV prints separating clean from PIK-heavy books; note Saba/Cox-
style tenders are already closing some discounts, so the entry is narrowing.

Japanese megabanks and large US banks: undervalued Bullish. Thesis: record and
rising ROE, multi-year NIM normalization in Japan, deregulation and seven-year-high M&A
in the US. Catalyst: BOJ hikes (September move 75-87% priced), Basel-endgame finalization,
continued capital return.

. Private AI mega-cap marks: overvalued Bearish. Thesis: 43% of world VC in two
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names, circular vendor financing (Nvidia up to $100bn to OpenAl), tokenized secondaries
at an 88% premium. Catalyst: the OpenAl IPO (the largest price-discovery event in private-
market history) or SoftBank’s $40bn 2027 loan deadline. Expression: avoid/short public vendor-
financing beneficiaries where borrowable; long volatility on Al-credit-exposed IG.

6. LP-stake PE secondaries: buyer’s market Bullishfor deployers. Thesis: 33,575 unsold
companies, SEC scrutiny of CVs, LP cash needs. Catalyst: public-credit widening triggering
denominator effects and year-end LP rebalancing.

31.5 Risks

Ranked by expected impact on the committee view:

1. Carry pins spreads (highest probability): the Fed cuts into a growing economy, $115bn order
books keep funding Al capex, defaults stay LME-suppressed, and the short-credit expression
bleeds carry for a year. This is precisely why the audit demoted the timing leg.

2. Long-end tantrum: 30Y through 5.5% on the fiscal-plus-AT supply cocktail (US debt crossed
$40.07tn Aug 26; net interest ~$1tn/yr) turns yield buyers into forced sellers and breaks the
tight-spread equilibrium (bad for the long-bank leg too).

3. The acute private-credit tail: a fraud or valuation event inside a large semi-liquid vehicle
triggers market-wide gating, insurance-affiliated mark pressure, and banks pulling NBFI ware-
house lines; the Liberty Street/Cleveland Fed channel means stress shows in bank C&I draws

first.6

4. Data risk: private-credit marks are stale by construction and unmonitorable (FSB’s admis-
sion); BDC discounts and listed-manager equity can mislead in either direction.

5. Concentration as macro risk: two labs = 43% of world VC funding; four issuers ~8-9% of
the IG index; one company = the IPO market.

6. China: rural-bank deterioration and unresolved property NPLs behind pre-emptive recapital-
izations.

7. Political tail: the 401(k) opening to alternatives detonates politically the first time a retire-
ment vehicle gates.

31.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. Verified:
all headline levels (HY 267bp, FDIC $90.1bn verbatim, LCD July data), the redemption gating,
and the Al-credit strain (investor fatigue at deals, IG Al yields at junk levels, Morgan Stanley’s
finding that AI capex exceeds cash flow with ~$3.1tn of off-balance commitments). Contested
and corrected: (1) the “97th-percentile CCC” framing is substantially a composition artifact:
performing CCCs trade near 438bp, with a small distressed cohort priced to recovery inflating
the index mean; (2) default flow is improving, not deteriorating (payment defaults below 10-year
averages, LME issuers halved y/y), and the closest analog, Q4-2022’s identical ~7% distress ratio,
was followed by two years of tightening, not a default cycle; (3) two factual errors: Oracle’s S&P
downgrade to BBB— occurred in mid-July 2026 (not early August), and hyperscaler YTD issuance
should be quoted as $180-225bn (scope-dependent), not a point estimate of $223bn.

The committee view above already incorporates all of this: the opening paragraph presents distress-
to-default conversion as a hypothesis rather than an observed trend, the HY 320-420bp path
carries LOW-MEDIUM timing confidence as a catalyst-dependent scenario, and both factual
corrections appear in the body. Notably, the counter-case decomposition strengthened one leg:
if even performing CCCs sit at ~438bp and medians are tighter than means, performing credit

5Source: Liberty Street Economics, “Stress and Strain from NBFIs to Banks,” May 8, 2026; Cleveland Fed, Jun
22, 2026. Tier T1.
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market-wide is richer than headline indices imply. The priced-for-perfection claim survives in
sharpened form. The banking-sound leg was fully confirmed and carries no hedging language.

31.7 What Would Change This View

o HY OAS holds below 300bp through two consecutive quarters of a falling distress ratio (<5%):
the K is resolving benignly; drop the short-credit view entirely.

e CCC re-tightens below ~800bp alongside rising loan prices: bottom-decile repair, not decay.

o BCRED-class redemption requests fall back below the 5% caps and BDC discounts close inside
10% without NAV cuts: private-credit adjustment complete; cover the alt-manager short.

e An OpenAI TPO that prices at or above $1tn and trades well for two quarters: the private
marks were right, so retire the froth call.

e US card or CRE metrics re-inflect worse, or bank C&I line draws spike, for two straight quarters:
raise the systemic score by ~2 points and shift from spread-widening to default-cycle framing.

e The Fed cuts 100bp+ on growth weakness: the benign-widening scenario becomes a genuine
default cycle, worse than base case; reposition from spread hedges to default protection.
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32 (Geopolitics, Trade, and Structural Mega-
trends

The committee’s view, post-audit: the 2026 Iran war remains the dominant geopolitical regime
variable, but its market expression has shifted from a closure shock to a war-risk-premium regime
with recovering flows: the Strait of Hormuz is a violently contested waterway under an active US
naval blockade of Iranian exports, with Gulf exports recovered to roughly two-thirds of pre-war
levels, not the “effectively closed” chokepoint of the spring (confidence: high). We therefore hold
geopolitical convexity as cheap tail insurance against re-escalation (a Saudi/UAE infrastructure re-
strike, an Iranian succession shock), not as a directional bet against an eroding premium whose base
case is drift toward the high-$70s/low-$80s on Brent; our call that no US-Iran deal closes in 2026
is held at (confidence: medium), downgraded after documented Iran—-Oman revenue-sharing contact.
The trade regime rebuilt after the Supreme Court’s February 20 IEEPA ruling is legally porous
and fiscally softer than consensus models; European rearmament remains the most politically
durable capex stream in the OECD (confidence: high); and the US-China Busan truce renewal
(Q4’s headline binary) is likely to be decided or telegraphed at the Xi visit to Washington on
September 24, 2026, five weeks before the October 30-November 10 lapse window the market is
watching (confidence: medium-high). All rates-adjacent judgments below carry the caveat that Chair
Warsh’s first Jackson Hole keynote (August 28, 10:00 ET) was pending at this report’s data cutoff.

32.1 Market Snapshot

Item Level / state As of

Brent crude

WTI crude
Gulf oil flows

Iran war status

US avg effective tariff
IEEPA refunds

S&P 500
NVDA FQ2-27

UST 10y / 30y
Gold

TTF gas
US—China truce

China official gold
US federal debt

$88.33; 2026 peak ~$118 (Mar); Jul 1 trough $71.57
$83.26 (+30.1% YTD)

Exports recovered to ~2/3 of pre-war; IEA: 8.3 mb/d Gulf
output offline (Jul); OPEC+ effective spare ~1.09 mb/d
Blockade reinstated Jul 14; six tanker attacks Aug 3-18;
Iran—Oman talks live (single-sourced)

~12.1% (rebuilt from ~7% May trough post-SCOTUS)
~$81bn of ~$166bn refunded; July customs receipts net
—$8.55bn

7,731 close (+12.9% YTD; record 7,799 Aug 13)

Revenue $96.2bn total; Q3 guide ~$108bn assuming zero
China

4.66% / 5.18% (30y intraweek high 5.33%, highest since
2007)

~$4,570-4,630; ATH $5,405 Jan 29; Jul 16 washout low
$3,993.55

EUR 68.69 (+~119% y/y); EU storage 63%, lowest since
2009

Busan 1-yr suspensions lapse ~Oct 30-Nov 10; Xi invited
to Washington Sept 24

2,366.3 tonnes (from ~2,264t late 2024)

$40.07trn total ($32.31trn public)

(as of Aug 28)
(as of Aug 28)
(as of Aug 2026)
(as of Aug 28)

(as of Jul 21)
(as of Jul 2026)

(as of Aug 27)
(as of Aug 26)

(as of Aug 27-28)
(as of Aug 27-28)
(as of Aug 27-28)
(as of Aug 2026)

(as of Jul 2026)
(as of Aug 26)

US midterm generic ballot Democrats +6.0 to +6.6 (as of Aug 2026)

32.2 What Is Happening and Why

The Iran war (FACT). US-Israeli strikes on February 28, 2026 killed Supreme Leader Khamenei
in the opening salvo; Iran retaliated against Israel, US bases, and Gulf infrastructure (the Ras
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Laffan LNG strike, March 18), and mined and attacked the Strait of Hormuz, which was effectively
closed in March; the IEA called it the greatest global energy security challenge in history. A
Pakistan-brokered ceasefire (April 8) and the Islamabad Memorandum (June 17) collapsed on July
8 when Iran struck commercial vessels; the US reinstated its naval blockade of Iranian exports on

July 14 and has since disabled or boarded multiple tankers and redirected 55 vessels (as of Aug 11).*
The current state is a war-risk-premium regime, not a closure: six tanker attacks between August
3 and 18 (including a crew fatality on the Minoan Dignity), yet Gulf exports have recovered to
roughly two-thirds of pre-war levels and Iran—-Oman revenue-sharing talks are reported (single-
sourced) (confidence: medium on the talks). Brent’s path, $72 (Feb 28) — ~$118 peak (late Mar) —
$71.57 (Jul 1) — $88.33 (Aug 28), embeds a live but eroding premium. INTERPRETATION: the
operative historical analog is the 1984-88 Tanker War, in which roughly 450 ships were attacked,
Hormuz never closed, and oil prices fell throughout: attack frequency and premium erosion coexist
when rerouting and spare capacity dominate.

The trade regime was rebuilt mid-flight (FACT). SCOTUS struck down the IEEPA tariffs
6-3 on February 20, 2026; collections stopped, the CIT ordered refunds March 4, and ~$81bn of
~$166bn had been refunded by July; July customs receipts were net negative (—$8.55bn), a stealth
fiscal stimulus almost nobody models. The effective rate fell from ~11% to ~7% by May, then
was rebuilt via Section 122 (10% global, itself ruled illegal at the CIT with the injunction stayed
on appeal) and Section 301 tiers (10%/12.5%, effective July 24, covering a claimed 99.4% of trade)

back to ~12.1% average (as of Jul 21).2 Sectoral Section 232 tariffs (25% advanced semiconductors,
100% branded pharmaceuticals with build-in-US waivers) survive. The US declined the USMCA
16-year renewal on July 1, pushing the pact onto annual reviews until its 2036 sunset, a persistent
overhang on Mexico/Canada-exposed capex.

US—China is in managed détente with a decision date (FACT). The Busan truce (October
30, 2025) suspended both sides’ export-control regimes for one year, halved the fentanyl tariff, and
restarted soybean purchases. Trump’s Beijing state visit (May 13-15, 2026) deepened it: H200
licenses for ten Chinese firms including Alibaba, Tencent, and ByteDance, a 200-plane Boeing order,
and a public US warning to Taipei against unilateral independence moves. The suspension clauses
lapse around October 30-November 10. But Xi has been invited to Washington on September
24, 2026, and the committee treats that summit, not the November window, as the likely decision
point (confidence: medium-high). Meanwhile Beijing’s coercion campaign against Japan (seafood
ban, rare-earth and dual-use export restrictions, tourism down 60.7% y/y in January) is nine
months old and escalating: the rare-earth weapon stays loaded and politically costless to use.

Russia—Ukraine and Europe (FACT). Geneva trilaterals stalled in February on Donbas and
security-guarantee duration and have been formally paused since mid-March, explicitly because
of the Iran war. Frozen-asset seizure is functionally dead: Belgium blocked the reparations-loan
structure, a Moscow court awarded Russia EUR 195.5bn against Euroclear (May 15), and the EU
is instead borrowing EUR 90bn itself for Ukraine. European rearmament (EUR 800bn “Readiness
2030” plus the NATO 5% path) is the fiscal constant. Ukraine financing stress resurfaces in H1
2027 (confidence: high).

Structural currents (FACT/INTERPRETATION). De-dollarization fails on payments data:
CIPS cleared RMB 180.15trn in 2025 but transactions grew just +1.02% y/y, and 80%+ of traffic
still rides SWIFT messaging; the only empirically confirmed vector is gold: China’s official holdings
reached 2,366.3t by July 2026, and gold overtook Treasuries as the world’s largest official reserve

'Source: aggregated T1/T3 reporting on the 2026 Iran war and US naval blockade, verified through Aug 28, 2026.
Tier T3 (T1 underliers).

2Source: Supreme Court ruling Feb 20, 2026; CBP refund data; Yale Budget Lab-type effective-rate estimates,
Jul 21, 2026. Tier T1/T3.
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asset (ECB, June 2026).% The Gulf is at capitulation pricing (real estate —30-40%, NEOM gutted,
a COVID-scale expat exodus, UNDP war-cost estimates of $120-194bn); a reported UAE exit from
OPECH remains single-sourced and unverified (confidence: low-medium). Demographics compound
regardless: China’s third straight population decline (—1.39m in 2024) with 5-7m/yr working-
age shrinkage, Korea’s 0.75 TFR, and the US immigration reversal make automation the only
labor-supply elasticity left and India the structural demographic long.

32.3 What Is Priced versus What We Expect

Markets are priced for: Iran contained with a deal forced by blockade asphyxiation; Busan renewal
as a ~95% formality; tariffs as a stable ~12% quasi-VAT; Democratic House with GOP Senate
and market-friendly gridlock; Ukraine frozen-conflict drift; and Al capex outrunning everything.
The IMF raised 2026 world growth to 3.0% mid-war, explicitly on Al demand, and the S&P sits
at 7,731 (as of Aug 27) with NVDA guiding to ~$108bn next quarter while assuming zero China
revenue.

Where the committee differs:

e Iran: slower, lumpier, but with negative carry on long-oil expressions (confidence:
medium). A decapitated, revenue-starved state with a contested succession does not sue for
peace quickly on “no enrichment” terms, but export recovery and the Iran—-Oman track mean
the premium’s base-case drift is down. We own the right tail (episodic $8-15 Brent spikes on
tanker or infrastructure incidents), we do not fight the drift.

o Busan renewal is likelier than not (~75%) versus the ~95% priced; the decision
point is September 24, not November (confidence: medium). The residual asymmetry is a
summit failure in Washington, which would land unhedged.

e The tariff regime is a sleeping rates story (confidence: medium-high). ~$85bn of refunds
plus interest are still owed, Section 122 has already lost once at the CIT, and blanket Section 301
use invites challenge: the tariff-revenue baseline in deficit projections is softer than consensus
assumes, into a market where the 30y touched 5.33% and net interest runs ~$1trn/yr. The
steepener leg survived audit at HIGH confidence.

e European defense is under-owned relative to commitment durability (confidence: high).
Two live wars, EUR 800bn of frameworks, a dead frozen-asset alternative, and US-reliability
doubts: year two of a decade-length order book.

e Gulf normalization is early (confidence: low-medium). Capitulation pricing plus existential-
tail exposure (Qatar’s 99% desalination dependence) argues for a trigger list, not a position.

32.4 Mispricings and Opportunities

Research hypotheses, not advice. Direction, thesis, catalyst, expression:

1. Oil-price convexity as tail insurance (long right-tail optionality; do not own the
futures). Thesis: the blockade equilibrium is stable-and-violent (six tanker attacks in sixteen
August days) while base-case flows recover; the correct structure is out-of-the-money Brent call
spreads, tanker owners, LNG infrastructure, and non-Gulf producers, sized as insurance with
accepted negative drift. CATALYST: a strike on a Western-flagged vessel or on Saudi/UAE
processing or desalination infrastructure; an Iranian succession shock. Downside trigger: a
verified reopening memorandum.

2. European defense primes over US peers (undervalued duration). Thesis: the most
fiscally bulletproof capex line in the OECD, with valuation and fiscal beta favoring FEurope.
CATALYST: SAFE loan deployment, the 2027 EU budget cycle, and every additional month
of two wars.

3Source: CIPS FY2025 disclosures; WGC/IMF reserve data, Jul 2026; ECB, Jun 2026. Tier T1 via aggregator.
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3. Semis with restored China exposure, paired against rare-earth-dependent industri-
als (asymmetric into September 24). Thesis: renewal plus continued H200-style licensing
reopens a China TAM written to zero in 2025; non-renewal snaps rare-earth controls back into a
$96bn/quarter Nvidia revenue cycle. CATALYST: the September 24 Washington summit, then
the formal lapse window and the NVDA Q3 FY27 print (~late Nov) with its China guide. Note
the event has been pulled forward: the November “binary” is probably derisked or detonated
five weeks early.

4. Long-end US Treasuries overvalued (steepener) (confidence: high). Thesis: refund out-
flows, legally porous tariff revenue, war-driven defense spending, and a politically pressured new
Fed chair skew term premium higher (ACM ~0.80% (as of Aug 27)). CATALYST: the November
refunding, the February 2027 CBO re-score post-SCOTUS, and the Warsh keynote/September
15-16 FOMC (hike odds ~34-44% (as of Aug 27-28)).

5. Japan pair: domestic-facing over China-exposed (boycott treated as transient; it is
nine months old and escalating). CATALYST: any further Takaichi-Beijing rupture, or a
rapprochement that unwinds the pair.

6. GCC credit and Gulf real assets (asymmetric, not yet). Thesis: violent mean reversion
on durable normalization, but only after verification. CATALYST: a durable Hormuz reopening
plus a 60-day quiet period of unmolested transits.

32.5 Risks

Ranked by expected market impact:

1. Iranian succession shock / dash-to-test: IRGC consolidation formalizing weaponization
(TAEA safeguards declared “untenable” in February; 408kg of 60% HEU pre-strike, current
status unverifiable) — re-strike — $130+ oil.

2. Saudi/UAE infrastructure re-strike with OPEC+ effective spare capacity near 1 mb/d:
the single worst oil and GCC-asset outcome.

3. September 24 summit failure / Busan non-renewal: rare-earth controls snap back into
peak Al hardware demand; supply chains reprice in weeks.

4. Tariff legal cascade: retroactive voiding of Section 122 plus a successful Section 301 challenge
reopens the revenue architecture (chaotic for planning, mechanically disinflationary, fiscally
negative).

5. French autumn budget fall: Lecornu governs by censure-survival; OAT-Bund at 83.6bp (as
of Aug 27-28) has room to widen.

6. Russia escalation against NATO logistics while the West is consumed in the Gulf; Ukraine
financing gap re-emerges H1 2027.

7. US midterm tails: a low-probability Democratic Senate sweep injects subpoena and impeach-
ment premium into 2027 pricing; a GOP hold-everything extends tariff and fiscal continuity.

32.6 The Case Against This Chapter

The strongest case against this chapter returns a verdict of PARTLY CONFIRMED. The
factual spine survived verification against primary endpoints: Warsh’s chairmanship, the 6-3
IEEPA ruling and $81bn/$166bn refund arithmetic, NVDA’s $96.2bn quarter, the July 8 ceasefire
collapse and July 14 blockade, the Busan/Beijing sequence, and the IMF’s mid-war upgrade all
checked out, and the August tanker-attack record supported the “violent equilibrium” read. But
the audit broke three load-bearing elements of the pre-audit draft: (1) “Hormuz effectively closed”
was stale: Gulf exports have recovered to roughly two-thirds of pre-war levels, making this a
war-risk-premium regime, not a closure; (2) “no talks documented” was contradicted by reported
Iran—Oman revenue-sharing contact (single-sourced); and (3) the equity snapshot was ~4% low
(S&P ~7,72x on Aug 28, not ~7,400), which, correctly stated, strengthens the priced-for-perfection
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leg. the counter-case also surfaced the September 24 Xi visit to Washington, which the working
notes missed entirely, and invoked the 1984-88 Tanker War analog (roughly 450 ships attacked,
Hormuz never closed, prices fell throughout) against the closure-premium framing.

The committee view above incorporates all of it: the oil position is reframed from directional
premium-capture to negative-carry tail insurance with base-case Brent drift toward the high-
$70s/low-$80s; the no-2026-deal call is downgraded from MEDIUM-HIGH to MEDIUM; the Busan
binary is re-dated to September 24 with the November window as residue; and all snapshot levels
are restated to the canonical August 27-28 tape. The defense and energy-security overweights and
the term-premium view passed the audit unchanged.

32.7 What Would Change This View

e« A signed, verified US—Iran memorandum plus 60 days of unmolested Hormuz
transits: collapses the oil premium, flips us constructive on GCC normalization, neutralizes
the energy-security overweight.

o Brent sustained below $75 with no incident for 30 days: confirms the Tanker War
erosion path faster than modeled; we would stop rolling the tail hedges.

o Early Busan renewal with expanded chip liberalization (B-series licenses) at or
after September 24: converts the semis hedge into an outright China-reexposure long.

o Federal Circuit cleanly upholding the Section 122/301 architecture plus refund
completion without market stress: removes the tariff leg of the term-premium view.

o CIPS/RMB settlement growth exceeding 15% y/y, or a verified major oil-in-RMB
benchmark: forces an upgrade of de-dollarization from rhetoric to trend.

e Russia accepting sub-Donbas terms or a genuine armistice: triggers European defense
profit-taking risk (order books lag, but multiples will not wait) and EUR/OAT relief.

e A hot US CPI/payrolls autumn forcing Warsh hawkish (September 15-16 hike odds
moving from ~34-44% toward certainty): undercuts the gridlock-plus-easing equity consensus

and the assumption that AI capex outruns the war shock.*

4Source: Federal Reserve calendars and futures-implied odds, Aug 27-28, 2026; Warsh Jackson Hole keynote
pending at data cutoff. Tier T1. https://www.federalreserve.gov/monetarypolicy/fomccalendars.htm
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33 Method and Limitations

33.1 Source Discipline

Sources are tiered throughout: T1 primary and official (central banks, statistical agencies, ex-
changes, company filings, IMF, BIS, IEA, EIA, World Gold Council), T2 institutional research,
T3 quality financial journalism, T4 industry experts, T5 social and community. No important
conclusion in this report rests on T5 alone.

Every price, level, flow and data print carries an as-of date in its chapter. Figures that could not
be verified against a source are labeled unverified rather than estimated, and no number appears
here that was not true and dated at the moment it was collected. Confidence tags (VERY HIGH,
HIGH, MEDIUM, LOW, SPECULATIVE) separate fact from interpretation from forecast, and
each chapter closes with the specific thresholds that would change its view.

Each chapter also carries a section stating the strongest case against its own conclusion, along
with any correction that case forced. Several chapters were materially revised in that pass, and
the revisions are shown next to the claims they revised rather than quietly absorbed.

33.2 Known Limitations

e« The keynote boundary. Data closes on the morning of August 28, 2026, hours before the
Federal Reserve chair delivered his first Jackson Hole address. Part I flags every conclusion
that speech could invalidate.

e Some figures could not be verified to primary source within the collection window and are
labeled unverified in the chapter text. They remain so.

e Demographic statistics rest partly on 2024 official prints. Catalyst-calendar dates marked t are
convention-based and should be checked before they are relied on.

e Prediction-market and positioning data are snapshots of fast-moving series. Reconcile them
against live feeds before acting on anything.

e The underlying per-domain research files, with their full source lists, ship alongside this
document in the research/ directory.

33.3 Disclaimer

This is an independent research compilation, written for the author’s own understanding and
published because the reasoning seemed worth showing. It is not investment advice, not an offer
or solicitation, and not tailored to any person’s circumstances. The author holds no professional
standing or license of any kind.

Markets move. Several figures in this document will be stale by the time it is read. Verify
everything against primary sources before acting, and treat every position described here as what
it is labeled: a research hypothesis with a falsifier attached.
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