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2026-08-30 - Conviction

Verdict

Winning Hypothesis: The current price and narrative of the gold market represent a rational reflection of structural
stagflation risks emerging in a 'soft landing' phase. The 10Y-2Y Treasury spread remaining in positive territory, signaling
reduced recession fears, instead points to a dangerous combination of 'high growth + high inflation," accelerating
downward pressure on real interest rates. The contradictory data of weak consumer sentiment (UMCSENT) alongside
sustained industrial production (INDPRO) should be interpreted as early signals of stagflation driven by supply shocks
rather than a simple economic slowdown. Consequently, demand for gold as a safe-haven asset acts as an essential
hedge beyond expectations of Fed rate cuts, supporting the narrative of a breakthrough above $5,000.

Market participants are forming an optimistic outlook that gold will break through $4,600 and rise to
$5,000, combining expectations of Fed rate cuts with geopolitical risks in the Middle East. In particular,
inflows from small-scale investors, such as the spread of 'ultra-mini gold tech,' are driving buying
pressure, interpreted not merely as a preference for safe-haven assets but as proactive hedging
demand against potential failure in inflation control.

However, the abnormal correlation of rising 10-year Treasury yields (US10Y 1M return +0.19%) alongside a
sharp surge in gold prices (GOLD 1M return +11.87%) invalidates Hypothesis B's logic of 'downward pressure
on gold prices due to rising real rates.' This indicates that inflation expectations (T10YIE 2.31%) are offsetting
the rise in nominal rates, driving real rates lower. Furthermore, the fact that industrial production (INDPRO)
remains resilient despite weakened consumer sentiment (UMCSENT 55.2), coupled with the collapse of the
gold-copper correlation (-0.0005), signals the early stages of 'stagflation driven by supply shocks' rather than a
simple recession, an environment historically associated with strong gold price appreciation. The positive turn
in the 10Y-2Y spread (0.39%) rules out deflationary recession but does not exclude risks of high growth plus
high inflation; thus, the current rise in gold prices reflects rational structural hedging demand.

Action: Overweight GOLD
Invalidation: If T10YIE falls below 2.0% for two consecutive weeks

Macro Picture

Regime: inflation_hedge
Key Themes: Inflation hedge demand driven by declining real yields, Geopolitical risks in the Middle East and safe-
haven preference, Sustained central bank purchases and ETF inflows

Dominant Narrative: Gold prices have broken through the $4,600 per ounce level, posting a 18% gain over the past
month in a strong uptrend. This momentum stems from the convergence of Fed rate cut expectations and
heightened safe-haven demand amid escalating Middle East tensions. Market participants, buoyed by optimism
that gold could reach $5,000 in the 2026-2030 long-term outlook, are expanding buying activity to include small-
scale investments such as 'ultra-mini gold tech'.

Reality: As of July 2026, the Consumer Sentiment Index (UMCSENT) remains weak at 55.2, while Industrial
Production (INDPRO) holds steady at 102.99, fueling stagflation concerns and reinforcing gold's role as an inflation
hedge. Although the 10Y-2Y Treasury spread remains positive at 0.39%, alleviating recession fears, upward revisions
to long-term inflation expectations through 2030 and downward pressure on real yields are serving as key drivers
for gold price appreciation.




Hypotheses

A (Market Right)

The current gold price and narrative represent a rational reflection of structural stagflation risks emergingin a
'soft landing' phase. The fact that the 10Y-2Y Treasury spread remains positive, alleviating recession fears,
actually suggests a dangerous combination of 'high growth + high inflation' rather than a soft landing,
accelerating downward pressure on real yields. The contradictory data of weak consumer sentiment (UMCSENT)
and sustained industrial production (INDPRO) should be interpreted as early signals of stagflation driven by
supply shocks rather than simple economic slowdown. Consequently, demand for gold as a safe-haven asset
acts as an essential hedge beyond mere Fed rate cut expectations, supporting the narrative of a breach above
$5,000.

1. A positive spread shift indicates the absence of a deflationary recession; thus, even if rate cuts are delayed, real yields must
decline if inflation persists long-term. 2. Weak UMCSENT alongside sustained INDPRO suggests supply-side bottlenecks (stagflation)

rather than demand contraction, which historically correlates strongly with rising gold prices. 3. Therefore, the current gold price is
valid not as mere optimism, but as the market's preemptive reaction to the risk of 'failed inflation control.

B (Market Wrong)

The sharp surge in the gold market and the $5,000 narrative represent an overheated speculative bubble
inconsistent with rising real interest rate pressures, stemming from a misreading of macroeconomic realities.
The 10Y-2Y Treasury spread remaining in positive territory at 0.39% indicates that recession fears have
subsided, signaling a successful soft landing. This creates an environment where the Fed can control inflation
while gradually cutting rates. In this scenario, real rates are more likely to stabilize or rise rather than fall; rising
10-year Treasury yields would increase the opportunity cost of holding gold, exerting downward pressure on
prices. Weak consumer sentiment signals an economic slowdown, not stagflation, while sustained industrial
production is a temporary phenomenon, not a long-term growth driver. Therefore, the 18% one-month surge
foreshadows heightened volatility around the Jackson Hole meeting and a potential sharp correction from
overbought levels.

1. The spread's inversion to positive territory signals a successful soft landing; thus, inflation can be contained even with the Fed
maintaining its tightening stance or implementing only gradual cuts, making the demand for gold as an inflation hedge exaggerated.
2. As long as upward pressure on real rates (driven by rising US10Y) persists, gold prices will face downward pressure, and current

prices underestimate this factor. 3. Weak UMCSENT heightens recession fears, but this acts as a deflationary pressure, diminishing
gold's appeal. 4. Consequently, current gold prices are overvalued, based on the erroneous 'stagflation’ narrative.

Key Question: The critical question is whether the 10Y-2Y Treasury spread remaining in positive territory signifies a 'soft
landing' with sustained upward pressure on real rates, or serves as a precursor to 'high growth + high inflation (stagflation)'
accelerating real rate declines. Specifically, the key is whether US10Y real rates will rise over the next two months, exhibiting
an inverse correlation with gold prices, or whether rising inflation expectations will drive real rates lower, leading gold prices
higher.

Tensions

While market narrative attributes gold's breakout above $4,600 and optimism toward $5,000 to Fed rate cut
expectations and safe-haven demand, a divergence exists between this narrative and reality: the 10Y-2Y Treasury
spread remains positive, easing recession fears, yet the sharp price surge appears difficult to explain solely by
downward pressure on real yields.
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Narrative: Optimism that gold prices will rise to $5,000 driven by sustained safe-haven dem

Reality: A contradictory situation where the 10Y-2Y Treasury spread remains positive at 0

GOLD US10yY DXY

Although the Consumer Sentiment Index (UMCSENT) at 55.2 signals economic slowdown concerns, the sustained
level of Industrial Production (INDPRO) at 102.99, which stokes stagflation fears, reflects a more complex macro

environment than a simple inflation-hedge narrative can capture.
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Narrative: A simplified narrative attributing the primary upward momentum to inflation hedg
Reality: A complex macro reality where stagflation concerns, evidenced by weak consumer s




GOLD COPPER USDKRW

Despite a strong 18% short-term rally and an overheated buying narrative fueled by the spread of 'ultra-mini gold
tech', heightened caution ahead of the Jackson Hole meeting and mixed market signals following a weekend

plunge raise questions about the sustainability of the current narrative amid elevated short-term volatility.
___________________________________
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Narrative: Optimism that the bullish trend, with gold prices surging 18% in one month to br
Reality: Heightened caution ahead of the Jackson Hole meeting, mixed market sentiment fol

GOLD VIX SPX

Alternatives

XAUUSD - ®1& 3 (Spot Gold)

This is the most direct beneficiary asset in an environment where 'supply shock-driven stagflation' and downward pressure on real
interest rates coexist, as explicitly stated in the verdict rationale. The abnormal correlation of rising 10Y Treasury yields alongside surging
gold prices indicates that inflation expectations are offsetting nominal rates, suggesting that gold, as a store of real value rather than
merely a safe-haven asset, is poised to continue its structural uptrend.

GLD - SPDR Gold Shares (ETF)

Reflecting the overheated 'ultra-mini gold tech' narrative and the trend of expanding small-scale investment, this is a liquid asset that
enhances accessibility for retail investors. With the 10Y-2Y spread turning positive and deflationary recessions ruled out, hedging
demand from both institutional and retail investors is expected to flow into ETFs, potentially front-running the rise in spot gold prices.

XLE - Energy Select Sector SPDR Fund

The current macro regime is characterized as an 'inflation hedge,' with a valid 'supply shock' scenario where consumer sentiment
contraction coexists with sustained industrial production (INDPRO). The breakdown in the gold-copper correlation suggests inflationary
pressure on the supply side rather than a recession; therefore, the energy sector stands as an alternative asset that can benefit alongside
gold as an inflation hedge.
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